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Abstract: The purpose of this paper is to find whether there is a strict relationship between corporate capital
structure adjustment and corporate financing friction. This paper builds a financing model with market regulation
and uses a computer simulation method to examine the effects of equity financing regulation friction on company’

s target capital structure and the adjustment of capital structure. At the same time it also tests the applicability
of the capital structure adjustment model. The results show that the change of external equity financing frictions is
not only an important influencing factor on the target capital structure but also an important factor on the adjust—
ment speed of company’ s capital structure which provides a unique view to observe the financing friction of cap—
ital market. In addition the test on the existing model of the capital structure adjustment tells us that the model
widely used by previous authors ignores a strong constraint between variables which will lead to serious model
specification bias.
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