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Corporate Profitability, Financial Competition and Optimal Financial Structure
Yang Zirong

Abstract: This paper examines the optimal financial structure arrangement at different stages of eco-
nomic development and the impact of financial competition on the boundaries of the optimal financial struc-
ture. The research concludes that the economic development stage determines the evolutionary trend of the
financial structure, and that the corporate profitability distribution determines the choice of optimal finan-
cing methods and the specific form of optimal financial structure at a specific developmental stage. Finan-
cial competition also alters the business boundaries of financial institutions, which in turn leads to boundary
migration of the optimal financial structure. Empirical evidence confirms that the model used in this paper
offers significant clarity and depth in explaining the financial structure and evolution of developed econo-
mies, specifying why China’s financial structure deviates from the theoretical optimal financial structure.
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