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Debt Cost and Capital Allocation Efficiency in the Process of Interest Rate Marketization
CHEN Xue-sheng, LUO Run-dong
(Business School of Shandong University, Weihai, Shandong, 264209, China)

Abstract ; The People’s Bank of China officially began the reform of interest rate marketization in 1996. Twenty
years passed, great achievements have been made in the reform. The financial institutions lending interest rates were
fully liberalized in July 2013. Deposit interest rate ceiling was canceled in October 2016. This means that China has
canceled the basic interest rate controls, interest rate marketization reform has got into the closing stages. But reform
could not be confined to the liberalize price,the ultimate goal is to make the market to play a dominant role in the
allocation of financial resources in the market. So the success of China’s interest rate market reform should depend
on at least two inspection standards,one is the market to replace the monetary authorities to become the main sub-
ject of loan interest rates. Second ,financial resources achieve to the effective allocation under the market driven.

Under the background of China’ s market-oriented interest rate reform and based on the perspective of finan-
cing constraints and investment decision, we studied the banks’ loan pricing efficiency and enterprises’ capital allo-
cation efficiency by choosing the listed companies’ from 2007Q1 to 2016Q2. The main results include: (1) Under
the progressing of China’ s market-oriented interest rate reform,the banks’ loan pricing efficiency have been signifi-
cantly improved , because the performance of the company’s fundamentals effectively reflects the differences of the fi-
nancing costs and scales among the companies. (2) Although the people’s Bank has made clearly as early as 2004,
the floating range of loan interest rates no longer according to the nature of the property enterprise, but the credit
discrimination problem of private enterprises has always existed , the private enterprise of state-owned enterprises has
obvious disadvantages in financing relative to the scale and cost. (3)In July 20,2013, the people’s Bank of China
announced the full liberalization of the loan interest rate control. But the complete market lending rates did not cause
a greater impact on the differences among the enterprise’s financing costs and sizes. The differences of financing
costs and sizes between the high financing constraint group and low financing constraint group,the private enterpri-
ses and state-owned enterprises have been significantly reduced. (4) The sensitivity of enterprise investment ex-
penditure on financing cost and scale is significant. The cost of financing significantly increases the sensitivity of in-
vestment expenditure to enterprise output. This shows that the loan interest rate liberalization not only improve the
credit market pricing efficiency,but also enhance the enterprise’s internal capital allocation efficiency mainly by the
cost of financing way but not by the financing scale.

Compared with the exiting literatures , the academic contribution of this paper lies in three aspects. First,we de-
sign a unified model to analyze the allocation efficiency of the credit market among the enterprise and the enterpri-
ses’ internal capital allocation efficiency. Second, we constructed a difference-in-differences model to analyze the
impact of the full liberalization of the loan interest rate control on corporate financing costs and financing
scale. Third ,we tested the influence of credit resource allocation on capital allocation efficiency from the perspective
of credit pricing and quota allocation. Our research conclusions not only examine the effect of the marketization re-
form , but also provide a good policy reference for the next step of the reform. Of course , there are still some deficien-
cies in this paper,it is worth further study and discussion. In the future ,under the condition that the availability of
data is not limited , the studies can do some further tests of the efficiency of the credit market from the perspective of
the commercial bank credit price ,and make a further research on the transmission mechanism and effect of the mac-
ro policy in order to provide beneficial support and suggestions for the further deepening of the market-oriented re-
form of interest rate and the final completion.
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