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A New Method to Measure Capital Structure’ s Adjustment and

Its Applications

LI Guangzi' ZHOU Mingshan®
(1. Institute of Finance and Banking Chinese Academy of Social Sciences Beijing 100028 China;

2. School of Finance Southwestern University of Finance and Economics Chengdu 611130 China)

Abstract: Capital structure’ s adjustment is a hot topic in academic research in recent years. Previous empirical resear—
ches are generally based on target capital structure’ s estimation. In contrast this paper defines capital structure’ s adjust—
ment adjustment direction and adjustment speed by investigating whether or not in what direction and how long a firm’ s
capital structure reaches a certain threshold in a certain period respectively. This method does not need to estimate a firm’
s target capital structure and excludes the impact of small fluctuations in a firm’ s capital structure. Based on this method u-—
sing a sample of Chinese listed firms from 2001 to 2010 this paper investigates the driving factors direction and speed of
capital structure’ s adjustment. Major findings include: (1) A firm’s capital structure’ s adjustment is driven by many fac—
tors including initial debt ratio size growth profitability mortgage capacity non — debt tax shield uniqueness of product
liquidity PB ratio etc. (2) The nature of ownership is important for capital structure’ s adjustment. Private firms adjust
their capital structure more frequently and more quickly than SOEs while SOEs are more possible to increase their debt ratio
than private firms. Our research is important for us to understand capital structure” s adjustment of firms in China.

Key words: capital structure; target capital structure; adjustment; initial debt ratio; adjustment speed



