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The Impact of Economic Policy Uncertainty on the

Adjustment of Enterprise Capital Structure

SHI Huajun, ZHAO Wei
( College of Economics and Trade, Hunan University of Technology, Zhuzhou Hunan 412007, China )

Abstract: The uncertainty of economic policy has a structural impact on the financing behavior and capital
structure of enterprises. Based on the panel data of A-share listed companies from 2010 to 2019, this paper studies
the impact path of economic policy uncertainty on the adjustment of enterprise capital structure. The results found
that the uncertainty of economic policy hinders the convergence of corporate capital structure to the target value,
and after controlling the regional development level, economic growth rate, province and corporate heterogeneity,
the above conclusions are still valid. The uncertainty of economic policy mainly affects the adjustment of
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corporate capital structure through the change of the increase equity of debt rather than the decrease. Furthermore,

the adjustment of enterprises above the capital structure target is more affected than those below the capital

structure target; after the sample is divided into three groups of high, middle and low, the uncertainty of economic

policy has a more significant impact on the middle and high groups. Although economic policy instability

has increased the cost of capital adjustment for enterprises, it is conducive to restraining over investment and

optimizing the capital structure of enterprises with surplus capital. Therefore, the adjustment of economic policies

in the short term can optimize the capital structure of enterprises, but in the long run, capital marketization is still

the main way to optimize the capital structure of enterprises.

Keywords: economic policy uncertainty; corporate capital structure; adjustment speed; adjustment method
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All Under Lev Over Lev All Under Lev Over Lev
Dev 0.359%3#* 0.264%%%* 0.468%%*%* 1.012%%* 0.881%#%* 1.149%%*
(47.862) (16.125) (25.184) (82.563) (33.783) (41.065)
—0.057%** —0.044%** —0.050%** —0.039%** -0.020%* —=0.122%**
Epu x Dev
(=7.039) (-5.102) (-3.310) (—4.988) (-2.091) (-9.531)
—_ kk —_ kk — skskosk — kksk — dkksk — Hkksk
GDP Growth x Dev 0.017 0.024 0.036 0.082 0.066 0.133
(-2.121) (-2.008) (-3.029) (-10.314) (-5.936) (-11.720)
Province Dummies Yes Yes
Firm Dummies Yes Yes Yes
N 21051 10 548 21051 10 548 10 503
adj. R* 0.102 0.097 0.237 0.259 0.306
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Under Lev Over Lev
A i Mo B WA B
ADebt = 5% (B 1) ADebt < 5% (HL0) ADebt < =5% (H 1) ADebt > =5% (HL0)
Dev' x Epu -0.533%* —1.550%**
(=2.131) (=2.707)
Epu —0.218*** -0.026
(-2.866) (-0.264)
Dev’ 4.7765%** —4.702%** 5.515%%* 5.707***
(9.104) (-8.931) (9.978) (10.254)
EBIT T4 0.015%** 0.015%** =0.017*** —-0.016%**
(4.113) (4.114) (-3.812) (-3.724)
LnT4 0.041%** 0.042%%*%* —-0.288*** —0.289%***
(2.711) (2.731) (-11.033) (-11.075)
MB 0.024%** 0.025%*%* =0.077*** —=0.073%**
(2.818) (2.563) (-3.467) (-3.307)
cons —1.660%** —1.122%** S.217%%* 5.036%**
(-2.855) (-2.912) (8.092) (7.591)
Year Dummies Yes Yes Yes Yes
Industry Dummies Yes Yes Yes Yes
N 10 548 10 548 10 503 10 503
pseudo R’ 0.026 0.026 0.051 0.052
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Under Lev Over Lev
i T AL AR e
AEquity < =5% (B 1) AEquity > =5% (HL0) AEquity = 5% (I 1) AEquity < 5% (HL0)
Dev' x Epu -1.184 -0.861
(-1.433) (-1.402)
—-0.322%%* 0.007
Epu
(-2.257) (0.067)
Dev® 2.392%** -1.682 2.676%** 2.540%**
(2.370) (-1.355) (4.691) (4.435)
skskosk — sksksk sksksk kkk
EBIT T4 0.051 0.050 0.147 0.148
(8.111) (=7.865) (17.818) (17.818)
skskosk — kk sksksk — kK
LnTA 0.120 0.124 0.262 0.261
(2.998) (-2.471) (11.416) (-11.423)
MB 0.055%** 0.054* 0.027*%%* 0.027
(2.760) (1.715) (3.078) (1.067)
1.088%** 1.643 3.821%%%* 3.914%**
_cons
(3.926) (1.378) (6.436) (6.380)
Year Dummies Yes Yes Yes Yes
Industry Dummies Yes Yes Yes Yes
N 10 403 10 403 10 503 10 503
pseudo R’ 0.082 0.083 0.163 0.163
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