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Impact of the Equity Structure of Real Estate Companies
on the Debt Risk

BAI Yan-jun, LU Xiao, YE Jian-ping
(School of Public Administration and Policy, Renmin University of China, Beijing 100872, China)

Summary: In the past three years, real estate companies’ debt default events have occurred frequently, which had a
sustained impact on the steady economic and social development. To investigate underlying causes, existing studies mostly
focus on external industry environment and internal management characteristics, lacking attention to the corporate equity
governance structure, especially the mechanism analysis of how equity concentration affects the behavior of major
shareholders and leads to debt risks.

Based on the East Money Information Choice database, this paper takes the A-share real estate companies from 2011
to 2022 as the research sample, and empirically tests the impact of the shareholding ratio of the largest shareholder on
corporate debt risks and its mechanism. Research results show that the higher the shareholding ratio of the largest
shareholder, the higher the debt risk of real estate companies. Based on the heterogeneity of factors related to corporate
ownership structure, it is found that as for private enterprises, enterprises with low equity balance or enterprises with CEO
duality, the higher the shareholding ratio of the largest shareholder, the higher the debt risks. Mechanism analysis shows
that the shareholding ratio of the largest shareholder impacts the debt risk by affecting the cash holding level and debt
maturity structure of enterprises, but the assumption that the largest shareholder hollows out enterprises based on the
dividend distribution mechanism is not valid.

Compared with previous literature, this paper has contributions in the following two aspects. First, from the perspective
of the micro motivation, this paper focuses on the equity structure, especially the shareholding ratio of the largest
shareholder, to explore the debt problem of real estate enterprises, and to explore institutional issues behind their
operational disorder and governance failure. Second, based on the cash holding level, debt maturity structure and
“enterprise hollowing out” mechanism, this paper discusses the effect of the equity structure of real estate enterprises on
debt risks. Combined with characteristics of the real estate industry, it reveals the differentiated performance of various
agency effects under different equity mechanism arrangements. Third, the central government has repeatedly stressed the
need to mitigate the risks of real estate enterprises and “promote the establishment of a new model for the development of
the real estate industry”. For real estate enterprises, the foundation of the new development model is to further improve the
level of corporate governance, and improving the equity structure is a necessary part of it. The research conclusion of this
paper not only helps to promote real estate enterprises to optimize their own equity design and governance system, but also
provides a basis for relevant policies to further standardize the decision-making balance mechanism of listed real estate
companies. Further, this paper also provides reference for solving the debt risks through the reform of the equity structure.
Key words: equity structure; shareholding ratio of the largest shareholder; debt risk; cash holding level; debt maturity

structure
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