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Abstract - We study the effects of economic policy uncertainty on corporate financial policy. The sample covers the S&P 
1500 firms during 1986-2015. The result suggests that when the uncertainty of government economic policies increases, the 
company will reduce its total liability and long-term liability, increase short-term liability, and reduce cash holdings. 
 
Index Terms - Economic policy uncertainty; financial policy 
 
I. INTRODUCTION 
 
Unlike prior studies, which focus mainly on 
investment uncertainty or examine how corporate 
managers take financial decisions in reaction to an 
extreme credit crunch in the short term 
(e.g.,Reference [2]; Reference [1]), we extend the 
research scope to study the relationship between the 
uncertainty associated with government’s economic 
policy and the financing, dividend, and cash decisions 
taken by corporate managers. We identify empirically 
the causal effects by examining the impact of policy 
uncertainty on several financial variables that proxy 
for corporate financing, payout, and liquidity 
management decisions. To the best of our knowledge, 
there have been no studies so far that examine the 
long-term relationship between economic policy 
uncertainty and corporate financial decisions. Thus, 
the empirical results have broad applications and 
contribute to a deeper understanding of the impact of 
macroeconomic conditions on corporate financial 
decision-making. 
 
II. SAMPLE AND METHODOLOGY 
 
We collect the S&P 1500 firms from January, 1986 
through December, 2015, excluding financial 
companies and utilities because of their unique 
financial characteristics. The information of financial 
statements and stock prices of sample firms are also 
collected from the Datastream database. 
The measurement of economic policy uncertainty is 
based on the economic policy uncertainty index 
compiled by Reference [3]. 
To assess the relationship between economic policy 
uncertainty and corporate financial policies, we use a 
panel regression with firm and year fixed effect as 
follows: 
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(1) 
where FinPolicy  denotes corporate financial 

policies; EPU  denotes the index of economic policy 
uncertainty; a set of variables regarding a corporate 
financial policies are included as control variables, 
including the firm size, profitability, capital 
expenditures;

i denotes firm fixed effects;
t denotes 

year fixed effects.  
 
III. EMPIRICAL RESULTS 
 
Table I presents the estimated results of Equation (1), 
where dependent variables are total debt (TDTA), 
long-term debt (LTDTA) and short-term debt 
(STDTD). The coefficients on EPU are both 
statistically significant at the 1% level in Columns (1) 
and (2), suggesting that economic policy uncertainty 
leads to firms reducing their total debt and long-term 
debt. In contrast, the coefficient on EPU in Column 
(3) is positive and significant at the 5% level, 
indicating that the company will increase the use of 
short-term debt in the face of uncertainty. 

 
Table I Relationship between economic policy uncertainty and 

corporate financing policy 
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Table II Relationship between economic policy uncertainty and 
corporate payout and liquidity management policy 

 
Table II presents the estimated results of Equation (1), 
where dependent variables are payout ratio 
(PAYOUT), dividend yield (YIELD) and cash 
holdings (CASH). The coefficient on EPU in Column 
(3) is statistically negative at the 1% level, suggesting 

that the company reduce the cash holding facing the 
economic policy uncertainty. The coefficients on 
EPU in Columns (1) and (2) are insignificant, 
indicating there is no association between corporate 
payout policy and economic policy uncertainty.  
 
CONCLUSION 
 
Most previous studies have explored the relationship 
between economic policy uncertainty and corporate 
investment policy. This paper focuses, however, on 
corporate financing, payout, and liquidity 
management policies. The evidence suggests that The 
result suggests that when the uncertainty of 
government economic policies increases, the 
company will reduce its total liabilities and long-term 
liabilities, increase short-term liabilities, and reduce 
cash holdings. 
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