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ABSTRACT
In the context of the current unstable macroeconomic environment, we explored the impact of economic policy
uncertainty on the corporate leverage ratio. The study found that economic policy uncertainty significantly reduces
firm leverage ratios. This relationship holds significantly after a series of robustness tests, supporting the point of risk
aversion among corporate executives. Meanwhile, we found that firms are more inclined to reduce their short-term
debt levels since short-term debts induce a greater liquidity risk for firms. Furthermore, we found that economic
policy uncertainty affects firms' behavior of reducing their leverage ratio mainly in non-state-owned enterprises and
firms not audited by the Big Four auditors. This paper has a certain reference significance for the enterprise's riskrelated decision-making under the current macroeconomic environment.
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1. INTRODUCTION
Corporate leverage is a measure created for
quantifying the number of debts implied compared to
the number of assets the companies have. It is defined as
the ratio of outstanding Total Liabilities divided by the
Total Assets. This figure is widely considered an
important index to firms’ maintenance and development
since it is linked to all areas, including market risk,
financial performance, and profitability. Theoretically,
companies can benefit from using the debt since
payments of interest are tax-deductible, and by doing
this, they may increase the firm value. However, it is not
always applicable for a company to increase debt,
especially for those with excessive debt ratios. This is
because high indebtedness may lead to significant
financial limitations and negatively influence firm
performance [1].
Among them, corporate leverage is deemed most
directly related to risk. Gahlon [2] showed that, in
general, a systematic corporate risk should increase with
increases in its degree of operating leverage. Lev [3]
also provided empirical evidence of a positive
correlation between operating leverage and market risk
based on Rubinstein’s analysis model.
Many may think that corporate leverage is solely
determined by the internal factors of the companies

while ignoring the impact from the external
environment. Previous pieces of literature conclude that
companies’ size, growth, profitability, liquidity, and
tangibility are all obvious factors affecting companies'
leverage ratios.
Although the corporate leverage ratio is imposed by
corporate themselves, often, it is largely influenced by
factors outside the company. For example, Barclay et al.
[4] concluded that taxes, contracting costs, and signaling
effects influence corporate leverage factors after
analyzing the leverage history of 6,700 industrial
companies over 30 years. The leverage cycle theory
raised by a few researchers also provided sideways
proofs. Geanakoplos [5], who introduced the concept of
the leverage cycle, mentioned that leverage becomes too
high in economic boom times and too low in recession
times with the absence of intervention, provided the fact
that leverage dramatically increased in the United States
and globally from 1999 to 2006. Geanakoplos also
mentioned a central bank could smooth economic
activity by curtailing leverage in normal or ebullient
times and propping up leverage in anxious times. In his
words, central banks can monitor and regulate leverage
and interest rates. Because of the cyclical nature of
national economies, the leverage ratio of companies will
inevitably change together.
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Changes in economic policies can essentially
explain the impact on companies’ leverage caused by
cyclical economies. This paper explored the impact of
economic policy uncertainty on corporate leverage ratio
and found that economic policy uncertainty can
significantly reduce the leverage ratio of companies.
This relationship still significantly holds after a series of
robustness tests, including changing the measurement
index and adding missed variables. Meanwhile, we
found that firms are more inclined to reduce their shortterm debt levels since short-term debts induce a greater
liquidity risk for firms. Furthermore, we found that
economic policy uncertainty affects firms' behavior of
reducing their leverage ratio mainly in non-state-owned
enterprises and firms not audited by the Big Four
auditors.

1.1.

Design of the study

Our research samples were selected from all listed
companies on the Shanghai and Shenzhen stock
exchanges from 2007 to 2018. We focus on China’s Ashare market for the following reasons. Firstly, China is
a developing country with many differences in the
choice of capital structure compared to developed
countries. Developing country firms often face
constraints in financing choices available to them, and
most importantly, they relate to government controls
[6]. Since there are excessive government policy
changes, especially when China is a rapidly growing
economy, firms may tend to be more rational and
conservative with capital costs and financial structures.
Secondly, the A-share market only consists of
common stocks issued by companies in China for
domestic institutions, organizations, or individuals
(excluding investors from Taiwan, Hong Kong, and
Macao) to subscribe and trade in RMB. It excludes Bshare, H-share, and N-share, which have foreign
elements in the currency of trade, place of listing, and
trading. This exclusion is because other stocks have a
high probability of foreign investors, which would cause
inaccuracy from information asymmetry [7].

1.2. Contributions of the paper
The contributions of this paper are as follows.
Firstly, to the best of our knowledge, this study
extended the impact of policy uncertainty on the overall
economy by accentuating its effect on corporate
leverage. Identifying the direction and degree of
influence of EPU on firms is essential, especially for
developing countries such as China. Rodrik [8]
discovered that reform taking place in developing
countries could lead to delayed private investment until
the uncertainty is eliminated.
Secondly, this study notes that variations in property
rights attributes and audit quality are possible factors

that will influence the effect of EPU on leverage.
Whether the firm is non-state-owned or state-owned,
whether the Big Four auditors audit it will all differ in
the firm reacting to economic policy uncertainties.
Moreover, this paper discovers that firms are more
inclined to reduce their short-term debt levels when
uncertainty arises since short-term debts induce a
greater liquidity risk. This result followed that
suggestion given by Dadush, Dasgupta, and Ratha [9],
who stated that it is essential for firms in developing
countries to monitor short-term debt closely and manage
them effectively to avoid currency and liquidity crises
since excessive amounts of short-term debts will pose a
high risk for developing countries.
Finally, this paper has a certain reference
significance for the enterprise's risk-related decisionmaking under the current macroeconomic environment.

1.3. Paper Structure
The remainder of this study is organized as follows.
Section 2 includes a review of the literature and the
development of our hypothesis. Section 3 describes the
research design, including sample selection, model
specification, and variable measurement. Section 4
listed the empirical results, provides robustness checks
and performs further analyses, including the moderating
effects of the monitoring mechanisms and an alternative
explanation of the eyeball effect. Section 5 concludes
the paper.

2.

LITERATURE and HYPOTHESIS

2.1. Literature Review
The validity of the measuring index called EPU has
been tested positive in several different approaches by
its founder, Baker [10]. For instance, they are relating
EPU to other measures of economic uncertainty, such as
stock market volatility, which showed a strong
relationship. There is also a strong relationship between
EPU and other measures of policy uncertainty, for
example, the frequency with which the Federal Reserve
System’s Beige Books mention policy uncertainty. In
addition, political slant does not seriously distort the
overall EPU index as researchers found very similar
movements in EPU indexes based on newspapers of
different political stances.
The practical test researchers let trained teams of
University of Chicago students read overlapping sets of
randomly selected articles from U.S. newspapers and
assess whether each of them discusses economic policy
uncertainty. All students were guided by a 65-page
reference manual and weekly team meetings. The
results showed a high correlation between human- and
computer-generated indexes (0.86 in quarterly data from
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1985 to 2012 and 0.93 in annual data from 1900 to
2010), with the discrepancy between the human and
computer-generated indexes uncorrelated with GDP
growth rates and level of EPU.
Finally, EPU indexes were validated to have a
market used by commercial data providers, including
Bloomberg, FRED, Haver, and Reuters, which carry
them to meet demands from banks, hedge funds,
corporations, and policymakers. All evidence shows that
EPU is a reliable and useful measure of economic policy
uncertainty.

2.2. Hypothesis Development
Our analysis is motivated by multiple papers that
illustrate the impact of EPU on corporate leverage.
Among them, the generally believed rule is that firms
tend to lower their leverage ratios when a degree of
economic policy uncertainty increases [11]. It is
supported by empirical evidence and statistical data
from various researchers.
Trung [12] found that economic policy uncertainty
negatively affects corporate risk-taking by setting up a
model analyzing a sample of 151,483 observations from
16,274 unique firms across 18 countries during the
period from 2005 to 2016. The BBD index he used
measures economic policy uncertainty based on Baker,
Bloom, and Davis's (2016) news-based index and
carries out the same role as the EPU index in another
research.
Apart from this general rule, some have found that
the influence of EPU on leverage has its degree differs
between countries. Qiu and Li’s [13] research
exemplified this finding. They studied two large panel
datasets of 5,360 US firms and 717 German firms from
1985 to 2015 and 1993 to 2015, trying to identify the
link between financial leverage ratios and EPU News
Index in tranquil and crisis periods. The result showed
that there is a positive correlation between higher EPU
and lower leverage. However, US firms become more
cautious levering up when policy uncertainty is high
during crisis periods but not tranquil periods. While
German firms respond negatively to an increase in the
EPU news index in tranquil and crisis periods. This
finding insinuates that German firms tend to borrow less
in general when policy uncertainty is high, which is
different from the US.
In Makololo and Seetharam’s [14] research focusing
on EPU’s effect on leverage in BRICS countries, they
found that EPU is significant in determining leverage
financing decisions in Russian, Indian, and South
African companies, after analyzing the top 80 listed
firms in each respective country from the beginning of
June 2002 to the end of June 2017. However, contrary
results in Brazilian and Chinese firms appeared, which
is not anticipated. The authors suggested that firms in

these countries are more prone to react when there is
uncertainty since they can take the opportunity of
cheaper debt when there is uncertainty in the market.
This unanticipated finding intrigued us to use larger and
more comprehensive data to continue the research in
China. Since Makololo and Seetharam’s research only
analyzed the data of the Top 80 companies of each
country, which was not fully representative in general,
he did not concentrate on analyzing the impact of EPU
in the Chinese market. We believe that the study of
larger data, such as the data of more than 4,000 listed
companies in this paper, will be more representative of
China.
Based on this, when designing the study for the
Chinese economy, we propose the following hypothes：
H1a: Economic policy uncertainty will significantly
increase the leverage ratio of companies, the other thing
being equal.
H1b: Economic policy uncertainty will significantly
decrease corporate leverage, other things being equal.

3.

RESEARCH DESIGN

3.1. Construction of Sample
Our research samples were selected from all listed
companies on the Shanghai and Shenzhen stock
exchanges from 2007 to 2018. All financial data are
retrieved from the CSMAR (China Stock Market &
Accounting Research Database). This is an accurate
research-type database in the field of economics and
finance developed by Shenzhen CSMAR Data
Technology Co., Ltd., referenced to CRSP, CompStat,
TAQ, THOMSON, and other authoritative database
professional standards and based on the needs of
academic research. CSMAR is used by multiple
universities as a reference to write papers and is
considered to contain authoritative data.
At the same time, to ensure the robustness of the
results and avoid the impact of other sample errors, data
of firms in the financial industry and ST shares were
excluded from our sample. Further, we perform a 1%
level of indentation for all continuous variables.

3.2. Models
The hypotheses to be stated are the firm's leverage in
the year t+1 is a function of EPU and other control
variables. The basic empirical model employed is:

Levt+1=β0 +EPUt

(1)

+Σβq(qth ControlVariablet) +ε
where β0 represents regression coefficients;
ControlVariable contains Sizet, Frst, Aget, Growtht,
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CrossListt, and GDPt. ε is an error term; Levt+1 is the
leverage ratio of firms at year (t+1); EPUt is the EPU
ratio in year t.

3.3 Variables
3.3.1 Dependent variable: Levt+1
We choose the ratio of total liabilities to total assets
as the index of corporate leverage ratio being studied.
Meanwhile, we use the ratio of short-term debt to total
assets (denoted SLev) to measure the company's shortterm leverage and use the ratio of long-term debt to total
assets (denoted LLev) to measure the company's longterm leverage. The reason for differentiating short-term
leverage and long-term leverage is that they have
different effects on the volatility of the stock, which is
proved closely related to the company's operating
performance.
“The short-term leverage effect contributes more
heavily than the long-term leverage effect in forecasting
the stock return performance.”, stated by Pan and Liu
[15] after investigations on stock return volatility using
the GARCH-MIDAS model [16] decomposes the
volatility into short-term and long-term volatility
component. While stock return volatility and
performance have explanatory linkage to operating
performance to some degree, shown by Dehuan and Jin
[17]. In general, this implies that short-term debts and
long-term debts have different effects, hence are treated
differently in companies. To prove this, in addition to
analyzing the impact on leverage, we distinguish
between long-term leverage and short-term leverage and
analyze them separately.

3.3.2 Test variable: EPUt
The methodology used when establishing the
measurement of economic policy uncertainty used in
this paper - the EPU index is measuring the frequency
of articles in 10 leading U.S. newspapers that contain
the terms implying economic uncertainties, including
“economy,” “uncertain,” “Congress,” “deficit,” “Federal
Reserve,” and “legislation”. This index was developed
by Scott R. Baler, Nick Bloom, and Steven J. Davis [9],
and its reliability is explained in Section 2.1.

3.3.3 Control variables: Sizet, Frst, Aget,
Growtht, CrossListt, and GDPt
The above indices, as factors determining leverage,
would distort our study of how EPU affects leverage.
Alkhatib’s [18] findings are consistent with the point
that the above factors will affect leverage ratios in most
cases. He confirms that firm and economic variables are
related and impact leverage after investigating 121 listed
companies on the Jordanian Stock Exchange. He listed

some factors, for instance, the size of the firms, which is
a very important factor since larger firms have a
favorable position over smaller firms in terms of credit
ratings. He also proved that a rise in the growth rate of a
firm should indicate higher demands for funds from
external sources, including debts, therefore influence the
leverage. Also, Mirza, Rehman, and Zhang [19]
analyzed firm and country-level determinants of
leverage in Chinese firms and found profitability, firms'
growth potential. GDP has a significant influence on
firms' leverage. They implied that firms having
profitability and greater tangibility tend to raise less
debt and have lower leverage. Real growth in GDP was
found to have a negative relationship with leverage.
Cross-listing offers a company advantages on
financing, including access to less expensive capital,
diversification of risk, future growth opportunities, and
financial flexibility [20]. Dynamics between a firm’s
credit and equity returns change after foreign listings
[21]; And as listing age increases, the possibility of
seeking higher financing decreases. In this way, whether
a firm is cross-listed and its listing age on other stock
exchanges should be a control variable.

4.

EMPIRICAL ANALYSIS

4.1.

Descriptive Analysis

Table 1 provides descriptive statistics for the
variables used in the analysis. The leverage measures,
Levt+1, have a mean of 0.476, a maximum of 0.988, and
a minimum of 0.060. The spread between maximum and
minimum and the standard deviation of 0.207
combinedly reflect the debt ratio of various companies
varies greatly and is commonly high.
The measurement of economic policy uncertainty,
EPUt, has a maximum of 6.132 and a minimum of
4.410.
By looking at differences between SLevt+1 and
LLevt+1, we discovered similar standard deviations of
0.109 and 0.104 and different means of 0.112 and 0.082,
respectively. This indicates Chinese firms commonly
have short-term debt greater than long-term debt.
However, the future risks of short-term debt are more
unstable and will make future investment incentives
unstable and affect current investment incentives.
Diamond and He [22] asserted that short-term debt
generally poses a lower threat; Long-term debt matters
less if assets are more volatile in a bad economy. For
future investments, the reduced correlation between
asset availability and investment opportunities increases
the short-term debt burden. This is consistent with the
situation we analyze in our study, in which firms are
experiencing high levels of economic policy
uncertainties and their short-term debt burden increases
more.
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Table 1. Descriptive Statistics. This table reports descriptive statistics on leverage, EPU, and control variables of the
sample in 2007-2018. All variables are defined in Appendix. A.
variable

N

mean

sd

min

p50

max

Levt+1

21749

0.476

0.207

0.060

0.479

0.988

SLevt+1

21749

0.112

0.109

0

0.085

0.482

LLevt+1

21749

0.082

0.104

0

0.039

0.464

EPUt

21749

5.221

0.522

4.410

5.188

6.132

Levt

21749

0.469

0.212

0.053

0.472

1.008

Sizet

21749

21.97

1.332

19.30

21.79

26.000

Aget

21749

2.738

0.366

1.609

2.773

3.401

Frst

21749

0.356

0.151

0.089

0.337

0.750

Growtht

21749

0.223

0.566

-0.597

0.124

4.095

CrossListt

21749

0.069

0.254

0

0

1

GDPt

21749

0.121

0.047

0.070

0.104

0.231

4.2.

product in period t

Variables

There are 11 variables included in this study as
shown in Table 2.

Appendix. A. The abbreviations and meanings of variables.

4.3.

Multivariate Results

Table 2. Variables
Levt+1

The asset-liability ratio of the company I at
period t+1

SLevt+1

The short-term asset-liability ratio of the
company I at period t+1

LLevt+1

The short-term asset-liability ratio of the
company I at period t+1

EPUt

Economic Policy Uncertainty Index (annual
mean of monthly data)

Levt

The debt-to-asset ratio of the company I at
period t

Sizet

The total market value of company I at
period t

Aget

The listing age of company I in period t

Frst

The proportion of company I's fixed assets
in period t

Growtht

The growth rate of the gross domestic
product in period t

CrossListt

Whether Company I is cross-listed in Phase
T (A-shares - Hong Kong shares

GDPt

The growth rate of the gross domestic

Fundamental regression result shows that EPU's
influence on leverage is significantly negative at the 5%
level before adding control variables. After adding
control variables, the result is still negative (-2.53 on the
4th column). This insinuates a relationship that links
firms decreasing their leverage and rising EPU.
Moreover, after differentiating long-term leverage
and short-term leverage, we found that the estimation of
the impact of EPU on short-term leverage is -9.10,
which shows a higher effect than on long-term leverage
(-6.22). This rule is also confirmed when the control
variables are not added because the absolute value of the
EPU’s impact on short-term leverage without the
control variables (-2.26) is affected more than that of the
long-term leverage under the same context (-1.84).
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Table 3. Multivariate statistics. Column (1) (2) & (3) shows results without control variables. Column (4) (5) & (6)
shows results after adding control variables.

EPU

(1)

(2)

(3)

(4)

(5)

(6)

F_Lev

F_sLev

F_lLev

F_Lev

F_sLev

F_lLev

-0.009**

-0.021***

-0.011***

-0.080***

-0.035**

-0.028*

(-2.53)

(-9.10)

(-6.22)

(-3.47)

(-2.26)

(-1.84)

0.860***

0.272***

0.128***

(187.92)

(31.97)

(18.99)

0.006***

-0.007***

0.019***

(8.87)

(-4.74)

(14.41)

-0.009***

-0.008*

-0.006*

(-5.06)

(-1.81)

(-1.73)

-0.004

-0.019**

-0.021**

(-0.98)

(-2.01)

(-2.40)

0.000

-0.005***

0.003**

(0.23)

(-3.75)

(2.52)

-0.003

-0.023***

-0.006

(-1.09)

(-3.21)

(-0.92)

-1.103***

-0.324

-0.388*

(-3.55)

(-1.51)

(-1.86)

Lev

Size

Age

Frs

Growth

CrossList

GDP

_cons

0.521***

0.299***

0.001

0.576***

0.475***

-0.175

(17.13)

(15.14)

(0.10)

(3.32)

(3.84)

(-1.46)

N

21749

21749

21749

21749

21749

21749

Industry
Fixed effect

Yes

Yes

Yes

Yes

Yes

Yes

Year Fixed
Effect

Yes

Yes

Yes

Yes

Yes

Yes

r2_a

0.148

0.072

0.238

0.825

0.286

0.376

t statistics in parentheses
* p < 0.1, ** p < 0.05, *** p < 0.01

4.4. Robustness tests
To prove the robustness of the estimated results, we
conducted the following robustness test. In the first
column, the second column, and the third column, we
used the measurement index of EPU developed by
David [23], which is different from the EPU
measurement index developed by Baker [10]. We use
the measurement index invented by David as an
alternative indicator to prove the authenticity and
robustness of our findings.

After we replace the EPU index, we find that the
estimated index of the impact of EPU in the first column
on leverage at the level of 1% is -0.049 and significantly
negative, which is consistent with our findings.
Meanwhile, results in the second and third columns still
prove a higher impact of EPU on short-term leverage (0.022), which shows a higher effect than long-term
leverage (-0.017).
We added these variables to the robustness test to
avoid some variables that may not have been considered
causing endogeneity problems to the estimated results
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and findings above. These added variables include
whether it is a state-owned enterprise, whether it is
audited by the Big Four audit firms, gender of the
company's senior executives, age of the senior
executives, and duality of senior executives. By
analyzing the new results, we find that the data on the
fourth column is still significantly negative, indicating

that the impact of EPU on leverage is authentic and
robust. In the fifth and sixth columns, data are -0.035
and -0.028 for EPU’s impact on short-term leverage and
long-term leverage, respectively, indicating that EPU’s
impact on short-term leverage is still greater than the
impact on the long-term leverage.

Table 4. Robustness tests.

EPU_d

Lev

Size

Age

Frs

Growth

CrossList

GDP

(1)

(2)

(3)

(4)

(5)

(6)

F_Lev

F_sLev

F_lLev

F_Lev

F_sLev

F_lLev

-0.049***

-0.022**

-0.017*

-0.083***

-0.035**

-0.028*

(-3.47)

(-2.26)

(-1.84)

(-3.60)

(-2.26)

(-1.86)

0.860***

0.272***

0.128***

0.860***

0.274***

0.128***

(187.92)

(31.97)

(18.99)

(186.59)

(32.23)

(19.13)

0.006***

-0.007***

0.019***

0.006***

-0.005***

0.020***

(8.87)

(-4.74)

(14.41)

(9.13)

(-2.97)

(15.02)

-0.009***

-0.008*

-0.006*

-0.009***

-0.005

-0.005

(-5.06)

(-1.81)

(-1.73)

(-4.83)

(-1.11)

(-1.34)

-0.004

-0.019**

-0.021**

-0.003

-0.011

-0.018**

(-0.98)

(-2.01)

(-2.40)

(-0.74)

(-1.15)

(-1.99)

0.000

-0.005***

0.003**

0.000

-0.006***

0.003**

(0.23)

(-3.75)

(2.52)

(0.14)

(-4.22)

(2.29)

-0.003

-0.023***

-0.006

-0.001

-0.016**

-0.002

(-1.09)

(-3.21)

(-0.92)

(-0.37)

(-2.08)

(-0.23)

-0.682***

-0.139

-0.240*

-1.143***

-0.262

-0.365*

(-3.59)

(-1.03)

(-1.85)

(-3.68)

(-1.22)

(-1.75)

-0.001

-0.013***

-0.005*

(-0.51)

(-3.90)

(-1.67)

-0.004*

-0.019***

-0.013*

(-1.77)

(-2.99)

(-1.82)

0.004***

0.002

-0.001

(2.72)

(1.02)

(-0.39)

-0.013***

0.001

-0.004

(-3.48)

(0.21)

(-1.01)

-0.001

-0.006

0.006

(-0.15)

(-1.18)

(1.49)

0.633***

0.407***

-0.192

SOE

Big4

Gender

ln_age

Isduality

_cons

0.321***

0.363***

-0.265***
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(3.19)

(4.66)

(-3.56)

(3.61)

(3.23)

(-1.58)

21749

21749

21749

21749

21749

21749

Industry
Fixed
effect

Yes

Yes

Yes

Yes

Yes

Yes

Year
Fixed
Effect

Yes

Yes

Yes

Yes

Yes

Yes

0.825

0.286

0.376

0.825

0.289

0.377

N

r2_a

Table 4 reports the results adding the variables:
whether it is state-owned, whether it is audited by the
Big Four audit firms, gender of the company's senior
executives, age of the senior executives, and duality of
senior executives.t statistics in parentheses
* p < 0.1, ** p < 0.05, *** p < 0.01 f senior executives.

EPU

This distinction may be due to the different nature of
Chinese companies. In relation to this finding, one of
the studies [19] on Chinese firms showed that SOEs
take a longer time adjusting to their leverage policy than
NSOEs, which may be a possible explanation. In
addition, according to the result of an analysis run by
Deventer and Malatesta [24] conducting a large-sample
cross-sectional comparison of SOEs and NSOEs, SOEs
are more highly leveraged than NOSEs, which may
make them hard to monitor
Table 5. Further analysis of classified, original samples.
Categories (ordered from columns 1-4): State-owned
enterprises, firms audited by the Big Four, non-stateowned enterprises, firms not audited by the Big Four.
(1)

(2)

(3)

(4)

SOE

Big4

NON

NON

Big4

-0.016

0.028

0.129***

0.088***

(-0.52)

(0.57)

(-4.07)

(-3.60)

0.884*
**

0.873***

0.841***

0.859***

(138.4
6)

(44.54)

(131.55)

(183.70)

0.007*
**

0.006***

0.005***

0.006***

(8.48)

(2.94)

(4.69)

(8.44)

0.007*
*

-0.001

0.009***

0.010***

(-2.41)

(-0.12)

(-3.48)

(-5.18)

0.011*

0.041***

0.004

-0.001

(-1.89)

(-2.91)

(0.73)

(-0.18)

-0.000

0.001

0.000

0.000

(-0.17)

(0.19)

(0.15)

(0.18)

0.005*
*

0.002

0.003

-0.003

(-2.12)

(0.43)

(0.40)

(-0.99)

-0.084

0.478

1.909***

1.219***

(-0.21)

(0.72)

(-4.42)

(-3.70)

0.017

-0.306

0.999***

0.635***

(0.07)

(-0.82)

(4.14)

(3.45)

N

10083

1352

11666

20397

Industry
Fixed effect

Yes

Yes

Yes

Yes

Lev

4.5 Further analysis
To explore in-depth whether the impact of EPU on
the leverage ratio will be different due to the nature of
the company, we classified the samples according to the
scale of whether they are state-owned enterprises and
whether the Big Four audit firms audit them. In Table 4,
the first column shows the results of SOEs, the second
column shows the results of the companies audited by
the Big Four, the third column shows the results of
NSOEs, and the fourth column shows the results of
companies not audited by Big Four. We found that EPU
will impact the leverage only when the company is an
NSOE and is not audited by the Big Four audit firms
since the negative results only appear in the third and
fourth columns.

SOE

Size

Age

Frs

Growth

CrossListt

GDP

_cons
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Year Fixed
Effect

Yes

Yes

Yes

Yes

r2_a

0.838

0.867

0.798

0.822

t statistics in parentheses
* p < 0.1, ** p < 0.05, *** p < 0.01

5. CONCLUSIONS and DISCUSSIONS
Firstly, we have conducted empirical analysis
investigating whether economic policy uncertainty
impacts corporate leverage, using Baker’s [10] EPU
index and data of all listed companies on the Shanghai
and Shenzhen stock exchanges from 2007 to 2018
extracted from the CSMAR platform. The results show
a significant negative relationship between EPU and
leverage which also holds after robustness tests,
indicating a reduction of leverage when EPU arises.
Secondly, when estimating the impact of EPU, we
distinguished short-term leverage and long-term
leverage, hence found that EPU has a more significant
impact on the short-term leverage ratio. It indicates that
firms tend to reduce short-term debts before long-term
debts when economic policy uncertainty arises. This
finding can implicitly prove the existing studies
accentuating the higher liquidity risk of short-term
liabilities and relate to studies suggesting that firms
should closely and carefully monitor short-term debts.
Finally, when doing further analysis using a
classified form of original samples, we noted that
differences in property rights attributes and audit quality
are possible factors influencing the effect of EPU on
leverage. Since in results using classified data, only
companies that are not audited by the Big Four audit
firms and non-state-owned companies show a
significantly negative relationship, which indicates a
reduction of leverage when EPU increases. We related
that finding to the nature of SOEs and Chinese firms in
which SOE firms hold larger debt and take longer to
change their leverage. However, reasons why audit
quality will influence the impact of EPU on leverage
still remain an unclear direction for us.
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