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« This study examines the relationship between dividend policy, financing strategy, and the
speed of capital structure adjustment. ) ) . )
* Using panel data and a dynamic GMM model, evidence shows a relatively high adjustment
speed among Iranian firms. ) o )
« Financing strategy and dividend policy have significant effects on the capital structure
ac_iﬂustment process. . . B o
« The moderating roles of intangible assets and growth opportunities are empirically supﬁorted.
* Findings suggest that coordination between dividend and financing policies enhances the
efficiency of capital structure adjustment.

Abstract

Decisions related to capital structure and dividend policies play an important role in
reducing conflicts of interest and increasing the value of the company. [nvestigating the factors
affecting the speed of capital structure adjustment can help improve financial management
and enhance the efficiency of the capital market. The purpose of this study is to investigate the
effect of dividend policy and financing strategies on the speed of capital structure adjustment
of companies and to provide a basis for optimizing the capital structure. This study examines
how dividend policy and financing strategy affect the speed of capital structure adjustment
among 175 firms listed on the Tehran Stock Exchange from 2014 to 2023, using a dynamic
panel data model and the Generalized Method of Moments (GMM) estimator for robust
analysis. The findings reveal two main insights: first, higher dividend patyout ratios positively
influence the speed of capital structure adjustment, indicating that firms with generous
dividends adjust more quickly; second, excessive reliance on external financing negativel
impacts this speed, suggestujﬁ slower adjustments for firms heavily dependent on outside
funds. Overall, the research illustrates that effective dividend policies and reduced external
financing needs enhance capital structure flexibility. These results advance financial theories,
particularly pecking order theory, by emphasizing the strategic trade-offs in financing
decisions. The implications are significant for firms optimizing their capital structures, guiding
investors in identifying financially disciplined firms, and aiding regulators in fostering
sustainable corporate financial practices.
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Introduction

Examining the impact of dividend distribution behavior on the speed of
capital structure adjustment and focusing on the mechanism between
financial strategies and capital structure can provide a basis for inferring
the relationship between profit distributions and financing behavior. The
objective of this study is to investigate the impact of dividend policy and
financial strategy on companies' speed of capital structure adjustment.
Capital structure decisions aim to determine the optimal proportion of debt
and equity that maximizes shareholder wealth. The primary question posed
by researchers in the field of capital structure has initially been how the
choice of various financing methods affects the company's value. Diverse
theories have been presented to respond to this question, including the
balancing and pecking order theories. Following the Modigliani-Miller
theorem on the irrelevance of capital structure to company value in 1958,
investigators completed further studies on capital structure. Main academic
perspectives, such as the net income theory, agency theory, signaling
theory, and others, have played significant roles in describing financing
behavior and capital structure adjustment. However, these theories mostly
present capital structure from a static viewpoint. Some investigators have
presented dynamic models to test the speed of capital structure adjustment
and introduced the market timing theory, the pecking order theory, and the
balance or trade-off theory. These theories have become classical theories
for explaining capital structure adjustment behavior. Investigations have
revealed that companies listed on the Tehran Stock Exchange adjust their
capital structure, taking into account the costs of deviating from the target
capital structure and the costs incurred to adjust towards this structure
when the advantages of adjustment outweigh the costs. Therefore, the
trade-off theory plays a primary role in the speed of capital structure
adjustment (Ramshe et.al, 2016). The market timing theory and the
pecking order theory have limited explanatory power.

When dividend payouts are very low, the company's free cash flow is
elevated, causing a significant deviation from the optimal capital structure,
and resulting in a slow capital adjustment speed. The cause is that retaining
excessive profits leads to a surplus of financial resources, disrupting the
optimal capital structure. Conversely, excessive dividend distributions
widen the financial gap, requiring greater external financing and increasing
the cost of capital. Dividend policy is closely tied to financing behavior,
and an unsuitable dividend policy may not align with financing behavior.
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On the basis of the aforementioned theoretical foundations and prior
research, regarding that both dividend policy and financing strategy can
eventually influence the speed of capital structure adjustment, the research
hypotheses are expressed as:

H1: There is a meaningful relationship between dividend policy and the
speed of capital structure adjustment.

H2: There is an influential relationship between financing strategy and
the speed of capital structure adjustment.

Methodology

The geographical scope of the study includes companies listed on
the Tehran Stock Exchange. To achieve a comparable and
homogeneous set of observations, the statistical population of this study
comprises companies that meet specific conditions during the period
from 2014 to 2023. The number of observations in this research
amounted to 1,750.

For testing the first and second hypotheses, a dynamic partial
adjustment model estimated through the System-GMM approach was
applied, following Zou and Bai (2022) and Aflatouni et al:(2023).

Model (1)
BDR; 141 = ap + (1 = A)BDR;; + ¢DIV;; + nDIV;; * BDR;; +
M) Zip + Di4q

Model (2)
BDR; (41 = ttg + (1 — A)BDRy, + ¢DEF;, + nDEF;, * BDR;, +
(A)Zip + jraq

To measure the speed of capital structure adjustment, based on the
studies by Aflatouni et al. (2023) and Zou and Bai (2022), the integrated
dynamic partial adjustment model (relation 1) was used:

Relation (1)
BDR;ty1 — BDR;y = A(BDR" ;141 — BDRyt) + {ir4q

A is considered the adjustment speed. Due to the inclusion of the first
lag of the dependent variable among the explanatory variables in dynamic
panel research models, the System Generalized Method of Moments
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(GMM) estimator is employed to fit the model. The following model is
used to estimate A:

Model(3)
Aie = Bo + B1Q + By SIZE + B3DIS X BDR + f,DIV + BsDIV X DFS
+ BsDIV x EFS

Results and Discussion

By calculating the Pearson correlation coefficients between all
variables, it was observed that the RD variable in Model (1) and the DEF
variable in Model (2) exhibit high correlations with the explanatory
variables but are uncorrelated with the error term. Therefore, they were
selected as instrumental variables in the regression analysis.

Regarding the overall significance of Model (1), the F-statistic value of
12.493 suggests that the model effectively explains variations in the
dependent variable—capital structure adjustment speed. Additionally, the
coefficient of determination (R2 = 0.98) confirms the model’s excellent fit.
The Kleibergen-Paap rk Wald F statistic of 4396, well above the threshold
of 16.38, indicates strong instrument relevance. Furthermore, the
significance of the Hansen J statistic confirms correct model specification
and the validity of the instruments used.

In Model (1), the coefficient of the interaction term DIV_it x BDR_it,
valued at 1.42, is statistically significant, supporting the first research
hypothesis: dividend policy significantly and directly influences the capital
structure adjustment speed. In other words, companies with more defined
dividend policies (i.e., consistent cash distribution) tend to adjust their
capital structure more rapidly.

As for Model (2), the F-statistic value of 381.59 again indicates strong
explanatory power. The model’s high R? value further supports its
goodness of fit. The weak identification test statistic exceeding the critical
value confirms the appropriateness of the instruments, and the Hansen test
again validates the model. The coefficient of DEF_it x BDR_it, measured
at —0.0002, is statistically significant, demonstrating a negative effect of
financing strategies on the speed of capital structure adjustment. This
finding confirms the second research hypothesis.



Examining the Impact of Dividend Policy and Financing ... /Bilondi & . ..

Conclusion

The speed of capital structure adjustment reflects how quickly a firm
moves toward its target capital structure by adjusting its debt and equity
levels over a given period. This speed can vary based on internal policies
and external conditions.

Results of the first hypothesis test show that dividend payments
significantly affect the adjustment speed. Companies distributing lower
cash dividends tend to adjust more slowly, while those paying higher
dividends adjust more quickly. In essence, firms with explicit dividend
policies may optimize their capital structures faster due to reduced agency
conflicts. Dividend policies act as governance mechanisms that align
managerial actions with shareholder interests. According to agency theory,
managers might prioritize personal benefits, while shareholders focus on
value maximization. By reducing retained earnings, dividend payments
limit managerial discretion, curbing inefficient investment. This finding
aligns with Zu and Bai (2022), although the direction of the effect differs.

These findings provide important implications for financial decision-
makers, offering strategic insights into how dividend policy can enhance
capital structure management, reduce risk, and build shareholder trust. By
adjusting dividend policies, managers can influence the trajectory and
speed of returning to the target capital structure. Investors may also use
dividend policy clarity as a criterion for identifying firms with sound
financial governance. Moreover, capital market policymakers can leverage
these insights to design regulations that foster transparency and financial
stability.

The results of the second hypothesis test indicate that over-reliance on
external financing negatively affects the capital structure adjustment speed.
Companies depending excessively on external funds (debt or equity) may
face rising operational and financing costs, limiting their capacity for
strategic investments and slowing adjustment. Furthermore, a heavy debt
burden can reduce risk appetite and delay necessary structural changes.
The opportunity cost of such financing decisions may divert firms from
more efficient investments.

These findings support the pecking order theory, which posits that firms
prefer internal funds first, followed by debt, and finally equity. Excessive
external financing can impose financial stress, impeding timely
adjustments to the capital structure. Therefore, it is recommended that
managers prioritize internal resources and maintain transparent
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communication with investors regarding financing strategies to build trust
and enhance organizational credibility.
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