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Abstraci

An increase in the uncertainty of the business environment usually leads to
an increase in the costs of adjusting the capital structure and reduces the speed
of its adjustment. However, empirical evidence shows that one of the events
that increased the speed of adjustment of the capital structure, despite the
il increase in uncertainties and the weakening of economic conditions, was the
ll outbreak of the COVID-19 pandemic. In other words, the spread of COVID-
19 has led to the creation of special conditions in which the benefits of moving
faster towards the target capital structure are greater than the increase in
adjustment costs caused by the intensification of uncertainties after the spread
of COVID-19. This has intensified the desire of firms to increase the speed of
adjustment. In this regard, the aim of this research is to investigate the impact
of the COVID-19 pandemic on the speed of adjustment and compare the
intensity of this impact in industries with low and high vulnerability to the
aforementioned pandemic.

Research Paper

Method: To test the research hypotheses, the data for firms listed on the
Tehran Stock Exchange in the period of 2002-2023 in the form of an
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unbalanced panel (with 3342 observations) and a partial adjustment approach
were used. To control for endogeneity bias, the system generalized method of
moments (system-GMM) estimator was used and the years and industries
fixed effects were also controlled. In order to control the effect of
heteroskedasticity and serial autocorrelation of the error terms of dynamic
models, the robust corrected standard errors has been used.

Results: The research results show that in the two years before the outbreak
of COVID-19, almost half of the industries had a financial deficit and the rest
had a financial increase, but the outbreak of COVID-19 caused almost all
industries to suffer a financial deficit or increased their financial deficit.
However, the intensity of the effect of COVID-19 on different industries has
been different and heterogeneous. Also, the findings indicate that the spread
of the COVID-19 pandemic has led to an increase in the speed of capital
structure adjustment at the firm level. These results are consistent with the
predictions made in trade-off theory. On the other hand, the results of the
research show that the speed of adjustment has increased more in the
industries that were more affected by COVID-19 and aggravated their
financial deficit than in other industries. This part of the research results is
consistent with the concepts presented in the pecking order theory. The
supplementary results of the research confirm the main findings of the
research by applying the difference generalized method of moment
(Difference-GMM), estimator and using an alternative approach to identify
industries with low and high vulnerability to the COVID-19 pandemic.

Conclusion: Although the spread of COVID-19 has led to a weakening of
the macroeconomic conditions and an increase in the uncertainty of the
business environment of most countries (including Iran) and has increased the
costs of adjusting the capital structure, and it is expected that this issue will
reduce the speed of adjusting the capital structure; Empirical evidence
contradicts this prediction. The reason for this can be attributed to the creation
of a situation in which the benefits of moving faster towards the target capital
structure are more than the increase in adjustment costs caused by the
intensification of economic uncertainties after the outbreak of COVID-19.

Keywords: COVID-19 Pandemic, Capital Structure, Speed of
Adjustment, Trade-off Theory.
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1. Trade-off theory

2. Agency theory

3. Free cash flow theory

4. Financial constraint theory

5. Pecking order theory

6. Market timing theory

7. Market imperfections ans financial frictions

8. Target (optimal) leverage

9. Speed of adjustment

1 . Uncertainty 0
1 . COVID-19 pandemic 1
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1. Variance inflation factor (VIF)
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1. Difference generalized method of moments (Difference-GMM)
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