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Strategic Competition, Equity Financing Constraint
and High Leverage

JianQiN DENG WUXIANG ZHU
(Tsinghua University)

Abstract There are many companies with radical financing behavior in highly competi-
tive industries. High leverage is a key reason for bankruptcy. but why do these companies
choose such a strategy In other words, what is the motivation for choosing high leverage
This paper focuses on the business conditions in China, especially the constraints on equity fi-
nancing and competition in the product markets. We try to demonstrate the necessity and ra-
tionality for companies to choose high leverage in that kind of situation. We prove that it is
rational for the management to engage in heavy investment in expense of a dangerous capital
structure when a company faces financing constraint and the product lifecycle is very short or
the economy of scale is strong.
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