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Abstract 

The real estate industry is a capital-intensive industry. Since 2003, the research on listed 
real estate companies in China has been carried out for many years, and the research 
results are of practical significance. Although substantial progress has been made in the 
study of listed real estate companies in China, the real estate industry is still changing, 
so we still need to continue to study and pay attention to it. By studying the capital 
structure of the real estate market, this paper aims to rationally allocate the sources and 
flows of funds of listed real estate companies, so as to achieve better financial 
performance and contribute to the healthy and sound development of the real estate 
market in China. 
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1. Introduction 

In recent years, a lot of money by the real estate market, real estate industry has experienced a 
stage of accelerated expansion, the accelerated expansion led to the development of the 
industry is not mature, contradictions increasingly stand out, capital structure is one of the 
ways, and thus to explore the influence of the real estate industry financial performance, 
analysis of its capital structure has a realistic significance. 

Since China's real estate market began to enter the market in the 1980s, it has experienced 
irrational operation. The housing price has continued to rise after a relatively stable and 
sustained development, completely deviating from China's living standard during the same 
period. However, in 2014, with the increase of personal loan interest rates and the financing 
restrictions of real estate developers, the growth rate of real estate investment began to decline 
sharply, leading to the overstocking of inventory and the sharp decline of housing prices. At the 
2015 National People's Congress, the real estate industry once again became a hot topic. In the 
government work report, it is clear that we will support people's living needs, improve housing, 
and promote the healthy development of the real estate market. While the announcements 
were interpreted as good news, some data released by China's National Bureau of Statistics 
showed that the downward trend in market indices remained unchanged. However, under the 
background of macro-control, the development of the real estate industry will tend to stabilize. 
Different from the rapidly developing industry, the stable development of the real estate 
industry needs more effective financial management methods. Therefore, this paper makes an 
empirical analysis of the relationship between capital structure and financial performance of 
real estate listed companies, and puts forward practical suggestions. 

2. Relationship between capital structure and financial performance 

The theory of capital structure is the theory of the optimal capital structure of the company and 
its decision-making. The so-called optimal capital structure refers to the capital structure with 
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the lowest weighted average cost of capital under the most appropriate conditions in a certain 
period of time, while the value of the company reaches the maximum. The capital structure 
suitable for the company can make the company's profitability increase, so as to obtain better 
financial performance. When the company uses financial leverage financing, it will increase the 
debt ratio of the company, but the operating theory believes that it will not change the 
company's comprehensive cost of capital, that is, the increase of the debt ratio will not lead to 
the increase of the comprehensive cost of capital, but will keep it unchanged at the original level, 
and the company will also have the same total value. This inference holds that the choice of 
capital structure is completely meaningless, because according to this inference, it will draw 
the conclusion that capital structure has no relationship with the cost of capital. Therefore, 
there are great defects in the management theory, and then the agency cost theory comes into 
being. Its premise is that the interests of managers and their shareholders are not completely 
consistent. These conflicts can occur in situations where managers have an incentive to take 
excessive risk as part of a risk transfer investment strategy. We expect the impact of leverage 
to be negative on the whole. Based on the agency cost assumption, we expect higher leverage 
to reduce agency costs, reduce efficiency and thus improve corporate performance. But 
company performance can also influence the choice of capital structure. More efficient firms 
are more likely to earn higher returns for a given capital structure, and higher returns can act 
as a buffer against portfolio risk, putting the more efficient firms in a better position. Substitute 
equity for debt in its capital structure. Thus, under the efficiency risk hypothesis, more efficient 
firms opt for higher leverage ratios because greater efficiency is expected to reduce the cost of 
bankruptcy and financial distress. In essence, the efficiency and risk assumptions are 
derivatives of the capital structure trade-off theory, and efficiency differences, other things 
being equal, enable firms to fine-tune their optimal capital structure. Companies that expect to 
remain efficient in the future are also likely to opt for low debt-to-equity ratios to protect the 
economic rents or franchise value generated by these efficiencies from the threat of liquidation. 
Companies that are widely held in the United States, where capital ownership is dispersed 
among minority shareholders and control is concentrated in insider hands, tend to perform 
poorly. Management equity may reduce management's incentives to consumer goods, embezzle 
shareholders' wealth or engage in other sub-optimal activities, thus helping to adjust the 
interests of managers and shareholders, thus reducing agency costs. On the other hand, the 
relationship between leverage and internal equity may be negative in cases where management 
major shareholders choose lower debt to protect their non-dispersible human capital and the 
wealth invested in the firm. In the case of low levels of management ownership, institutional 
conflict requires the use of more debt, but as managers are in high levels of management 
ownership, they seek to reduce their interests. The traditional theory holds that although the 
use of financial leverage will lead to the increase of the cost of equity, it will not completely 
offset the benefits of using low cost debt to some extent. As a result, debt will reduce overall 
capital and the value of the company will rise. At a certain point the company has the lowest 
cost of capital, can achieve the best capital structure and the best financial performance. 

3. The characteristics of real estate listed companies 

Listed real estate companies, by far the most relevant alternative investment category in terms 
of total volume, are companies that can invest directly in physical assets through acquisition or 
indirectly buy and hold real estate. In general, private real estate markets are characterized by 
high transaction costs and low information efficiency, which is often referred to as illiquidity. 
The severity of these distressed securitised properties is low, which may lead to higher 
risk/yield. In addition to closed-end and open-ended funds, listed real estate companies, or so-
called public real estate, are emerging as important investment vehicles. Since the early ninety 
s, listed real estate companies from small and humble stock capitalization to attractive stock, 
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intended to replace private real estate investment for public investment investors must decide 
whether the asset classes provide the same or at least similar features, meaning that the same 
risk/reward potential factors and the diversification of the same. If the real estate is held by a 
public property company, then this value is determined by the market (stock exchange) and 
not by the appraiser, and other drivers of return and risk factors can then be played out. On the 
one hand, the underlying value driver remains real estate. The company acts as a middleman, 
converting direct ownership of land and buildings into share ownership, and as a result, 
investors get a more manageable vehicle and a series of corresponding stock returns provided 
by the market in the form of aggregated, standardized and easily analyzed information. In terms 
of the value of listed real estate companies, the value of the company is affected by other factors 
besides real estate holdings, including its strategic position, management quality, leverage, etc., 
so that its performance is not only dependent on the performance of the underlying attributes. 
Therefore, we need to determine what listed real estate company investment returns are 
similar to property market returns. Properties of listed real estate companies are going 
concerns. Other factors unrelated to real estate valuation may affect real estate company 
valuation, such as strategic position, quality of management, and use of financial leverage. In 
addition, listed real estate stocks trade on the stock exchange, where daily prices are 
determined by current supply and demand. Thus, overall capital market conditions, general 
market sentiment, market liquidity, and even the irrational behavior of market participants can 
all produce prices above or below the fundamental stock value. All in all, the shares of real estate 
companies are unlikely to be a perfect repeat of the performance of direct real estate 
investments. Their share prices reflect not only the underlying housing market, but also the 
extent to which some companies are organised. Due to part of the debt, there may be a direct 
real estate company and a relationship between the real estate company and the latter 
financing. Leverage increases average profitability, but they also lead to higher variation in 
returns, which in turn leads to higher investment risk. To sum up, the characteristics of listed 
real estate companies are as follows: cyclical development of the industry, capital-intensive, 
strong correlation, regional development, long development cycle and inconsistent accounting 
period, etc. 

4. Research hypothesis 

Based on the theories of capital structure and the actual situation of the development of China's 
real estate industry, this paper puts forward hypotheses from three aspects: endogenous 
financing, debt structure and equity structure. 

The so-called endogenous financing is the capital from inside the enterprise, which is the 
retained earnings obtained by the enterprise through operation on the basis of the initial capital, 
and is the fundamental to the survival of the enterprise. The use of endogenous capital does not 
incur interest, dividends and other financing costs, and it has no other agency costs. In 
conclusion, compared with the way of obtaining capital from external sources, the capital 
obtained from internal sources has the advantage of direct and low cost. In addition, the 
preferential financing theory believes that the general enterprise will start from internal 
financing to raise capital, then consider debt financing, and finally equity financing. This is 
because the use of self-owned capital does not need to sign relevant contracts with investors, 
so it will not generate all kinds of costs, and the access to funds is less restricted in the use of 
channels, so enterprises will choose internal financing. Finally, the more funds from internal 
financing, the stronger profitability of the enterprise. Therefore, hypothesis 1 is proposed: 

H1: The internal financing rate of real estate listed companies is positively correlated with their 
business performance. 
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MM theory considering corporate income tax holds that the weighted average cost of financing 
will decrease with the increase of debt level, thus increasing the income of enterprises. 
Signaling theory holds that the successful acquisition of debt capital by enterprises is a way to 
send positive signals to the outside world, which can enhance investors' confidence in 
enterprises and bring good financing environment for enterprises. However, according to the 
trade-off theory, the interest generated by debt will not only bring the tax credit effect, but also 
bring negative effects such as financial risks to enterprises. Therefore, enterprises need to 
weigh the advantages and disadvantages to choose the appropriate debt ratio in the process of 
operation. In terms of China's specific situation, compared with foreign countries, China's real 
estate industry is more dependent on debt financing, especially banks and other financial 
institutions, with high financial leverage. According to the tradeoff theory, a high debt ratio will 
reduce the ability of enterprises to resist risks. Therefore, the second hypothesis is proposed: 

H2: The asset-liability ratio of China's listed real estate companies is negatively correlated with 
their operating performance. 

According to agency theory, when managers are the owners of enterprise resources, they will 
strive for their own economic interests. Therefore, when the shareholding ratio of major 
shareholders is high, the major shareholders, as rational economic man, will pay more attention 
to their own interests to supervise the managers, thus reducing the agency cost. In addition, 
according to the foregoing analysis, ownership concentration in China's real estate enterprises 
tends to develop to a reasonable range, and ownership concentration in a few enterprises is too 
high. Moreover, due to the influence of Chinese traditional culture, enterprises need leaders 
with a voice and other reasons, which makes the enterprises with relatively concentrated 
equity in real estate enterprises have better business performance. Therefore, when the degree 
of enterprise concentration is high, the incentive mechanism for the major shareholders and 
the supervision mechanism of the major shareholders to the managers are more obvious. To 
sum up, the third hypothesis is proposed: 

H3: The relative concentration of equity of listed real estate companies in China is positively 
correlated with their operating performance. 

5. Study design 

5.1. Samples and data sources 

The time interval of this study is from 2011 to 2016, and the selected sample data are from the 
database of CSMAR. Considering the influence of the choice of capital structure and the stability 
of business activities of enterprises in different periods, and to ensure the integrity and validity 
of sample data, this paper takes the real estate listed companies in the industry classification of 
China Securities Regulatory Commission as the original sample, and selects the original sample 
to get the available sample enterprises. The sample enterprises shall be selected according to 
the following principles: 

(1) In order to obtain complete data within the research time interval, the real estate companies 
listed after January 1, 2011 were excluded. 

(2) The listing environment of A shares, B shares and H shares is different, and the market 
influencing factors are different. In order to avoid the influence of B share market and H share 
market, the sample data of this paper will exclude the companies that issue B shares and H 
shares, and only retain the real estate companies that issue A shares. 

(3) Considering that among listed companies, special treatment or special transfer or 
suspension of issuance due to economic problems will affect the reliability of the data, in order 
to get a true and effective conclusion, companies of ST and PT within the research time interval 
are excluded. 
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(4) This paper adopts panel data for empirical analysis. In order to ensure the consistency and 
integrity of the data, some listed real estate companies with incomplete data are eliminated. 

Based on the above principles, this paper finally selects 121 real estate companies that issued 
A-shares from 2011 to 2016 as research samples, with A total observed value of 726. 

5.2. Selection of explained variables 

Corporate performance is a comprehensive concept, which can not only reflect the operating 
ability of an enterprise, but also include the solvency, development ability and profitability of 
an enterprise. When studying the operating performance of listed companies, most scholars 
tend to choose a single index such as ROA, ROE and so on as explained variables. However, the 
content reflected by a single index to measure business performance is limited, and it is easy to 
be affected by human operation. However, the multi-index measurement method contains a 
wide range of contents and reduces the human influence. Therefore, this paper adopts multiple 
indicators to measure the business performance of enterprises. In order to ensure the 
comparability of the research results, factor analysis method, which is widely used in relevant 
studies, is selected from the financial statements of enterprises. The analysis is carried out on 
behalf of 12 indicators in four aspects, namely, solvency, operation ability, profitability and 
development ability of the enterprise. 

 

Table1. Corporate financial performance indicators 
Index 

classification 
Index 

symbol 
Index name calculation method 

Debt paying 
ability 

X1 Current ratio Current assets/current liabilities 
X2 Quick ratio (current assets - net inventory)/current liabilities 

Operation 
ability 

X3 
Accounts 

receivable turnover 
Operating revenue /[(net accounts receivable at 
beginning + net accounts receivable at end)/2] 

X4 Inventory turnover 
Operating costs /[(beginning net inventory + ending net 

inventory) /2] 

X5 
Working capital 

turnover 

Gross operating income /[(beginning current assets - 
beginning current liabilities)+ (ending current assets - 

ending current liabilities) /2] 

X6 
Total asset 
turnover 

Total operating income /[(beginning of total assets + 
ending of total assets)/2] 

profitability 

X7 Return on equity Net Income/Weighted Average Net Assets 

X8 
Rate of return on 

total assets 
EBITDA /[(beginning of total assets + ending of total 

assets) /2] 

X9 
Profit margin on 

sales 
Net profit/operating income 

Development 
capacity 

X10 
Basic earnings per 

share 

(current period - adjusted number in the same period of 
last year) /ABS adjusted number in the same period of 

last year *100% 

X11 Net profit 
(current period - adjusted number in the same period of 
last year) /ABS adjusted number in the same period of 

last year *100% 

X12 Total assets 
(current period - adjusted number in the same period of 
last year) /ABS adjusted number in the same period of 

last year *100% 

 

5.3. Selection of explanatory variables 

Capital structure has a direct impact on corporate performance through endogenous financing, 
debt structure and ownership structure. Therefore, explanatory variables will be selected from 
these three aspects in this paper. This paper chooses the endogenous financing rate (NY) to 
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reflect the internal capital structure of the enterprise. The main ways for enterprises to obtain 
capital from outside are debt financing and equity financing. The external capital structure of 
enterprises should also be analyzed from two parts: creditor's right structure and equity 
structure. Asset-liability ratio (DA) is selected as the representative index of creditor's rights 
structure. The shareholding ratio of the first shareholder (C1) was selected as the 
representative index of ownership concentration. 

5.4. Selection of control variables 

Since there are many factors affecting the business performance of listed real estate companies, 
in order to ensure the authenticity of this research, this paper selects the logarithm of total 
assets (SIZE) and the growth rate of operating income (GROW) as the control variables 
respectively from the two aspects of company SIZE and growth. 

 

Table 2. Variable 
 The variable name Variable symbol Define/calculate the formula 

Explained 
variable 

Factor score comprehensive 
performance 

FN Factor analysis was used to obtain 

Explanato
ry 

variables 

Internal financing rate DY 
DY=(surplus reserve + undistributed 

profit + amortization + depreciation)/ 
total assets 

Asset-liability ratio DA DA= total liabilities/total assets 
The shareholding ratio of 

the first shareholder 
C1 

C1= number of shares held by the largest 
shareholder/total number of shares 

Control 
variables 

The company size SIZE SIZE=Ln(Asset) 
Growth rate of revenue GROW Growth rate of revenue 

 

This paper studies the impact of the capital structure of listed companies in the real estate 
industry on their business performance. Business performance is described by extracting 
common factors from factor analysis and calculating Fn, and Fn is taken as the explained 
variable, such as the endogenous financing rate (NY), asset-liability ratio (DA) and the 
shareholding ratio of the first shareholder (C1). The company SIZE (SIZE) and revenue growth 
rate (GROW) are introduced as the control variables. By establishing the panel data model, Stata 
software is used for regression analysis. Panel data regression model is as follows: 

FN=α+β1NY+β2DA+β3C1+β4SIZE+β5GROW+ε 

Fn in the model represents the comprehensive business performance of the enterprise, which 
is obtained by factor analysis. βn refers to the coefficient of the explanatory variable; A is a 
constant term; ε is the residual term. 

6. Factor analysis 

Considering that the business performance of a listed company is a comprehensive concept, 
and a single data index is not enough to reflect the overall business performance, the business 
performance data index in this paper starts from four aspects of the listed company's debt 
paying ability, operation ability, profitability and development ability, and selects 12 indicators. 
Factor analysis is carried out with analysis software to obtain representative comprehensive 
indicators, which can comprehensively and intuitively describe the business performance of 
listed real estate companies. Finally, through the establishment of regression analysis model to 
carry on the follow-up research. 

Before using factor analysis to analyze data, KMO test and B. Artlett test must be carried out to 
measure whether the sample data is suitable for factor analysis, that is, to test the validity of 
the data. The value of KMO test is generally distributed between 0 and 1. When the value of 
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KMO is closer to 1, it indicates that there is a strong correlation between the selected variables, 
and the effect of factor analysis is the best. According to the analysis conclusion of statistician 
Kaiset, when the Km O value is greater than 0.5, the variable is suitable for factor analysis. This 
paper conducts factor analysis on the sample data from 2011 to 2016, and the analysis results 
are as follows: 

Table 3. KMO and Bartlett tests 

KMO sampling fitness measure .609 

Bartlett's test for sphericity 

The approximate chi-square 3984.839 

Degrees of freedom 66 

significant .000 

 

According to the table, the KMO of the sample data is 0.609, so the sample data is suitable for 
factor analysis. At the same time, 0.000<0.05 rejects the assumption that the correlation matrix 
is zero. The selected sample data is suitable for factor analysis. The test values are 0.609 
respectively, between 0 and 1 and greater than that of Bartlett's spherical test. The significance 
(sig.) is 

Based on the results of the above two tests, it can be concluded that the sample data selected in 
this paper is suitable for factor analysis. 

 

Table 4. Variance of common factor 

 initial extract 

X1 1.000 0.938 
X2 1.000 0.943 
X3 1.000 0.678 
X4 1.000 0.849 
X5 1.000 0.978 
X6 1.000 0.749 
X9 1.000 0.749 

X10 1.000 0.830 
X11 1.000 0.625 
X12 1.000 0.574 

 

Extraction method: principal component analysis. 

 

Table 5. The composition matrix A after rotation 

 
composition 

1 2 3 4 

X3 -.011 .038 -.018 -.044 
X4 -.005 .015 .920 .081 
X5 -.002 -.001 .899 -.061 
X6 .169 .559 .272 .061 
X1 -.016 -.091 -.151 .887 
X2 -.018 .089 .090 .920 
X7 .306 .841 -.016 -.054 
X8 .109 .842 -.076 -.224 
X9 -.079 .442 -.019 .032 

X10 .979 .091 .004 .012 
X11 .936 .038 .015 .037 
X12 .927 .136 .002 -.019 
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As can be seen from the table, factor 1 has a large positive load on X10, X11 and X12, while X10 
and X11 reflect the development ability of listed real estate companies. Therefore, factor 1 can 
be named as the development factor. Factor 2 has the largest positive load on X7,X8 and X9. 
These two indicators reflect the profitability of an enterprise, so factor 2 is a profit factor. Factor 
3 has a large load on X4 and X5, which respectively represent the turnover rate, so factor 3 is 
an operation factor. Factor 4 has a large load on X1 and X2, so it is a debt paying factor. 

Through the above factor analysis, we calculate four common factors that can explain the initial 
variables. According to the principle and calculation results of factor analysis, we can get the 
model of comprehensive operating efficiency: 

Fn=(∑4
i=1 fi*wi)/ y 

Fn=The business performance of the NTH real estate listed company 

wi The factor value of the first factor corresponding to the first sample 

fi The percentage in the factor interpretation data corresponding to the ith factor 

Y = cumulative interpretation percentage of 4 common factors 

7. The empirical results 

According to the characteristics of the sample data, the panel data model was adopted in this 
paper and the Stata software was used for analysis. The results are as follows. 

 

Table 6. Regression results 
Variable coefficient Std.Error t-Statictic Prob. 

C 1.178694 0.860221 1.370223 0.1712 
NY 0.000145 0.000053 2.746513 0.0062 
DA -1.840532 0.232693 -7.909716 0.0000 
C1 2.201238 0.298181 7.382234 0.0000 

SIZE -0.039904 0.035998 -1.108507 0.2682 
GROW 0.157971 0.025521 6.189915 0.0000 

Observations 
F-statistic 

576 
9.934847 

Adjusted R-squared 
Prob(F-statistic) 

0.683092 
0.0000 

 

*** P<0.01 ,**P<0.05 ,*P<0.1 

 

The correlation coefficient between the internal financing rate and the business performance 
of the real estate listed companies is 0.000145, that is, the business performance of the 
enterprise will improve with the increase of the internal financing. It is consistent with 
Hypothesis 1 in this paper. This is because internal financing is the result of the enterprise's 
own operation and continuous accumulation. With strong financial strength, internal financing 
is less affected by external financing conditions and environment. In addition, the cost of capital 
integration and use through internal financing is small, and the enterprise has absolute control 
over this part of capital. Therefore, in business activities, this part of capital obtained from 
internal sources can play a role in promoting the business performance of the enterprise. In 
addition, the amount of funds obtained by enterprises through endogenous financing can 
reflect the profitability and operating ability of an enterprise to a certain extent, but the average 
endogenous financing rate of listed real estate companies in China is only 0.165062, indicating 
the low level of endogenous financing in China's real estate industry. 

The correlation coefficient between asset-liability ratio and business performance of listed real 
estate companies is -1.840532, showing a negative correlation between the two. According to 
the analysis results of the above descriptive data, the average asset-liability ratio of China's 
listed real estate companies is 0.646238. As a capital-intensive industry, the real estate industry 
can not only provide capital convenience and financial leverage effect for its production and 



Volume 2 Issue 7, 2021 

DOI: 10.6981/FEM.202107_2(7).0020 

144 

Frontiers in Economics and Management 

ISSN: 2692-7608 

operation, but also bring operational risks. In addition, high financial leverage management is 
easy to make enterprises into financial crisis enterprises. This conclusion confirms Hypothesis 
2 in this paper. 

The correlation coefficient between the shareholding ratio of the largest shareholder and the 
business performance of listed real estate companies is 2.201238, which indicates that the 
ownership concentration of enterprises has a positive effect on the business performance of 
enterprises. In enterprises with a high degree of ownership concentration, major shareholders, 
as "economic man", tend to take more active part in and supervise the management and 
business activities of the enterprise, which reduces the agency cost of the enterprise. 

8. Conclusion 

According to the above research and analysis, on the one hand, sufficient self-owned capital can 
reduce the financing cost of enterprises, that is, endogenous financing can improve the business 
performance of enterprises. Therefore, enterprises should pay attention to the accumulation 
and use of internal funds in profit division and capital adjustment, and reasonably improve the 
internal financing rate. This is of great significance to the improvement of the phenomenon of 
"undervaluing internal and overvaluing external" in the financing of China's real estate 
enterprises, and is also an important means to optimize the capital structure to achieve the 
maximum benefit. On the other hand, the regulation and control policies of the Chinese 
government on the real estate industry increase the difficulty of external financing. If 
enterprises want to reduce the influence of the external environment, they should pay more 
attention to the accumulation of their own capital, so that they can have a more stable 
development. In order to improve the internal financing rate of enterprises, enterprises should 
start from the source, improve their profit level, change the capital mode that relies on external 
financing, and really achieve through adjusting the capital structure, improve the operating 
efficiency of enterprises. Since the asset-liability ratio is negatively correlated with the business 
performance of enterprises, and excessive asset-liability ratio will bring financial risks to 
enterprises, enterprises should pay attention to the adjustment of asset-liability ratio in their 
business activities. A high degree of ownership concentration can ensure that the major 
shareholders have the control right, and at the same time has an incentive effect on the major 
shareholders, so that they can take the initiative to invest in the supervision of the enterprise 
operation and management out of their own interests. 
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