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Abstract:

This paper examines the impact of the global financial crisis of 2007-08 on 897 Chinese listed
non-financial firms by examining changes in their adjustment rate towards target capital
structure from 2003 to 2012. Dynamic panel data technique has been used and it is found that
there is noticeable change on both firm level and macroeconomic level determinants of target
capital structure before and after the financial crisis. The study observes increased adjustment
rate towards target capital structure after the financial crises. During pre-financial crises period
Chinese non-financial firms adjust toward their leverage targets at an annual adjustment rate of
15-53% and fully reach their leverage targets within 2-7 years. While during post-financial crises
period Chinese non-financial firms adjust toward their leverage targets at an annual adjustment
rate of 24-60% and fully reach their leverage targets within 1.7-4.1 years.

Keywords —Target capital structure, adjustment rate, dyngraiwel data models, China.

1. Introduction

There are two main competing capital structure tleeotrade-off theory and pecking order theorye Tiade-off
theory claims that there is an optimal capitaltice and firms try to achieve it to enjoy the faaeassociated
with it while on the other hand pecking order theexplains a strict order of financing where re¢airearnings
comes at first then debt and equity at the end.iEicap research carried out in different econonpesvides
mixed results (Qureshi et al., 2012, Titman and $¥kss 1988, Sheikh and Qureshi, 2014). Moreovediss
have also been carried out to explain adjustmestahfirms towards their target or optimal capiséducture.
Such as a study carried in Pakistan explains thasfadjust towards their target capital structatr¢he rate of
10-37 percent annually (Ahsan et al., 2015b). Aeotbtudy carried out in Asian economies explains th
adjustment rate between 24-45 percent (Getzmamh,e2014). A recent study carried out in Chinalexs
adjustment rate between 26-69 percent during @iffelife cycle stages (Tian et al., 2015). Anotsteidy carried
out for US firms explains negative impact of gloffiaancial crises on leverage adjustment rate (Deingl.,
2014). The purpose of this study is to find out &etpof global financial crises on the adjustmete @& Chinese
firms.

The financial crisis of 2007-08 affected the whualerld in one way or another. The crisis did notreptne
Chinese economy either. Following the global deciim economic growth, the Chinese economic growath r
fell from 13 percent to 6.8 percent in the fourthager of 2008 alone. The main reason was thaCtiinese
economy is mainly an export-oriented economy. Thentry's export declined sharply because of adverse
economic conditions of other big economies, whitthmately shattered the Chinese economy. In respoos
this crisis, Chinese government took very impressheasures like a stimulus package of 4 trillioraivuThe
central bank of china, the People's Bank of ChPRJC), decreased their interest rates sharply whéthed
boost the growth rate of credit. As early as thet fquarter of 2009, the stimulus package and éwvised
monetary policy began to show their positive impactthe Chinese economy. But it is still early dtktabout
the sustainability of the present growth rate ef @hinese economy as a number of big economiestihinender
the influence of the crisis, especially Europeamemies.

! This paper is affiliated by the “Unintended consariges of accounting standards evolution: the effiect
business operating pattern and investment”, wiidponsored by National Natural Science Foundation
China (NSFC:71372068), and also affiliated by thEnterprises risk management framework research: a
perspective on managerial risk behavior ”, whickgensored by Education Agency of Liaoning Province
(WT2010006).
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Till now, no significant work has been done on deiaing the impact of financial crisis on capitélusture and
adjustment rate towards optimal capital structdr€lnese firms. This study aims to fill this gapliterature
with respect to non-financial listed firms of Chifwa the time period of 2003-2012.

While using dynamic panel data technique (GMM-Sysgtéhe study explores that Chinese firms incredisent
adjustment rate after the financial crises. Befarancial crises these firms have adjustment ratsvben 15-
53% annually but after the financial crises theljuatment rate towards target debt ratios is batw&e60%
annually. The study explains increased liquiditywadl profitability and decreased inflation rate aplausible
reason for increased leverage adjustment rate titefinancial crises. Because liquidity and padfitity by
providing firms both the options (to go for cheaplebt or to use internal sources) make it easytem to
adjust quickly and reduced inflation rate lowersentainty.

2. Literature Review

The quest about capital structure started witfodigliani and Miller, 1958 when they gave their theory of
irrelevancy: capital structure is irrelevant to firen's value in perfect market with symmetric infaation if
there are no agency costs, bankruptcy costs amd.taXll now, certain theories have been define@éxplain
various variables to determine the capital structiecking order theory, trade off theory and matikeing
theory are the main capital structure theories Wwinave identified variables like tangibility, prafility, size,
liquidity and market to book ratio as the determisaof capital structurerong and Green, 2005n this section
we will discuss factors which may affect the cadpdaucture decisions of firms and adjustment tateards
optimal or target capital structure.

2.1. Tax

Tax is one of the more important factors for deiamg the capital structure for firmsMgdigliani and Miller,
1963 have suggested that companies should gain mdrefidancing for their on-going projects or for new
investments because of tax deduction associatddititie to interest payments on debt. Followirig ¢hdirect
relationship is expected between tax rate, leveratie and adjustment rate towards leverage taBjéta recent
study carried out in China explains this relatiopsts negativeT(ian et al., 201p

2.2. Non-debt Tax Shield

According to DeAngelo and Mesulis, 1980non-debt tax shield (NDTS) is an alternativea® shield on debt
financing. Following this an inverse relationshgp expected between NDTS and leverage. But studigs h
shown quite mixed results regarding the relatignsfétween NDTS and leverag®&rédley et al., 198¢have
shown a positive relationship between the NDTS #erage but Wald, 1999 has shown a negative
correlation between NDTS and leverage. For Pakistadies explain mix results for different proxiet
leverage $heikh and Qureshi, 20]1Ahsan et al., 2015aln China, (Huang and Song, 2006) provide evidenc
that leverage and non-debt tax shield has negeglagonship.

2.3. Volatility

Business risk measured as income volatility exgldive probability of financial distress of a fir@reater the
volatility, greater will be the probability of fimeial distress. Therefore, firms with higher inconaatility are
perceived as riskier firms by the creditors. Acdogtly, debt is available for them but with highatérest rates.
Therefore, an inverse relationship is expected &etwincome volatility or business risk, leveraged an
adjustment rate. Studies such Bsdth et al., 200)1(Jong et al., 2008ave found that volatility has a negative
relationship with leverageHUang and Song, 20pthave found the same results for Chinese firmsthEey,
firms with higher volatility are expected to stalpse to their target or an optimal leverage ratierefore a
positive relationship is also expected betweentilijaand adjustment rate. Moreover, volatility ynanake it
difficult for the firms to adjust their target defattios therefore, a negative relationship is &igpected between
adjustment rate and volatility as explained bycene study Ahsan et al., 2015b

2.4. Profitability

Researchers have shown contradictory results regppdofitability and leverage in their studies.ckiag order
theory suggests that there is a negative relatipristtween profitability and leverage because wiirams have
large profits they prefer internal funds for finarg their investments but trade-off theory claiattprofitable
being perceived as less risky may access extaindkfto finance their investments.

Several studies by Chinese researchers on Chira $teown a negative relationship between profitgbdind
leverage Chen, 2004Tong and Green, 2005 uang and Song, 20D&vhich supports pecking order theory. A
recent study about leverage adjustment rate alptaies negative relationship between profitabibityd target
leverage {ian et al., 201p

2.5. Liquidity

Liquidity is another very important determinant adpital structure for firms. Capital structure tties have
different arguments about the relationship betwigndity and leverage. The trade-off theory argtiest there
is a positive relationship between liquidity anddeage as firms with higher liquidity ratios shogd for debt as
these firms are perceived as less risky and magsaatheap debt while, on the other hand, peckiter dheory
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believes that there is a negative relationship betwliquidity and leverage because firm with higheuidity
ratios prefer to use internal funds (retained e@s)i to finance their new investment projects. Bwidave
shown their findings which are consistent with thecking order theoryMazur, 2007 as well as trade-off
theory Qureshi et al., 201Ahsan et al., 2015a

2.6. Growth Opportunities

(Myers, 1977 suggests that firms with high growth may hold enchoices for future investment projects than
low growth firms. Trade-off theory suggests tharthis negative relationship between growth opmitras and
leverage because firms holding future growth opputies are like intangible assets and it can't be
collateralized. Further, pecking order theory ssggiehat when firms expect high future growth, thbay
should use equity financing. Accordingly, both pagkorder and trade-off theory explain negativatiehship
between growth or growth opportunities and leverdBeesomsak et al., 20D#have also shown a negative
relationship between growth opportunities and lager Chen, 200% also provide evidence consistent with the
above mentioned negative correlation of growth oppities with leverage. Wald, 1999 has shown that the
USA is the only country where high growth is asated with lower debt/equity ratio. However, a rdcgndy
about leverage adjustment rate explains negatlagarship between growth and target leverage.

2.7. Tangibility

Tangibility is also one of the important determitsaaf capital structure for firms. It can be defines the asset
collateralizing to get loan. According tMyers and Majluf, 198lissuing debt by this way, helps a firm to avoid
associated costs. So, this finding suggests tingilidity has a positive correlation with leveraged leverage
adjustment rate. Many researchers have shown in shadies that there is a positive relationshigween
tangibility and leverageWald, 1999 Jong et al., 2008 But some researchers also have shown a negative
relationship between these variablgggur, 2007 Ahsan et al., 2015a

(Chen, 2004 Huang and Song, 20péave concluded through their empirical findingtt tangibility and
leverage have a positive relationship in Chinegadi A recent study in China also shows positiVati@nship
between leverage adjustment rate and tangibilitgr( et al., 201p

2.8. Size

According to trade-off theory, firms bigger in siaee expected to raise more debt due to their @resgress to
it. Therefore, trade-off theory expects a positigkationship between leverage and firm size. Orother hand,
pecking order theory explains a negative relatigndletween firm size and leverage due high levehtsrnal
funds available with bigger firmsRéjan and Zingales, 199%ound that size has positive relationship witk th
level of debt which supports trade-off theory. Aent study about leverage adjustment rate for Ghiriems
explains a positive relationship between leveragkfam size [ian et al., 201p

2.9. Economic Development

Economic growth ascertains the health of an econobwring good economic period firms have more
opportunities to make profits. According to peckiongder hypothesis; more profit means reduced debt
dependence. Therefore, pecking order theory pedichegative relationship between economic growih a
leverage. On the other, trade-off theory explaireg firms with more profits may have access to pkeeaebt
therefore; a positive relationship is expected betweconomic growth and leverage. Researchersfbawnd
that there is a negative correlation between GDIBIP growth and capital structure (Bayrakddwmoet al.,
2013) in support with pecking order theory. Furthersearchers have also find that during good eunano
conditions leverage adjustment rate of firms isbigthan during bad economic conditioBsifig et al., 2014

Table 1: Independent variables, their descriptioth @xpected relationship with leverage

Variable name Model  Proxy Effect on

name leverage (+/-)
Tax rate TAX; Effective rate % +
Non-debt tax shield NDTS; Depreciation expenses/total assets -
Volatility VOL;, Standard deviation of EBT/total equity +/-
Profitability PROF;; Profit before tax/total equity +/-
Liquidity L1Qx Current assets/current liabilities +/-
Growth Potential GP;; Tobin's Q(ratio of market to book value of assets) +/-
Tangibility TANG; Net fixed assets/total assets +
Firm size SZE; In(total assets) +/-
Economic Growth ED, % change of GDP +
Inflation INF, average of consumer price index and producer price

index
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2.10. Inflation Rate

Another most important macroeconomic factor whian dnfluence the capital structure is inflationerat
Inflation rate measures the uncertainty in econobhycertainty makes business environment more comple
Therefore, a negative relationship is expected eetwinflation rate and leverage adjustment ratethEy
inflation rate make it easy to adjust book valuedebt and also increases tax shield benefits. Tdrerea
positive relationship is also expected betweerafith rate and leverage adjustment rate. Many relsees have
tried to find out the relationship between inflaticate and capital structure but their findingdeatifgreatly.
(Frank and Goyal, 200%rgue that there is no relationship between fioflaand capital structure of a firm.
(Bayrakdarglu et al., 2013 argue that there is a negative relationship betweflation and capital structure.
But some researchers have found that there isitiveo®lationship between inflation rate and leage (Bokpin,
2009).

Table 1 presents the explanatory variables alonly-leir proxy and expected relationship with leggs.

3. Data and Methodology

In this research article, annual data has been fusedthe financial statements of non-financiaihfé of China
for the time period of 2003-2012. This time periexhctly show the impact of financial crisis on tepital
structure of firms in china. 2003-2007 is the peéraefore the financial crisis and 2008-2012 ispghaod after
financial crisis. Both time periods equally dividietio 5 years which is representing a very sigaificamount of
time for pre-post financial crisis analysis of fsmin total, we develop a balanced data of 879@-fiear
observations, 4395 firm-year observations for qamtiod (before and financial crises).

Firm level data (Profitability, Size, Tangibility,iquidity, Non-Debt Tax Shield and Volatility) halseen
accessed from RESSET and CSMAR while economic (#aanomic Development, Tax Rate and Inflation) has
been taken from EIU-Country Data.

Following other similar studies we develop dynaipénel data model to measure leverage adjustmentirat
determinants of target leverage.

Debtratio], = FX; F & cooioi i (1)

WhereDebtratio], is the target capital structure or leverage riictheith firm at timet, £X ,is the vector

of firm and macroeconomic variables afyd is the error components fidh firm at timet. Further,

Debrﬂxtioir — Debrﬂxtiom_l = n’j'liﬂebrr:xtio;‘r — Debrrrxtiam_l) + g on e (2]

or
Debtratio;, = (1— §)Debtratio;,_, + SDebtratio], + £; . ce v e ver veenn. (3)
Substituting equation 1 in equation 3

Debtratio, = (1 — §)Debtratio,,_, + GBX,, + £, wvve v ceveve e (4)

WhereDebtratio,, is one of three debt ratioSTD;;: short-term debt ratio, calculated as short-ternt debr
total assetsLTD;;: long-term debt ratio, calculated as long termtd®fer total assets ankD;;: total debt ratio,

calculated as total debt over total assets) usedeirstudy forith firm at timet. Debtratio;, is one of three
optimal debt ratiosd is leverage adjustment paramefkr— @ is leverage adjustment rate during one economic

period.£;; is error term.
We use dynamic panel data technique also known\igl-Gystem to calculate leverage adjustment ratesasl
by other similar studieg3etzmann et al., 20)4

4. Analysis

4.1. Descriptive statistics

Table 2 presents the descriptive statistics fottedl dependent and independent variables useckinttidy for
pre and post financial crises separately. Pre wéht mean value (0.5954) and post total debt nwadue
(0.6319) explains that Chinese firms increasedr tiebt dependence after the financial crises. Eurtthese
firms reduced their tax payments as explained byapid post mean value (0.2372, 0.2148) for tavectsely.
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Table-2: Descriptive statistics

Pre Financial Crises (2003-2007)

Variable Obs. Mean Std. Dev. Min. Max.
STD; 4395 0.4902 0.2898 -0.8824 2.0886
LTD; 4395 0.1450 0.2310 -1.0920 0.8327
Dy 4395 0.5954 0.5386 0.1184 6.5224
TAX 4395 0.2372 0.0913 0.0013 0.3300
NDTS, 4395 0.0190 0.0264 -0.1154 0.0974
VOL 4395 0.1668 0.4876 0.0045 3.7556
PROF 4395 0.0824 0.2408 -1.2210 1.0744
LIQ 4395 1.3252 0.9461 0.0628 6.1702
GPi 4395 1.3845 1.1843 0.1826 7.5345
TANG; 4395 0.3173 0.1845 0.0031 0.7948
SIZEq 4395 21.4573 1.1360 18.6090 25.4035
ED: 4395 11.6516 1.5869 10.0250 14.1660
INFy 4395 3.5950 0.7987 27750 4.8210

Post Financial Crises (2008-2012)

STD, 4395 0.4974 0.2921 -0.8824 2.0886
LTD; 4395 0.1940 0.2378 -1.0920 0.8327
D, 4395 0.6319 0.6514 0.1184 6.5224
TAX 4395 0.2148 0.0569 0.0013 0.3300
NDTS: 4395 0.0139 0.0268 -0.1154 0.0974
VOLi 4395 0.1786 0.4872 0.0045 3.7556
PROF 4395 0.0902 0.2250 11.2210 1.0744
LIQu 4395 1.3604 0.9858 0.0628 6.1702
GPiy 4395 1.4709 1.3463 0.1826 7.5345
TANG; 4395 0.2797 0.1904 0.0031 0.7948
SZE; 4395 22.1091 1.3372 18.6090 25.4035
ED: 4395 9.2420 0.9001 7.6520 10.4100
INF 4395 25625 27576 -1.7460 5.0710

Furthermore, we observe increased income volatftgr financial crises as depicted by pre-postmeue
(0.1668, 0.1786) of volatility respectively. Funtheve observe decreased economic growth and ioflatate
after the financial crises with a mean value of6516 before crises and 9.2420 after financial srife
economic growth rate and with a mean value of 35B&fore crises and 2.5625 after financial crisas f
inflation rate. But, we observe increased profitgband liquidity after the financial crises withmean value of
0.0824 before crises and 0.0902 after financiakesrifor economic profitability and with a mean eadf 1.3252
before crises and 1.3604 after financial crisediduidity.
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4.2. Leverage adjustment rate

Table 3 presents the results of dynamic panel aaddysis (GMM-System) for short-term, long-term dathl
debt ratios, separatélyThe estimated coefficients of the lagged leverageall three debt ratios are significant
(p=0.01) indicating the existence of target debtrfon-financial firms in China.

Moreover, the results show that Chinese non-firdrfims partially adjust their target debt befaed after
financial crises. The adjustment rate before fimgEnorises towardshort-term target debt is 34.16% towards

long-term target debt is 52.56% andtowardstotal target debt is 15.92%. Using {1- &) to determine the time
frame to fully reach the target leverage, we finatton the average Chinese non-financial firms teefioancial
crises fully reach theishort-term target debt in 2.93 yearslong-term target debt in 1.90 years, antbtal target
debt in 6.28 years. The adjustment rate after finanwiles towardshort-term target debt is 59.09% towards

long-term target debt is 54.50% andtowardstotal target debt is 24.69%. Using {1- @) to determine the time
frame to fully reach the target leverage, we finatton the average Chinese non-financial firms teefinancial
crises fully reach theishort-term target debt in 1.69 yearslong-term target debt in 1.83 years, antbtal target
debt in 4.05 years. These adjustment rates towardettalgbt ratios provide evidence about the existerice
dynamic trade-off theory. We can conclude that €sén non-financial firms do have target debt ratiod
adjustment rate of these firms towards their tadgdit ratios is higher after the financial crisescampared to
the adjustment rate before financial crises. Ttasor is increased profitability and liquidity ratiafter the
financial crises and more growth opportunities l@&h).

4.3.Determinants of target debt

In this section we discuss only those variablescivtiave different impact before and after financiases.
Talking about short term target debt; the relathgps of non-debt tax shield (NDTS), income volatiljvOL),
profitability (PROF), tangibility (TANG) and firmize (SIZE) are not significant before crises buertrises
their relationship with short term debt turns sfgaint. Further, inflation (INF) and growth (GP)Jeasignificant
relationship with short term debt before finanoiaises but after financial crises. Liquidity hagrsficant
negative relationship during both periods but itagmitude is higher for post financial crises peridthe
plausible reasons for increased adjustment rateartisvshort term debt during post financial crises: a
significance of profitability withshort term debt after financial crises and higmeagnitude of
liquidity during post financial crises period.

For long term debt ratio; tax rate (TAX) is insificant negative before financial crises but turignigicant
negative after financial crises. Further, econogriowth (EG) has negative insignificant relationshigfore
financial crises that turns significant positivaeaffinancial crises and this seems the plausibson of
increased adjustment rate towards long term defd @uring post financial crises period becauseenth
relationships are almost same for both the periods.

For total debt ratio; tax rate (TAX) is again ingiijcant negative before financial crises but tusignificant
negative after financial crises. Profitability (PROand growth (GP) have significant positive relaship but
only before financial crises. Further, inflatioNf) has significant negative relationship with tadebt only
before financial crises period and that seems taasjble reason for lower adjustment rate towaadal tdebt
target for the period before financial crises.

2Dynamic panel data analysis automatically redusesitmber of firm-year observations from 4,395,&18 because it takes one-year lag
of dependent variable (leverage) as independergblar
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Table 3: Leverage adjustment rate and its determinats

Pre Financial Crises (2003-2007) Post Financial Crises (2008-2012)
Variables STD;; LTD; TDit STD;; LTD; TDit
Coef. Prob. Coef. Prob. Coef. Prob. Coef. Prob. Cée Prob. Coef. Prob.
Adjustment 34.16% 52.56% 15.92% 59.09% 54.50% 24.69%
Rate

Debt ratio 1 0.6584  0.0000 0.4744  0.0000 0.8408 0.0000 0.4091 0.0000 0.4550 0.0000 0.7531  0.0000
TAXq - - - - -
0.1808 0.0170 0.0538 0.5540 -0.0316 0.8060 0.1516 0.0900 0.1059 0.0640 0.1540 0.0430

NPT 0.0389  0.9490 -0.3229 0.3530 -0.4832 0.4670 0.8638 0.0410 E).2713 0.3200 0.4963 0.1530
VoL 6.0033 0.9630 0.0498 0.1600 0.1508 0.0050 0.0632 0.0220 0.0389 0.1010 6.0984 0.0910
PROF 0.0564 0.1750 _0.2061 0.0000 0.0927 0.0860 6.1234 0.0030 6.1557 0.0000 0.0213 0.6970
HO -0.0910 0.0000 0.0338 0.0080 -0.1585  0.0000 E).1194 0.0000 0.0347  0.0000 E).1232 0.0000
e 6.0570 0.0020 6.0212 0.1080 0.0824 0.0280 0.0021  0.7870 6.0062 0.2340 0.0177 0.1060
TANG: _0.0026 0.9860 _0.0074 0.9370 0.0761 0.7510 6.2780 0.0160 0.0328 0.6350 0.2296 0.4760
25 -0.0007 0.9880 0.1073 0.0000 -0.1002  0.0430 E).0443 0.0470 0.0848 0.0000 E).1448 0.0060
= 0.0110 0.1830 6.0013 0.8200 -0.0343  0.0030 6.0045 0.2890 0.0079  0.0070 6.0195 0.0060
a 0.0273 0.0080 0.0086 0.1690 -0.0444 0.016Q0 0.0018 0.2140 6.0045 0.0010 0.0042 0.1220
Constant 0.1948  0.8440 -2.2344 0.0000 2.9059 0.0100 1.5672  0.0030 EI..8376 0.0000 3.6436  0.0020

Wald chi? 335.88 0.0000 195.09 0.0000 1249.52 0.0000 291.440000 130.85 0.0000 310.62 0.0000

AR - 0.0003 - 00000 -2.9303 0.0034 - 0.0008 - 0.0000 - 0.0044

@ 3.6532 6.0149 3.3605 6.7794 2.8486

ARG - 01247 - 07235 -2.0432 00410 04266 06696 - 09615 - 0.0321
) 15354 0.3537 0.0482 21434

No.of obs. 3516 3516 3516 3516 3516 3516

No. of firms 879 879 879 879 879 879

Notes: The table presents the results from dyngraiel regressionsAfellano-Bover/Blundell Bond-estimator also knowss @MM-Systen for
three leverage ratios used in this stuBD;; is defined as short term liabilities over totasets;LTD;; is defined as long term liabilities over total
assetsTD;; is defined as total liabilities over total ass@®X; is defined as % effective tax ratldDTS; is defined as depreciation expense over total
assetsYOL;; is defined as standard deviation of EBT/total BquPROF;; is defined EBT scaled by total equityQi is defined as current assets over
current liabilities;GP;; is defined as Tobin's Q(ratio of market to boolugeof assets)TAN;; is defined as net fixed assets over total asSEIE;; is
defined as natural logarithm of total ass&f3; is defined as the yearly % change of GDP I is defined as average of consumer price index and
producer price indextvald ch? test ensures the joint significance of all thelamatory variables included in the model. AR(1LAtgllano-Bond test

to verify the first order autocorrelatioAR(2) is Arellano-Bond test to verify the second order aatcelation

4.3. Robustness

To investigate the robustness; first of all we iealrout Variance Inflation Factor (VIF) test to ckethe
multicollinearity. Table 4 presents the results/afiance Inflation Factor (VIF) test for three dehtios before
and after financial crises separately. We find mmaxhn VIF value 1.55 for growth (GP) before finanaiaises
and 1.63 for economic growth (EG) after financiases. The results explain that our data do ndestifom
multicollinearity problem.

Table 3 also presents the results of some robussttests carried out to make sure the validity of th
methodology used in the study. First of all Walst tey rejecting (prob>cf0.000) the null hypothesis (HAIl
coefficients of the explanatory variables are jgirdaqual to zero) validates the joint significanakall the
explanatory variables included in the model. Furtiieellano-Bond test for first-order autocorretati (AR-1)
rejects the null hypothesis ¢ilo autocorrelation) but for second-order autodatien (AR-2) it accepts the null
hypothesis (ltNo autocorrelation) significantly suggesting tha¢siduals do not face second-order
autocorrelation. The test for second-order aut@tation is more important because the consistehdgNM
estimator depends upon Argllano and Bond, 1991 Moreover, the study uses robust standard eagjussted
for heteroskedasticity(hite, 1980.
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Table-4: Variance Inflation Factor Test

Pre-Financial Crises (2003-2007) Post-Financial Crises (2008-2012)
Variables

STD LTD D STD LTD 21
TAX 1.04 1.04 1.04 1.03 1.03 1.03
NDTS: 1.32 1.32 1.32 1.32 1.32 1.32
VOLi 1.11 111 1.11 112 1.12 1.12
PROF 1.05 1.05 1.05 1.07 1.07 1.07
LIQx 1.26 1.26 1.26 1.27 1.27 1.27
GPu 1.55 155 1.55 1.60 1.60 1.60
TANG; 1.44 1.44 1.44 1.45 1.45 1.45
SIZE 1.35 1.35 1.35 152 1.52 1.52
ED: 1.45 1.45 1.45 1.63 1.63 1.63
INF 1.33 1.33 1.33 161 1.61 1.61
5. Conclusion

We find plenty of capital structure adjustment sgdcarried out in developing and developed ecoasniut
the studies covering impact of financial crisedenerage adjustment are quite a few. Such as & sandied out
in US finds negative impact of crises on adjustnrateé Dang et al., 201¢4 In china empirical studies regarding
leverage adjustment rate have not incorporatedirtipact of financial crises yet. This is the firgudy in
authors’ knowledge that investigates leverage aafjeist rate of Chinese non-financial firms beford after the
financial crises (2007-08).

The study uses a balanced panel of 8790 firm-ybaemvations for the period from 2003 to 2012. Thas
divides the period into two parts (2003 to 2007&qd before the financial crises and 2007-2012réop after
the financial crises). While using dynamic pandadichnique (GMM-System) the study finds out iasesd
leverage adjustment rate after the financial cri@sfore financial crises Chinese firms have adpestt rate
between 15-53% annually but after the financiadesitheir adjustment rate towards target debtsr@ibetween
24-60% annually. The study explains increased diggias well profitability and decreased inflaticste as a
plausible reason for increased leverage adjustmetet after the financial crises. Because liquidityd
profitability by providing firms both the option$o(go for cheaper debt or to use internal sourcee it easy
for them to adjust quickly and reduced inflatioterbowers uncertainty.
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