
(https://www.ssrn.com/)
(https://papers.ssrn.com/sol3/ShoppingCart

Product
&
Services

Subscribe
Submit
a
paper

Browse Rankings Blog ↗ Contact




 Add Paper to My Library

Download This Paper (Delivery.cfm/SSRN_ID1023522_code1911.pdf?abstractid=916093&mirid=1)

Open PDF in Browser (Delivery.cfm/SSRN_ID1023522_code1911.pdf?abstractid=916093&mirid=1&type=2)



Share:       

Capital Structure, Payout Policy, and Financial Flexibility
Marshall School of Business Working Paper No. FBE 02-06

25 Pages
Posted: 17 Jul 2006
Last revised: 20 May 2009

Harry DeAngelo (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=1911)
University of Southern California - Marshall School of Business - Finance and Business Economics Department

Linda DeAngelo (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=1916)
University of Southern California - Marshall School of Business - Finance and Business Economics Department

Date Written: October 10, 2007

Abstract
We combine elements of the pecking order and trade-off theories of capital structure to develop a more powerful and empirically descriptive theory in which firms have low
long-run leverage targets, debt issuances are temporary deviations from target to meet unanticipated capital needs, firms rebalance to target with a lag despite zero adjustment
costs, and mature firms pay substantial dividends to foster access to external equity while limiting internal funds to control agency costs and reduce corporate taxes. The theory
generates new testable hypotheses and resolves the main capital structure puzzles including (i) why equity is not "last resort" financing, (ii) why profitable firms pay dividends and
maintain low leverage despite the corporate tax benefits of debt, (iii) why firms fail to "lever up" after stock price increases, and (iv) why leverage rebalancing occurs with a lag
despite trivial adjustment costs.
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