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T (+/-) = FAAe gk Fddelel(= ol WA 9 A7z Akl o] 9]
(EBITD))<] H]&
Eﬂgw/)fﬂwm“ﬂ‘ A 2 o] ool gk Ml H| &
BA7N3](+/-) = (FANS] R -A7| AL ] FFTIEA] + A7) AR A 7EA])/

A9 S
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HE) = HEAYFERA UL,
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o(EBIT,,) — E(EBIT, )| + %8 4421
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= (ol -ol AT (A F/ A &)/ F A 1] &
FEE-AAL BT o)/ F A 1S,

9) Ross(1977), Myers(1984), Myers and Majluf(1984), Jensen(1986), Harris and Raviv(1991), Rajan and
Zingales(1995), Hovakimian(2003), Hovakimian et al.(2001), Fama and French(2002) & #*%.
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Capital Structure’s Mean—-Reversion
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abstract

This paper empirically examines whether firms engage in a dynamic adjustment process
toward target capital structure and, whether there is a target capital structure or mean
reverting using the partial adjustment model while allowing for costly adjustment. Also we
investigate the empirical determinants of optimal target capital structure in long term
equilibrium. As a result, our empirical model captures at least several important features of
capital structure behavior for Korean listed firms. First, Korean firms pursue target capital
structure and also there is mean reverting phenomenon. Second, Non-Chaebol and small firm
in adjustment speed is faster than Chaebol and large firm. Third, even capital market restricts
the adjustment speed interestingly. Fourth, Korean firms have target behavior according to a
degree of observed gap. Fifth, Korean firms close about one—fourth of the gap between their
actual and target debt ratios within one year and thence targeting behavior explains far more
of the observed changes in capital structure than market timing or pecking order

considerations. Sixth, capital market is significant in determining optimal capital structure.
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