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Dynamic Adjustment Effect of Firm Leverage Ratio
and the Selection of Deleveraging Path
Hu Yurong', Qi Jiebin® and Lou Dongwei’

(1: Business School ,Ningbo University; 2: Ningbo Central Branch of the People’s Bank of China)
Abstract: Using the micro—panel data of listed companies from 1998 to 2015, this paper studies
two dynamic adjustment effects of firm leverage ratio; TFP effect and firm risk effect. The
empirical results show that, (1) Inverted U—Shape relationship exists between leverage ratio of
firms and TFP, while the relationship between leverage ratio and firm risk is of U-Shape. The
latter relationship turns up at a lower leverage ratio; (2) Medium—to—long—term leverage ratio can
achieve “efficiency improvement” and “risk reduction” goals in a larger interval than short term
(3) During the life cycle of firms from growth to maturity and to recession, the inflection points of
U - Shape and inverted U — Shape curves come earlier; deleveraging becomes more urgent.
Consequently, firm deleveraging process should take both efficiency and risk effect of leverage
ratio into fully consideration, meanwhile adopt differentiated strategy in combination with the stage
of enterprise life cycle and structural features of leverage ratio.
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