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Abstract

Corporate capital structure theory has been one of the important topics in the
research field of finance. Dynamic capital structure theory is a dynamic process, and it
Is the ultimate behavior of the enterprise's financial activity results. Whether the target
capital structure exists? What affects the target capital structure? What decides the
companies adjust their capital structure faster or slower?

In this paper, the very first missionis the analysis of the basic capital structure
characteristics of Chinese listed Companies, by introducing changes in external
financing environment and the development of China's security market. This paper
explores the changes and trend of capital structure of listedcompanies in China in
recent decades, and summarizes the industry characteristics. Then, based on the
comprehensive observation of the actual data and the research of domestic and foreign
scholars, the target capital structure are discussed and fitted. Then it improves the
dynamic adjustment of capital structure model, by using the active speed adjustment
model of capital structure. Next, it studies the capital structure adjustment speeds of
different industries. Then according to the direction of the capital structure adjustment
of the company, the sample is divided into upward and downward adjustment, to
study the capital structure dynamic adjustment speed of asymmetry, and as well as the
free cash flow’s effect on capital structure adjustment speeds under different
direction.

This paper is divided into six chapters. The first chapter expounds the research
background, research objectives, research idea and the framework; The second
chapter combs the dynamic adjustment of capital structure theory and empirical
research literature; The third chapter analyzes the basic capital structure
characteristics of the listedcompanies in China, and briefly describes the financing
environment, the development trend of capital structure and industry characteristics;
The fourth chapterexpounds the research model, and puts forward the research
hypothesis and variable designs; The fifth chapter uses fixed effects method for fitting

the target capital structure, speed estimations, the asymmetry of speeds, industry



comparison, and the effect of free cash flow on the dynamic adjustment of capital
structure; The six chapter puts forward the study conclusion and policy suggestions,
and points out the future research direction.

The conclusion of this study shows that, among the factors influencing the target
capital structure, company size, asset tangibility and the median capital structure of
the industry are positively related with the capital structure (except for the asset
tangibility and long-time debt ratio), while profitability and non-debt tax shields are
negatively related. Growth is negatively related to the target capital structure but with
low level of significance.The adjustment speed estimated by the active speed
adjustment model is 0.405 (interest-bearing debt ratio). In addition, this paper also
uses the total debt ratio, long-term debt ratio and net debt ratio as the measuring
indicator of capital structure and the speed estimated respectively are 0.366, 0.517,
0.384. As a result, adjust interest bearing liabilities are adjusted most quicklyby the
listed companies in China. What’s more, capital structure dynamic adjustment
behavior shows asymmetry. Capital structures in different industries (interest-bearing
debt ratio)adjust the speed differently. What makes this paper a great improvement to
the traditional dynamic adjustment model is introducing the free cash flow as an
alternative variable of adjustment costs into the model. However, it is not the positive
or negative free cash flow of the company but the absolute value has a consistent
influence on the dynamic adjustment of capital structure behavior. The empirical
results find that the impact of free cash flow on the capital structure adjustment is
related to the adjustment direction. When the capital structure is adjusted downward,
the impact of free cash flow on the capital structure adjustment is weakened. In
addition, this paper finds that when the company has an excessive leverage, more free

cash flow may push the capital structure far away from the target.

Keywords: Target capital structure; Adjustment speed; Asymmetry

of the adjustment speed;Free cash flow.
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