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Abstract:

The present study examines firms (of India and China) with normal as well as large deficits and
surpluses. Using an extended model of pecking order theory, the study indicates that Indian and
Chinese firms frequently issue debt when have normal deficits. Surprisingly during normal
deficiencies, Chinese firms retire debt more frequently vis-a-vis Indian firms due to more reliance
on short-term debt. The pecking order results are less supportive for Indian firms with large deficits
due to high debt ratios that constrainfirms not to issue more debt. In marked contrast, the results
are robust for Chinese firms. Firms continue to raise substantial debt even in the situation of high
debt ratios. In a surplus situation (withnormal surpluses), Indian firms utilise surpluses as well as
new debt proceeds to a partial extent to payback existing debt obligations to reduce their debt
levels. In contrast, the results are excellent in favour of Chinese firms.During large surplus
conditions, the results are extremely poor for Indian firms but weak for Chinese firms. Indian firms
retain surpluses and new debt issuesfor future investment needs. In marked contrast, Chinese firms
retain up to 40 per cent of their funds.
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