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Corporate Governance, Predation of Capital
Market and Market-entry Barrier
—Case Study on Air China’s Bidding for China Eastern

XU Long-bing' *,LI Ke”

(1. Institute of Finance and Economics, Shanghai University
of Finance and Economics, Shanghai 200433, China ;
2. School of Finance, Shanghai University of Finance
and Economics s Shanghai 200433, China)

Abstract: Airline industry provides a sound environment to implement
financial market predation strategy. To a company, corporate governance
and capital structure have significant impacts on its competition in product
market. By establishing a two-stage financing model, the paper shows that
the optimal strategy of predator is to raise financing cost of predated party
and prevent potential entrants entering market when it has low corporate
governance and high liabilities ratio, and depends on external financing.
Through the case study on Air China’s bidding for China Eastern, it indi-
cates that corporate financing strategy should pay attention to product-mar-
ket-competition strategy and corporate governance. The improvement of cor-
porate governance will be beneficial to efficiency of fund utilization, econom-
ic efficiency and consumers’ welfare.
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