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Abstract 
The outbreak of the new crown pneumonia in 2020 has had a serious impact on China's 
economic activities and aggravated the uncertainty of economic policies. This article 
focuses on the microscopic consequences of the epidemic and empirically tests the 
impact of economic policy uncertainty on corporate financial risks. The study found that 
rising economic policy uncertainty has exacerbated the financial risks faced by 
enterprises, and the impact of the epidemic has significantly magnified this negative 
impact. Further analysis shows that this effect mainly exists in non-state-owned 
enterprises, small-scale enterprises, enterprises with higher asset-liability ratios, 
enterprises with lower current ratios, and enterprises with lower levels of cash holdings. 
This article enriches the literature on the impact of major emergencies on the micro-
economy, and also has some enlightenment for the formulation of government economic 
policies and the prevention of corporate financial risks. 
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1. Introduction 

Economic policy uncertainty refers to the unknown state that economic actors are difficult to 
predict when judging whether, when, and how policy authorities will change current policies 
(including monetary policy, fiscal policy, and industrial policy) (Gulen & Lon, 2016) [ 1]. When 
the policy is adjusted frequently, it will increase the level of economic policy uncertainty. At this 
time, it is not only difficult to achieve the corresponding policy effect, but even the reverse effect 
of inhibiting economic development will occur (Baker et al., 2016) [2]. At present, China is in a 
period of economic transformation, the external economic and financial situation is complex, 
and various deep-seated structural problems are superimposed and intertwined. The 
distinctive feature of “crossing the river by feeling the stones” makes the problem of economic 
policy uncertainty more prominent (Wang Wang et al., 2018) [3]. The sudden outbreak of the 
new crown pneumonia epidemic in early 2020 has brought a huge impact on the economic 
operation. The "fault" of the international economy is deepening, the uncertainty of recovery is 
rising, and policy trade-offs are more complicated, which intensifies the uncertainty of 
economic policy. In view of the consequences of economic policy uncertainty, scholars have 
conducted extensive research at the macro and micro levels. From a macro perspective, Zhang 
Yupeng et al. (2016) [4] found that economic policy uncertainty will have different effects on 
output in different periods. When the economy is in a rising period, it can promote the growth 
of output, but in a recession, it will Problems arise that dampen output growth. Yang Ming et al. 
(2018) [5] used the economic policy uncertainty index proposed by Baker to find that economic 
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policy uncertainty will inhibit the employment rate. Su Zhi et al. (2019) [6] found that economic 
policy uncertainty will weaken the strength of monetary policy on the positive side, especially 
after the occurrence of financial crisis and other problems. From a micro perspective, (Gulan et 
al., 2016; Rao Pingui et al., 2017; Kang et al., 2014) [1, 7, 8] are using different research methods 
to analyze the impact of economic policy uncertainty in different countries on business 
investment. When it comes to the impact, the research conclusions agree that economic policy 
uncertainty will inhibit corporate investment and affect investment efficiency. Li Jialin et al. 
(2019) [9] researched that economic policy uncertainty will reduce the level of corporate 
investment and investment efficiency through direct or indirect channels. After conducting 
research on different subjects (Wang Hongjian et al., 2014; Duong et al., 2017; Li Fengyu and 
Shi Yongdong, 2016) [10, 11, 12] found that economic policy uncertainty will increase the level 
of corporate cash holdings, mainly because In order to avoid financial risks arising from 
shortage of funds. Studies on the impact of economic policy uncertainty on output, economic 
growth, corporate investment, and corporate cash holdings have reached certain conclusions. 
Then, what is the impact of economic policy uncertainty on corporate financial risk? Especially 
in a major emergency such as the epidemic, what is the impact? Existing studies have not given 
corresponding answers. 
Existing research on the economic impact of the epidemic and the uncertainty of economic 
policy provides a useful reference for this article. Based on the outbreak of the epidemic in 2020, 
this paper examines the impact of economic policy uncertainty on microeconomic entities, 
studies the impact of economic policy uncertainty on corporate financial risks, and the impact 
of economic policy uncertainty on corporate financial risks under the impact of the epidemic. 
degree of influence. And in the further analysis, we will study the difference of this influence 
effect in enterprises with different property rights, scale, current ratio and cash holding level. 
The possible contributions of this paper mainly include the following three aspects: First, this 
paper discusses the impact of economic policy uncertainty on microeconomic entities from a 
new perspective of corporate financial risk, deeply considers the impact of economic policy 
uncertainty on corporate financial risk, and expands research in related fields. Second, this 
paper uses the COVID-19 epidemic as the research background to test the impact and 
consequences of economic policy uncertainty at the micro level, enriching the empirical 
research on the impact of emergencies on enterprises. Third, this paper provides certain policy 
inspirations for government departments to formulate relevant policies and corporate financial 
risk management in response to sudden crisis events. 

2. Theoretical Analysis and Research Hypotheses 

2.1. Economic Policy Uncertainty and Corporate Financial Risks 
The impact of economic policy uncertainty on corporate financial risk is mainly reflected in 
three aspects: corporate financing, investment and operation. First of all, for equity investors, 
the main purpose is to realize value appreciation to obtain corresponding benefits. However, 
when the uncertainty of economic policy increases, the possibility of realization of related 
benefits is difficult to predict, and investors will selectively reduce capital investment. 
Therefore, it is difficult for enterprises to achieve financing purposes through equity financing. 
Debt financing refers to borrowing funds from similar financial institutions such as banks in the 
capital market. As a representative financial institution in the capital market, banks are more 
likely to be directly affected by the uncertainty of economic policies. After the impact, its ability 
to provide financial support to enterprises will be greatly reduced (Chi & Li, 2017) [13]. It can 
be seen that, on the one hand, the increase in economic policy uncertainty will lead to 
difficulties in cash turnover of enterprises (Wang Hongjian et al., 2014) [10], and there will also 
be serious problems such as a significant increase in financing costs and difficulties (Tan 
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Xiaofen and Zhang Wenjing, 2017) [10] 14], resulting in insufficient corporate capital holdings. 
On the other hand, in the face of rising economic policy uncertainty, banks will continue to 
increase loan approval procedures, difficulty in approval, and reduce loan amounts due to their 
own risk management; banking institution regulatory authorities will also require To increase 
bank deposit reserves to deal with risks, banks will be greatly limited in the amount of lending, 
so it is more difficult for enterprises to finance bank debts. Secondly, the increase in economic 
policy uncertainty will also have an impact on investment, mainly in the following three aspects: 
First, enterprises will be in a complex economic environment when economic policy 
uncertainty increases, investment expectations are difficult to predict, and enterprises In order 
to avoid investment risks, management will reduce the scale of corporate investment as much 
as possible (Drobetz et al, 2018) [15]. Second, when the uncertainty of economic policy rises, 
even if there is an investment direction with considerable returns, companies will make 
decisions to reduce or not invest due to the problems of financing costs and financing 
difficulties (Gulen & Ion, 2016). 1]. Third, enterprises may face bankruptcy risks when the 
uncertainty of economic policies increases seriously. Even if there are considerable financing 
channels, enterprises will change their investment decisions to cope with the current 
bankruptcy risks (Azzimonti, 2011) [16]. Thirdly, business operations will also be negatively 
impacted by the uncertainty of economic policies. The laws of business activities to which 
enterprises are adapted are easily damaged, and major business activities are severely 
hindered. The rise of economic policy uncertainty will have different degrees of impact on 
corporate financing, investment and operation, which is the relevant content of corporate 
financial risk management. Under this circumstance, corporate financial risk problems will 
emerge. Based on the above analysis, the first hypothesis of this paper is put forward: 
H1: Other conditions are limited, and the rise of economic policy uncertainty will exacerbate 
the financial risks faced by enterprises. 

2.2. Economic Policy Uncertainty and Corporate Financial Risks under the 
Impact of the Epidemic 

The outbreak of the new crown pneumonia epidemic has put the national economy in an 
unprecedented predicament. Comprehensive epidemic prevention and isolation work in China, 
and effective control of the spread of the epidemic through strict isolation will have a great 
impact on the economy. The main reasons affecting the economy are as follows: the people’s 
home isolation has caused a sharp drop in consumer demand, and enterprises are faced with a 
series of practical problems such as the inability to resume work, the inability to carry out 
business activities, and the rupture of the capital chain; it is inevitable to strictly carry out 
epidemic prevention and control during the current epidemic. However, from an economic 
point of view, the essence of economic recession is that demand is severely impacted. The 
epidemic has not only severely impacted demand, but also the supply side. When both demand 
and supply are severely affected at the same time, the economic recession may be long-term. It 
can be seen that the new crown pneumonia epidemic will inevitably bring serious economic 
problems. 
After the outbreak of the epidemic, there are problems in the economy, and the macroeconomic 
policy department needs to launch a series of economic policies for macroeconomic control. 
However, it is difficult to grasp the direction, strength and structure of macroeconomic control 
in emergency situations. Further exacerbating the problem of rising economic policy 
uncertainty, the investment and financing problems of enterprises under this circumstance will 
become more obvious. Based on the above analysis, it is expected that due to the impact of the 
new crown pneumonia epidemic, the negative impact of economic policy uncertainty on 
corporate financial risks will be significantly magnified. Therefore, the second hypothesis of 
this paper is proposed: 
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H2: Other conditions are limited. The impact of the new crown epidemic has significantly 
magnified the negative impact of economic policy uncertainty on corporate financial risks. 

3. Research Methods and Design 

3.1. Sample Selection and Data Sources 
This paper uses the China Economic Policy Uncertainty Index constructed by (Baker et al., 2016) 
[2] to measure economic policy uncertainty. Select the quarterly data of A-share listed 
companies from 2012 to 2020 as the initial research sample, and the financial data comes from 
the CSMAR database. Drawing on existing research, this paper processes the samples as follows: 
(1) excluding financial and insurance listed companies; (2) excluding ST and *ST companies; (3) 
excluding samples with missing data; (4) eliminating extreme values The continuous variables 
involved in this paper are abbreviated at the 1% and 99% levels. 

3.2. Variable Definition 
3.2.1. The Explained Variable 
The explained variables are measured by the Z-score of enterprise financial risk. Z-score is a Z-
score model made by American expert Altman with corresponding coefficients for 
representative indicators that may affect corporate financial problems: Z=1.2X1+1.4X2+3.3X3 
+0.6X4+0.999X5. X1=current capital/total assets=(current assets-current liabilities)/total 
assets, X2=retained earnings/total assets, X3=earnings before interest and taxes/total assets, 
X4=equity market value/total liabilities=(stock price*stock Quantity)/Total Liabilities, 
X5=Sales/Total Assets. Generally, the larger the Z value, the smaller the financial risk of the 
enterprise, and the smaller the Z value, the greater the financial risk of the enterprise. 
3.2.2. Explanatory Variables 
The explanatory variables in this paper are measured by the economic policy uncertainty index 
compiled by (Baker et al., 2016)[2]. The financial data used in this paper are quarterly data, and 
in the process of calculating the economic policy uncertainty index, EPU = economic policy 
uncertainty data in the last month of each quarter/100. This paper also adopts the method of 
dividing by 100. In addition, the robustness test is carried out in the robustness test section by 
using a different calculation method to obtain the quarterly economic policy uncertainty index. 
3.2.3. Control Variables 
When selecting control variables, this paper draws on the research of (Wang Qianhong, 2017; 
Xue Long, 2019; Meng Qingbin, 2019) [17, 18, 19]. Select total assets (SIZE), total asset growth 
rate (AGR), inventory turnover (ITO), total asset turnover (ATO), and quick ratio (QKT) as the 
control variables studied in this paper. The specific variable definitions are shown in Table 1. 
 

Table 1. Variable Definition Table 
Variable Variable Meaning Calculation Method 

Z-score Corporate Financial Risk Z=1.2X1+1.4X2+3.3X3+0.6X4+0.999X5 

EPU Economic Policy Uncertainty Using the economic policy uncertainty index compiled by Baker et al. (2016) 

SIZE  The natural logarithm of the company's total assets for the year 

AGR Growth rate of total assets 
 

Growth of total assets at the end of the year/Total assets at the beginning of the year 
 

ATO Total Asset Turnover Ratio  Operating Income / Total Assets Closing Balance 

ITO Inventory Turnover  Operating Cost/Average Inventory Occupancy 

QKT Quick Ratio (Current Assets - Inventory) / Current Liabilities 

SOE Properties of property rights If the actual controller is state-owned, the value is 1, otherwise it is 0 
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3.3. Model Design 
In order to test Hypothesis 1, this paper constructs the regression model (1) as follows: 
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Among them, the subscript i represents the enterprise. In order to test the impact of economic 
policy uncertainty on corporate financial risk, the Z-score of corporate financial risk is used as 
the explained variable, the economic policy uncertainty index EPU is used as the explanatory 
variable, CONTROLS is a set of control variables, INDUSTRY and PROVINCE are respectively are 
industry fixed effects and province fixed effects, and ε represents the residual term of panel 
data. 
To test Hypothesis 2, construct the following regression model (2): 
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In model (2), the interaction item EPU×POST is added. The measurement of POST refers to the 
outbreak of the new crown epidemic in the whole country in 2020. When the year is 2020, 
POST=1, otherwise it is 0. 

4. Analysis of Empirical Results 

4.1. Descriptive Statistics 
The descriptive statistics of the main variables involved in this paper are shown in Table 2 
below. According to the specific data in Table 2, it can be concluded that the minimum value of 
Z-score to measure the financial risk level of enterprises is 0.630, and the maximum value is 
33.05, indicating that there are large differences in the financial risk of enterprises among 
enterprises; the average value of EPU of economic policy uncertainty It is 8.311 and the 
standard deviation is 1.260, indicating that the uncertainty of economic policy fluctuates 
greatly; there is a large gap between the standard deviation and the mean value of enterprise 
scale, indicating that there is a large difference in the scale of enterprises; it is more obvious 
from the table. It can be found that the difference between the maximum value and the 
minimum value of the inventory turnover rate ITO is very large, indicating that the realization 
ability of inventory varies greatly among enterprises. Descriptive statistics about the remaining 
variables are shown in Table 2. 
 

Table 2. Descriptive statistics of the main variables 
Variable N Mean Median S.D. Min Max 

Z-score 17544 6.068 4.162 5.987 0.729 39.66 

EPU 17544 4.764 3.6489 2.105 1.813 7.919 

GROWTH 17544 0.414 0.160 0.997 -0.679 7.191 

QKT 17544 1.896 1.280 1.937 0.209 12.82 

AGR 17544 0.190 0.101 0.316 -0.317 1.947 

ITO 17544 15.57 3.930 60.36 0.161 516.7 

ATO 17544 0.605 0.520 0.389 0.077 2.332 
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4.2. Analysis of Regression Results 
4.2.1. Economic Policy Uncertainty and Corporate Financial Risks 
The relevant results of the regression of the sample data according to the model (1) are shown 
in Table 3. Among them, column (1) is the correlation regression result after considering the 
dummy variables of industry and province, the EPU coefficient is -0.0012, the economic policy 
uncertainty and Z-score value are significantly negatively correlated at the level of 1%, and 
column (2) is In the regression results after adding enterprise-level control variables, the EPU 
coefficient is -0.0011. Similarly, economic policy uncertainty is significantly negatively 
correlated with the Z-score value at the 1% level. Since the smaller the Z-score value, the greater 
the financial risk of the enterprise, which shows that the economic policy uncertainty is 
positively correlated with the financial risk of the enterprise. The higher the uncertainty of the 
economic policy, the higher the financial risk level of the enterprise. 
 

Table 3. Economic Policy Uncertainty and Corporate Financial Risks 

Variable 
Z-score 

(1) (2) 

EPU1 
-0.4059*** -0.3830*** 

(-9.0385) (-12.5500) 

QKT 
 2.1411*** 

 (54.7062) 

AGR 
 -0.7848*** 

 (-6.1929) 

ITO  0.0007 

 (1.0887) 

ATO 
 0.8331*** 

 (8.8697) 

GROWTH 
 -0.1011*** 

 (-2.8422) 

SIZE 
 -0.6628*** 

 (-21.4594) 

Constant 
8.5220*** 19.6458*** 

(21.7504) (24.9189) 

Industry Control Control 

Province Control Control 

N 17544 17544 

Adj.R2 0.1028 0.6232 

Note: *, **, *** indicate significance at the 10%, 5% and 1% levels, respectively; robust standard 
deviations are in brackets, the same below. 
4.2.2. Economic Policy Uncertainty and Corporate Financial Risks under the Impact of 

the Epidemic 
The relevant results of the regression of the sample data according to the model (2) are shown 
in Table 4. To investigate the impact of the epidemic on the relationship between economic 
policy uncertainty and corporate financial risk, columns (1) and (2) are the regression results 
of policy uncertainty and corporate financial risk under the impact of the epidemic before and 
after adding control variables. The coefficients of the items EPU×POST are -0.0001 and -0.0026 
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respectively, and after adding enterprise-level control variables, they are significant at the level 
of 1%. The outbreak of the epidemic has exacerbated the negative impact of economic policy 
uncertainty on enterprise financial risks. The related results validate Hypothesis 2. 
 

Table 4. Economic policy uncertainty and corporate financial risks under the impact of the 
epidemic 

Variable 
Z-score 

(1) (2) 

EPU 
-0.0010*** -0.0001 

(-2.8040) (-0.2366) 

POST 
0.3548 2.3277*** 

(0.6836) (3.1489) 

EPU×POST 
-0.0001 -0.0026*** 

(-0.2037) (-2.7090) 

Control Variable Not Controlled Control 

_cons 
5.6066*** 13.4596*** 

(9.1245) (19.7311) 

Industry Control Control 

Province  Control Control 

N 17544 17544 

Adj.R2 0.0630 0.0798 

4.3. Robustness Test 
Table 5. Robustness test regression results 

Variable 
Model(1) Model(2) 

(1) (2) (3) (4) 

EPU 
-0.1231*** -0.1083*** -0.1023*** -0.0133 

(-2.6670) (-3.5468) (-2.8040) (-0.2366) 

POST 
  0.3548 2.3277*** 

  (0.6836) (3.1489) 

EPU×POST 
  -0.0138 -0.2595*** 

  (-0.2037) (-2.7090) 

Control Variable Not Controlled Control Not Controlled Control 

Industry Control Control Control Control 

Province Control Control Control Control 

N 17544 17544 17544 17544 

Adj.R2 0.0626 0.0732 0.0630 0.0651 

 
In order to increase the robustness of the conclusions of this paper, this paper conducts the 
following robustness tests on model (1) and model (2): In the robustness test part, the 
calculation of the economic policy uncertainty index adopts EPU= ( ∑ Economic Policy 
Uncertainty Index /3) /100. In this part, the calculation method is borrowed from (Rao Pingui 
et al., 2017) [7]. The same method is used as the above. In order to make the obtained data 
reach the same order of magnitude as the enterprise, this paper also adopts the method of 
dividing by 100. The regression results of the robustness test are shown in Table 5. For the 
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regression results of model (1), it can be found that the uncertainty of economic policy is 
negatively correlated with the Z-score value at the level of 1%. The greater the financial risk, 
the positive correlation between economic policy uncertainty and corporate financial risk. For 
the regression results of model (2), the coefficient of the interaction term EPU×POST is negative 
and significant at the 1% level, indicating that the outbreak of the epidemic has significantly 
increased the negative impact of economic policy uncertainty on corporate financial risks. The 
empirical results are consistent and verify the robustness of the research conclusions. 

4.4. Endogenous Problems 
On the one hand, from the perspective of the relevant national macroeconomic policy makers, 
the formulation of economic policies needs to consider the operation of the micro-enterprise 
economy, and the economic behavior of micro-enterprises generally does not affect the 
economic policy at the national level. On the other hand, the occurrence of the new crown 
pneumonia epidemic is a sudden event, and it is easier to observe and test the impact of 
economic policy uncertainty on corporate financial risks under its impact. Therefore, there is 
no obvious endogenous problem between economic policy uncertainty and corporate financial 
risk under the epidemic. 

5. Research Conclusions and Recommendations 

This paper uses the quarterly data of listed companies from 2015 to 2020 as a research sample, 
and takes the exogenous event of the new crown pneumonia epidemic as the background to 
empirically study the impact of economic policy uncertainty on corporate financial risks. The 
research results show that economic policy uncertainty is positively correlated with corporate 
financial risk. Further analysis shows that this effect mainly exists in non-state-owned 
enterprises, smaller enterprises, enterprises with lower current ratios, and enterprises with 
lower levels of cash holdings. This paper enriches the literature on the impact of major 
emergencies on the micro-economy, and also has certain implications for government 
economic policy formulation and corporate financial risk prevention. 
Based on the above analysis, relevant suggestions are put forward as follows: From the 
perspective of policy makers, the government, as the main body of macro-control, is also the 
maker of relevant policies. The realization of the stability and accuracy of economic policies is 
an important part in the formulation of relevant economic policies. The formulating authorities 
can try their best to adapt to local conditions, refer to and coordinate economic policies from 
various angles. Under emergencies like the epidemic, the degree of uncertainty in economic 
policies will increase, and the negative impact of this will not be underestimated. Government 
departments firmly control the key links in the formulation of relevant policies, which is the 
key to achieving stable and effective economic policies. necessary condition. From the 
perspective of enterprises, it is particularly important for enterprises to strengthen internal 
risk management mechanisms and achieve a high-level management system that is not chaotic 
in the face of danger. On the one hand, if an enterprise wants to control financial risks, it needs 
to strengthen its ability in investment, financing and operation. On the other hand, under 
emergencies similar to the epidemic, enterprises must have a certain ability to deal with the 
uncertainty of external economic policies. While actively responding to the policies issued by 
government departments, they should coordinate and effectively reduce the uncertainty of 
economic policies. impact of risk. 
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