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Abstract

Capital allocation is a measure of the ratio of capital invested in projects with high
returns and high yield. At the macro level, it can reflect the flow of market resources, and at
the micro level, it can reflect the operating ability of enterprises with limited capital. The
value of capital is reflected in the process of "money generates money". Therefore, whether
from the perspective of the market to achieve steady economic growth, or from the
perspective of enterprises to achieve sustainable and healthy development, optimizing the
efficiency of capital allocation is a key step. It is of great significance to study capital
misallocation in promoting economic development. There are extant literatures paying
attention to the allocation of market resources at the macro level and the allocation of capital
between business activities and investment activities at the micro level, and analyze and
summarize the causes of enterprise capital misallocation in detail, laying a solid theoretical
foundation for the study of this thesis. However, few literatures have studied how to solve the
problem of enterprise capital misallocation. Therefore, this thesis tries to start with the
influence of external supervision and governance ability on the efficiency of capital
allocation of enterprises, explore the influence path of institutional investors' shareholding on
corporate capital misallocation, it further distinguishes the different governance effects
brought by different types of institutional investors, and then put forward suggestions on
correcting corporate capital misallocation from the level of supervision and governance, so
that market participants can all contribute to standardizing corporate behavior.

Compared with individual investors, institutional investors have strong assets, advanced
investment management, comprehensive investment services and other important
characteristics, which promote their important position in the governance of corporate
behavior. First, institutional investors participate in corporate affairs decision-making with a
high proportion of shares and play a role in supervising the management; Second,
institutional investors have the right to demand more independent directors and more
transparency to promote the improvement of corporate governance structure; Third,
institutional investors communicate and negotiate with the management, continue to keep
track of and evaluate the business performance of the enterprise, and play a role in promoting
the performance of the company; Fourth, institutional investors pay more attention to the
long-term value and value creation ability of the company, and play a role in helping
enterprises plan long-term development; Fifth, by participating in and influencing corporate
activities, institutional investors can improve market transparency and efficiency, and achieve
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the effect of promoting market stability and mature development. To sum up, Chinese
institutional investors have professional knowledge system, rich industry background and
long-term development vision. When their supervisory enthusiasm is fully mobilized, the
governance ability of institutional investors can effectively correct the irrational behavior of
enterprises. Therefore, this thesis aims to study the impact of institutional investors'
shareholding on enterprises. It also discusses the function path of institutional investors'
governance ability, emphasizes the positive significance of institutional investors and
achieves the purpose of solving corporate capital misallocation.

This thesis took the data of A-share listed companies in Shanghai and Shenzhen from
2011 to 2021 as samples, learnt from the measurement indicators of capital misallocation
proposed by scholars under the reclassification of economic activities and the research and
analysis of existing literature on institutional investors' supervision and governance ability,
then, tests the relationship between institutional investors and corporate capital misallocation
through empirical data based on relevant theoretical concepts. The results are as follows: (1)
The higher the shareholding of institutional investors, the lower the degree of capital
misallocation; (2) Institutional investors alleviate the effect of corporate capital mismatch by
solving agency problems, reducing financing constraints and improving the quality of internal
control; (3) The heterogeneity of institutional investors will affect the effect. The higher the
shareholding ratio of pressure resistant institutional investors, the more the problem of capital
misallocation can be alleviated; (4) In the context of high market-oriented process
environment and non-state-owned property rights, institutional investors are more able to
play a regulatory role.

Based on the research results, this thesis puts forward relevant suggestions for enterprise
management, investors and government departments: (1) Enterprises should timely update
their business philosophy according to their own business conditions, pay attention to training
management with long-term development vision, improve internal control mechanisms such
as risk response, so as to prevent and reduce opportunistic behaviors and create a benign
internal environment for enterprise economic activities; (2) Adequate support and protection
should be given to institutional investors. Institutional investors should maintain a relatively
independent business relationship with the invested enterprises, and give full play to their
supervisory functions as pressure resistant institutional investors. Institutional investors need
to constantly improve their business capabilities to identify and deal with various hidden risks
of enterprises; (3) The government's intervention should be moderate, flexibly respond to

market changes, introduce diversified forms of investment institutions, enrich the types of
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institutional investors, accelerate the market-oriented process, and relevant regulatory
agencies focus on and rectify the problem of arbitrary changes in the funds raised by listed

companies.

Key words: Institutional investors; Agency problem; Financing constraints; Internal

Control; Capital Misallocation
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