
JOURNAL ARTICLE

Debt Financing and Financial Flexibility
Evidence from Proactive Leverage Increases 

 

The Review of Financial Studies, Volume 25, Issue 6, June 2012, Pages 1897–1929,
https://doi.org/10.1093/rfs/hhs005
Published:  03 March 2012

Sign in Get help with access

Personal account Institutional access

Get access 

David J. Denis , Stephen B. McKeon

Abstract

© The Author 2012. Published by Oxford University Press on behalf of The Society for
Financial Studies. All rights reserved. For Permissions, please e-mail:
journals.permissions@oup.com.

Issue Section:  Articles

You do not currently have access to this article.

Firms that intentionally increase leverage through substantial debt

issuances do so primarily as a response to operating needs rather than a

desire to make a large equity payout. Subsequent debt reductions are

neither rapid, nor the result of proactive attempts to rebalance the �rm's

capital structure toward a long-run target. Instead, the evolution of the

�rm's leverage ratio depends primarily on whether or not the �rm

produces a �nancial surplus. In fact, �rms that generate subsequent

de�cits tend to cover these de�cits predominantly with more debt even

though they exhibit leverage ratios that are well above estimated target

levels. Our �ndings are broadly consistent with a capital structure theory

in which �nancial �exibility, in the form of unused debt capacity, plays an

important role in capital structure choices.
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