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Maturity Mismatch of Investment and Financing and Its Institutional Explanation
——Evidence from Comparison of Chinese and U.S. Financial Markets
BAI Yun-xia', QIU Mu-qing', LI Wei®

(1. School of Economics and Management of Tongji University; 2. Cheung Kong Graduate School of Business)

Abstract: The matching of assets maturities and financing terms is a basic principle of corporate finance
theory. In the past 20 years, China’s economy growth mainly depends on large —scale investment, while the
development of the financial system is relatively lag. This paper attempts to study the way of firms to obtain funds
for investment which promotes China’s sustained rapid economic growth under the existing financial system. Based
on the comparison of China and America, this paper finds that the rate of China’s long—term investment is higher
than the U.S. But the long—term financing provided by China’s financial markets is not only less and shorter, but
also flows to the fields with long term assets, which leads to the phenomenon of severe maturity mismatch on the
macro level. Using a sample consisting of Chinese and U.S. public companies during 1998—2013, this paper finds
such a similar phenomenon: the magnitude of financing long—term investments using short—term borrowing is greater
for Chinese companies than for their U.S. counterparts, especially the state owned enterprises. Furthermore, this
paper examines the relationship between the financial system and the firms’ maturity mismatch in China and finds
that for Chinese companies, maturity mismatch is mitigated by the access to long—term borrowing, unaffected by
the spread of short—term and long—term interest rates, and consistent with the expected moves in monetary policies.
Collectively, the findings suggest that maturity mismatch in corporate financing in China is driven by deficiencies of
the Chinese financial institutions, such as low availability of long—term funds, poor term structures of interest
rates, and inconsistency in monetary policies. These deficiencies may have to be overcome to address the maturity
mismatch problem for Chinese companies.

Key Words: maturity mismatch; financial institution; long—term financing
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