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On the Impact of Monetary Policy Shocks to Capital Structure

Adverse Adjustment: Based on Different Financial Constraint Levels
XUAN Yang

Abstract: Abstract. Previous researches on dynamics of capital structure fail to thoroughly study capital structure adverse ad-
justment, which is a prevailing phenomenon and causes damages to firm value, and thus is of big research importance. This
paper empirically tests how monetary policy shocks influence capital structure adverse adjustment on different financial con-
straint levels. Results suggest that monetary policy shocks act as a significant factor, while financial constraints increase firms’
sensitivity to monetary shocks. In addition, adverse adjustment decreases firm value, especially for financial constrained
firms.

Key Words: monetary policy shocks; financial constraints; capital structure adverse adjustment; firm financial performance;

firm value; capital structure dynamic adjustment
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