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Abstract

In recent years, the monetary authorities from all over the world have begun to
adjust their monetary policies in order to stabilize their economics due to the volatile
macroeconomic. Facing the radical changes in the monetary policy, companies have
to make appropriate capital structure adjustment to minimize the capital cost and
maximize the shareholder’s value.

Previous studies more focused on their own field, and there may be less
concerned about the linkage relationship between the macro environment and micro
enterprise behavior. So this paper focuses on how the monetary policies affect the
capital structure decision of the companies from the static and dynamic perspective,
respectively. It can help us to understand the transmission mechanism between macro
and micro better, and improve the efficiency of policymakers and management
capabilities of companies.

Specifically, this paper choses 718 firms listing in Shanghai and Shenzhen Stock
Exchanges that only have A-shares for sample, collects their relevant financial data
between 2004 and 2013. It also gathers the data of one-year lending real rate and
growth rate of money supply (narrow measure) during the same sample period. Then
it uses these panel data to do empirical tests by applying them into the static analysis
model and dynamic adjustment model of capital structure. Firstly, this paper regresses
the static analysis model using OLS, and finds that loose monetary policies can lead
to the decrease of corporates’ target financial leverage significantly. Then, this paper
applies the fixed effects regression to the dynamic adjustment model of capital
structure. The results show that firms’ capital structure does adjust dynamically and
the adjustment speed is 36.23%. What is more, loose monetary policies can improve
the the adjustment speed of companies’ capital structure significantly

In addition, the empirical tests also demonstrate that firm’s capital structure will
be affected by firms’ size, asset tangibility, profitability, non-debt tax shields and

growth potential.
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