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Abstract

This study investigates whether firms make their financing decisions to rebalance their capital
structures toward a target when they have financial deficit or surplus. Using a Japanese listed firms
data from 1976-2008, it is found that the probability of adjustments is higher when the deviation
from the target is larger. Target behavior of financing shows asymmetries between firms with
financial surplus and financial deficit. Above-target leveraged firms with large financial deficits
issue debt and move away from the target, while below-target leveraged firms with financial surplus
retire debt, suggesting transaction costs and financial flexibility also affect firms' rebalancing

behavior.
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