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OUTLINE AND TAKEAWAYS

• Motivations
ü Corporate debt surged in China and globally

• Empirical analysis
ü The role of the share of internally financed capital 
expenditure (IFCE) in corporate leverage
üFour simple benchmarks with a host of control variables

• Main findings: takeaways
Ø A higher ratio of corporate earnings over capex (IFCE) 
significantly slows corporate debt buildup
Ø A central finding robust to specifications and controls
Ø Gov’t debt also negatively influences corporate leverage 
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CHANGE OF ALL DEBT TO THE NON-FINANCIAL 
SECTOR,  % OF GDP (2008Q1-2018Q1) 
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TOTAL DEBT TO THE NON-FINANCIAL SECTOR, % 
OF GDP (END 2017)
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CHANGE OF CORPORATE DEBT, % OF 
GDP (2008Q1-2018Q1)
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CORPORATE DEBT/GDP AND INTERNALLY 
FINANCED CAPITAL EXPENDITURE
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MAIN FINDINGS

1. Robust and strong evidence of negative and significant 
impact of IFCE on change in corporate debt

2. Real economic factors matter more than monetary 
factors (growth, PPP, investment rate).

3. Investment rate contributes to corporate leverage, but 
saving rate actually dampens it.

4. Tentative evidence on consistently negative effects of 
government debt on corporate leverage: interactions?
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3. EMPIRICAL ANALYSIS: BASELINE SPECIFICATION

• CorpDebt: Corporate debt, % of GDP
• IFCE:  Ratio of corporate earnings over capital formation
• GovDebt:  Government debt, % of GDP
• Crisis dummy and interaction with IFCE
• Other control variables

Ø Group I: domestic real economic factors
Ø Group II: global and monetary factors
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3. EMPIRICAL ANALYSIS: 4 BENCHMARKS

(A)

(B)

(C)

(D)
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TABLE 1: FOUR BASIC BENCHMARKS (NO Θ)
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TABLE 2: DOMESTIC REAL ECONOMIC FACTORS (A)
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TABLE 3: DOMESTIC REAL ECONOMIC FACTORS (B)
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TABLE 4: GLOBAL & MONETARY FACTORS (A)
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TABLE 5: GLOBAL & MONETARY FACTORS (B)
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TABLE 6: ALL FACTORS COMBINED 
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TABLE 7: ONLY SIGNIFICANT CONTROLS
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TABLE 8: ALTERNATIVE CRISIS DUMMY 
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TABLE 9: SAVING REPLACING INVESTMENT 
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CONCLUSIONS AND FUTURE WORKS

v Strong and robust evidence that internally financed capex 
negatively and significantly affects corporate leverage.

v Tentative evidence of negative effects of government debt 
on corporate leverage, suggesting their possible interactions.

v Real economic factors matter more than monetary factors 
v Investment strongly drives up corporate debt, while higher 
saving actually dampens corporate leverage

v Efficiency of investment is central to corporate deleveraging
Ø Both higher IFCE and lower required investment slow corporate debt

v Work still in progress --- future works ahead
Ø Additional control variables to be considered

Ø Other estimators: e.g. System-GMM estimator
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