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How Does Economic Policy Uncertainty Influence

Corporate Investment Behavior?
CHEN Guojin, WANG Shaogian(Xiamen University, 361005)

Abstract: It is widely acknowledged that the increasing economic policy uncertainty inhibits corporate
investment behavior, but the corresponding internal transmission mechanisms are still unknown to the
public. Under a framework of a representative firm’s multi-period optimal investment decision, this paper
builds a theoretical model to discuss the transmission mechanisms hiding behind the impact of economic
policy uncertainty on corporate investment behavior, and further empirically tests the model based on
quarterly data of Chinese listed firms. Theoretical and empirical conclusions show that the increasing
economic policy uncertainty inhibits corporate investment behavior through both cost of capital channel
and marginal revenue of capital channel. Meanwhile, the above transmission mechanisms are counter-
cyclical and asymmetric among industries. Thus, when the government stimulates corporate investment
through economic policy, it should keep the consistency of economic policy on one side, and on the other
side, pay close attention to dynamics of firms’ cost of capital and efficiency of capital value-added. In
addition, the government should also flexibly stimulate corporate investment by industrial policy.

Keywords: Economic Policy Uncertainty, Cost of Capital, Marginal Revenues of Capital, Corporate

Investment Behavior
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