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In the first half of this research project, I developed a dynamic capital
structure model where firms choose the optimal leverage ratios when they finance their investment
projects. By running simulations based on the model, | showed that the trade-off theory of capital
structure choice is compatible with the observed response to past tax reforms in the U.S.. In the
second half, I analyzed the dividend policies of Japanese family firms and empirically showed that
family shareholders® income smoothing plays a key role in deciding dividend payout.
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