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The Structural Problem of China’s Non-financial Corporate Debt

Zhong Ninghua® Liu Zhikuo” He Jiaxin® and Su Chulin"
(‘a: Tongji University; b: Shanghai University of Finance and Economics;

c¢: Tsinghua University; d: Sun Yat-sen University)

Abstract: How should China deleverage it non-financial corporate sector? By analyzing four million Chinese manufacturing
company samples during the period of 1998—2013 this papers present evidence from three aspects. First which company
has borrowed the most? We find that within the sixteen year period most sample firms have already been significantly
deleveraged with the average leverage ratio declining from 65% in 1998 to 51% in 2013. In contrast only several
thousands of companies have significantly leveraged mostly large scale state-owned listed firms. Second has the change
of leverage supported by the firms’ fundamentals? We find that within the sample period significant changes have been
happened on major firm characteristics including improved profitability rising business risk and declining share of
tangible asset. These changes are aligned with the aggregate deleverage trend. We further find that for private firms the
relationship between their firm characteristics and their leverage ratios are highly consistent with the evidence of Western
companies. In contrast firm level factors are not significant in the leverage function of state owned enterprises. Third we
have preliminarily explored the effects of supply-side on firm leverage. Our results indicate that Chinese banks allocate
capitals with increasing biases toward SOEs. Moreover the issue of zombie lending occurs prior to 2008 and are aggravated
post to 2008.

Key Words: Deleverage; Non-financial Corporate Debt; Capital Structure
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