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Abstract: All traditional capital structure theories are hard to explain the empirical results of
Baker & Wurgler(2002); Why the fluctuations in market value have very strong and long-run impacts
on capital structure ? They came up with a pretty new theory of capital structure, Market Timing
Theory.“Market timing” refers to the practice of issuing shares at high prices and repurchasing at low
prices. Baker & Wurgler believed that market and capital structure was connected after the firms’
managers made financial decisions such as market timing. Their main finding was that leverage was
strongly negatively related to the measure of historical market valuations which was denoted as the
“external finance weighted-average” market-to-book ratio. They concluded that capital structure was
the cumulative outcome of attempts to time the equity market and the impact of market timing on
capital structure lasted at least 10 years according to the data of American listed firms.

Key words: market timing; leverage; negative effect; persistence



