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The Endogenous Relationship between
Financing Decision and External
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The paper differs from earlier studies which recognize financing decision
and financing ability as independent policies by exploring whether there exists an
endogenous relationship between these polices. In addition, combining the partial
dynamic capital structure adjustment model and cash flow constraint, the paper
provides a new measurement of external financing ability to improve the defects
of conventional methods. The empirical findings show a positive association
between financing decision and external financing ability, which may indicate
that firms could signal better quality through financing decision to enhance their
external financing ability. Firms could also reduce the degree of over-leverage or

information asymmetry to strengthen their external financing ability.
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