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Return to Capital Investment and Its Determinants
in China: Evidence from Listed Companies

QINGQUAN XIN Bin Lin  DEMING YANG
(Sun Yat-sen University)

Abstract Based on the models of Mueller and Reardon(1993)and Baumol et al. (1970),
this paper estimates the return to capital investment of China’s listed companies for 1999
2004. We find that the rate of return is only 2. 6% , which is far less than the corporate cost

of capital. This conclusion shows that investment efficiency is very poor among Chinese listed



1164 ( ) 6

companies. Subsequently, we examine the effects of investment climate and ownership struc-
ture on the rate of return. We find that investment climate and ownership structure have sig-
nificant effects. More importantly, after examining the interaction between investment cli-
mate and ownership structure, our results show that there exists some degree of complimen-
tarity between the two factors.
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