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Ratio of Non-financial Listed Companies
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Summary: Stabilizing the leverage ratio of enterprises is an important equilibrium point for a-
chieving macroeconomic stable growth and preventing risks. Based on the quarterly data of 3,
154 non-financial listed companies on the Shanghai and Shenzhen A-share markets from 2004 to
2019, this paper investigates the impact and mechanism of the sudden stop of international capital
flows on the growth rate of the leverage ratio of listed enterprises.

This paper finds that: (1) The sudden stop of international capital flows will cause a
99. 56 % decline in the growth rate of the leverage ratio of non-financial listed companies. Both the
sudden stop of debt capital and equity capital flows have a negative effect on the leverage ratio,
and this impact is persistent; (2) The negative impact of the sudden stop shock on the leverage
ratio of enterprises is more obvious in non-state-owned enterprises, high foreign trade regions,
and enterprises with high investment payback periods; (3) The sudden stop of debt capital main-
ly reduces the growth rate of the leverage ratio by reducing enterprise credit. The sudden stop of
equity capital flows can affect the leverage ratio of enterprises through two channels: reducing en-
terprise credit and depressing asset prices. In addition, for foreign enterprises, the asset price
channel is the main path for the sudden stop shock to affect their leverage ratio growth, while the
credit channel is the main path for the sudden stop shock to affect the leverage ratio growth of do-
mestic enterprises; (4) Strengthening capital account control, implementing classified and targe-
ted macroprudential supervision, and “counter-cyclical” foreign exchange market intervention can
effectively alleviate the impact of the “sudden stop” of capital flows on the leverage ratio of enter-
prises. This paper provides micro-evidence at the enterprise level for revealing the financial risks
derived from the sudden stop of international capital flows and provides policy inspirations for
China to deepen the opening of financial markets, improve the efficiency of financial services for
the real economy, and prevent external shock risks.

The marginal contributions of this paper are reflected in the following aspects: First, using
the data of non-financial listed enterprises in the Shanghai and Shenzhen stock markets, regarding
the “sudden stop” of international capital flows as a macro shock, this paper specifically examines
the relationship between the sudden stop of international capital flows and the leverage ratio of en-
terprises, enriching the related research on the influencing factors of the enterprise leverage rati-
0; Second, it expands the research on the financial risks derived from international capital flows.
Currently, most of the literature on capital flows and financial risks is based on perspectives such
as the probability of financial crises and the international contagion of financial risks, lacking mi-
cro-level evidence; Third, this paper divides international capital and examines more meticulous-
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ly the impact of the sudden stop shock of equity capital and debt capital flows on the growth rate
of the leverage ratio, as well as the channel differences of domestic and foreign-funded enterprises
encountering the sudden stop shock and the differences in short-term and long-term leverage ad-
justments of enterprises in response to the sudden stop shock; Finally, this paper further studies
the effect of capital control policies, “counter-cyclical” adjustment policies in the foreign exchange
market, and macroprudential supervision policies in responding to the sudden stop shock of inter-
national capital flows and stabilizing the leverage ratio of listed enterprises, providing policy ref-
erences for the prevention and control of financial risks.

Key words: Sudden Stop of International Capital Flows; Leverage Ratio of Non-financial En-

terprises; Banking Credit; Asset Price; Capital Controls;
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