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ABSTRACT
A decade after the 2007–2009 financial crisis, the covid-19 pandemic causes disruptive
economic conditions and its uncertain nature makes the formulation of macroeco-
nomic policy response challenging. Meanwhile, extremeweather and natural disasters
linked to climate change become more frequent and adversely affect the economy.
These challenges highlight the importance of better understanding the effects of
macroeconomic conditions on corporate decisions. This article reviews the related
macro-finance literature and introduces articles included in this special issue on this
theme. In the end, we suggest possible future research directions.
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1. Introduction

Since Modigliani and Miller (1958), economists have made effort to understand financing decisions. Macroe-
conomic conditions induce risk and uncertainty and thus naturally serve as important factors for corporate
decisions. As outlined in the seminal work of Fischer and Merton (1984), ‘macroeconomics analyses the
behaviour of the entire economy, and hence, by definition, encompasses and draws upon the field of finance’.
Macroeconomics have been widely considered in asset pricing models in assessing the link between asset prices
and economic fluctuations (Cochrane 2017). Recently, the covid-19 pandemic and climate change pose a threat
to our global economy, and macroeconomic policy actions are key to addressing the challenges. The increas-
ingly uncertain macroeconomic conditions have sparked substantial interest in the implications on corporate
decisions. This article provides a selective survey of the literature on this theme.

Since economic conditions affect cash flow, firms are expected to make policy choices according to econ-
omy’s business cycle phase. Hackbarth,Miao, andMorellec (2006) provide a first step towards understanding the
macroeconomic impact on corporate decisions. Their contingent claims model of the levered firm predicts that
macroeconomic conditions influence both credit risk and firms’ financing decisions. In particular, firms adjust
their capital structure more often and by smaller amounts in booms than in recessions. Following this, a few
studies provide novel theoretical frameworks to bring macroeconomic conditions into dynamic capital struc-
ture models. Bhamra, Kuehn, and Strebulaev (2010) use a general equilibriummodel to show that time-varying
macroeconomic conditions determine the optimal financial structure of firms and that financially constrained
firms choose more pro-cyclical policies. Chen (2010) focuses on how business cycle risks affect firms’ financing
decisions and build a dynamic capital structure model to predict that a firm with procyclical cash flows should
have lower leverage. These theoretical studies add to the understanding of corporate decisions and frictions in
various macroeconomic environment.
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Korajczyk and Levy (2003) opens a new research avenue on the empirical assessment of how financing deci-
sions are influenced by the state of the economy. They find that macroeconomic conditions, accounting for 12%
to 51% of the time-series variation in firm leverage, significantly determine issue choice for unconstrained firms
but less so for constrained firms. Cook and Tang (2010) extend the scope from capital structure to the firms’ cap-
ital structure adjustment speed which is driven by general economic conditions as well. They provide evidence
that firms tend to adjust faster toward target leverage in good macroeconomic states in terms of term spread,
default spread, GDP growth rate, and market dividend yield. Halling, Yu, and Zechner (2016) study the cycli-
cality of corporate capital structures and find that observed and target leverage evolve counter-cyclically over
the business cycle. Daskalakis, Balios, and Dalla (2017) focus on small-and medium-sized enterprises (SMEs).
Based on a partial adjustment model, they find that short-term and long-term debt ratios follow different pat-
terns regarding their adjustment speeds during crisis. Most of these studies are based on one country in their
settings making the generalization of the results a problem, with the exception of Halling, Yu, and Zechner
(2016), which notices that leverage varies distinctively between US and international samples. This suggests the
needs of further investigation across countries with different macroeconomic states.

Since economic downturns can create a credit crunch (Holmstrom and Tirole 1997) and investors become
more risk averse due to the flight-to-quality effects, macroeconomic conditions are expected to affect firms’
abilities to raise capital. Erel et al. (2012) find that macroeconomic conditions affect both firms’ abilities to raise
capital and themanner in which they raise capital. Interestingly, poormacroeconomic conditions do not impede
the supply of capital for highly rated firms because investors becomemore favourable to lower-risk investments.
Highly rated firms are better off to raise capital when the cost of capital low in economic downturn. Other
studies link the return of bonds and equities with macroeconomy. Bali, Subrahmanyam, and Wen (2021) show
that the premium in the corporate bond market is associated with its exposure to macroeconomic uncertainty.
Barbopoulos, Adra, and Saunders (2020) document wealth effects of the timing ofM&A announcements.M&As
announced on macro-indicator announcement days have higher risk-adjusted returns. This study reveals a new
alerting channel for the macroeconomic news to influence capital markets.

Some studies focus onmore specificmacro-indicators. Gupta andKrishnamurti (2018) regard oil prices as an
important macroeconomic indicator which affect cost input factors, cash flow, financing costs and in turn cor-
porate decisions. They provide evidence that favourable macroeconomic conditions can strengthen the positive
relation between firm risk-taking and oil prices. Ben-Nasr (2019) focuses on effects of worker unemployment
costs on corporate finance decisions and finds that firms tend to take conservative financial policies to decrease
the risk of costly layoffs. When a policy provides significant downside insurance to unemployed workers in
France, Hombert et al. (2020) find that there is a large increase in firm creation, implying that talented but
risk-averse people have got opportunities to explore self-employment.

Overall, the literature of macro-finance on corporate decisions largely focuses on a limited number of firms’
decisions such as capital structure and there is a need to better understand their implication on other corporate
decisions and on other types of settings such as Fintech platforms. Section 2 introduces the conference to pro-
mote the research on this theme. Section 3 discusses the articles included in this special issue. Section 4 discuss
possible directions of future research and concludes.

2. Macro-finance conference

To promote and advance the research on macro-finance, Sun Yat-Sen University held a conference in
Guangzhou, China in December 2019 on the Impact of Macroeconomic Conditions and Policies on Corpo-
rate Decisions. This conference aimed to bring more awareness to this important theme and promoted debate
on how macroeconomic policies might result in expected or unexpected outcomes in capital markets. Careful
integration of macroeconomy policies research and corporate finance research will yield fruitful insights. More
than 70 papers were submitted to this conference by scholars all over the world. Based on the review of con-
ference committee, 28 papers were invited for presentation in the conference (either online or in person) and
submission to the journal. After a double blind review process, 10 papers were accepted for this special issue.

The conference keynote speakers were Professor Iftekhar Hasan from Fordham University and Professor
Marco Trombetta from IE University. Professor Hasan’s keynote address covered his two recent studies on
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political ties and debt financing. The first one was on sovereign debts. Professor Hasan showed that the closer
political ties with the US improve sovereign borrowing conditions in terms of sovereign credit ratings and
sovereign bond yields. However, he also pointed out that the results are historical and based on past stance,
form, and nature of US foreign policy and its status as the world’s dominant superpower. The second one was
on corporate bonds. ProfessorHasan examined the effects of political ties on corporate bond issuances by foreign
firms in the US Yankee Bond market. He showed evidence that stronger political ties with the US reduce bor-
rowing costs, increase bond issuance and lengthen maturities. He concluded that political ties with the US have
strong implications for the foreign economies (Sovereign Ratings) and ultimately their firms (Yankee Bonds)
with important implications for macro-and micro-level financing.

Professor Trombetta’s Keynote address was on macroeconomics and financial reporting (FR). Based on his
keynote speech, Professor Trombetta developed a state-of-the-art survey that is featured in this special issue. In
Trombetta (2021), he argues that FR can play an important role in the functioning of the whole economy. He
firstly explores some channels, such as fair value accounting and fair value rules and regulations, through which
firm-level FR affects financial stability. Then he examines the existing literature and summarizes that changes in
the macroeconomic environment affect the output of the FR activity and the market prices. He further adopts
the conceptual framework developed for the firm-level FR activity to analyse the governmental FR. He shows
that governmental FR activity is affected by incentives and creative accounting. Trombetta (2021) concludes
that the relationship between FR and macroeconomics is shaped by incentives. However, the incentives during
a crisis period are different from those present during non-crisis periods. It is very important to consider these
differences when the agents use FR as a fundamental source of information for their decisions.

3. Articles in this special issue

In this section, we summarize the findings and implications of other nine accepted articles in this special issue.
The roles of short selling stimulate debate among academics and policy decision-makers (Karpoff and Lou

2010;Massa, Zhang, and Zhang 2015; Li et al. 2018). Since 2010, China has launched a pilot short-selling scheme
to gradually lift the ban on margin trading and short selling for designated stocks. Cao et al. (2021b) apply a
quasi-natural experiment research design to explore the causal impact of this staggered short-sale deregulation
on corporate tax aggressiveness. In contrast to the findings by Luo, Ni, and Tian (2020), their difference-in-
differences estimates show that the introduction of a short-selling scheme significantly discourages pilot firms
from engaging in aggressive tax avoidance in China. The negative effect of short selling on tax aggressiveness
is more pronounced for firms with high advertising intensity, high institutional holdings, and CEO duality and
in regions with weak tax law enforcement. They also demonstrate that Luo, Ni, and Tian (2020)’s empirical
work can be challenged in terms of data selection and the methodology employed, which may invalidate their
results. They conclude that the reduction in tax aggressiveness is likely driven by the external monitoring and
disciplinary imposed by short-sellers. Their study has advanced the understanding of the roles short selling plays
in emerging markets.

Whether the financial structure is relevant for economic growth has been a subject of intense debate in both
academic and policy circles. Liu et al. (2021) provide new cross-country evidence to this debate by evaluating the
role of political risk, development stage, and their interactions with the financial system structure and economic
development. They find that a more market-based financial system is associated with higher levels of economic
growth, and the impact of financial structure is stronger for countries with lower political risks and higher levels
of economic development. Their findings have important implications for policymakers to decide the optimal
mixture of banks and equity markets in different development stages to benefit a country’s economic growth.

An important new policy related to China’s capital market is the launch of the Shanghai-Hong Kong Stock
Connect Scheme (SHSC) in 2014, which provided access to foreign institutional investors and foreign retail
investors in the Hong Kong financial market to trade designated stocks on the Shanghai Stock Exchange. This
represents a further openness of China’s capital market as previously only the Qualified Foreign Institutional
Investors can trade the Chinese stocks with more restrictions on the quotas. As a result, stock prices become
more efficient (Sohn and Jiang 2016) and provide more accurate signals for resource allocation (Dow and Gor-
ton 1997). According to the stock price feedback effect (i.e. Bond, Edmans, and Goldstein 2012), stock prices
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serve an important information role that affects corporate decisions in the real economy. Utilizing SHSC as an
interesting quails-natural experiment to investigate whether managers learn from stock prices when making an
investment decision, Chen et al. (2021)’s different-in-difference estimation shows that the launch of the SHSC
has significantly improved firms’ investment-to-price sensitivity. In particular, they report that firms’ capital
expenditure is approximately 44% more sensitive to their stock prices after being included in the SHSC com-
pared to non-included firms. Such an enhancement becomes more salient for firms whose stock prices convey
more incremental information to managers and for firms with more R&D expenditure or overseas revenue.
This study has advanced our understanding of the critical role of the stock price as a signal to influence corpo-
rate decisions and made important contributions to the literature by highlighting how the openness of financial
markets affects decisions in the real Economy.

China’s central government formulates its strategic Five-Year Plan to guide the economic activities in the next
five years. The plan and the pertinent policies and regulations have a profound impact on corporate decisions
as the government always identifies particular industries that meet the strategic objectives and national interest
to support with the preferential tax rate, subsidies, and bank loans. Cao et al. (2021a) examine the effect of these
industrial policies on one of the important decisions of non-financial corporations (NFCs): financialization,
which refers toNFCs allocatingmore resources into financial investments rather than real investments, resulting
in the non-proportionally larger financial assets on their balance sheets (Krippner 2005). Consistent with their
hypothesis that industrial policies can reduce firms’ both preventative motivation and the crowding-out effect
of financialization, they show that Firms belonging to the industries supported by China’s Five-Year Plan have
a lower ratio of financial assets over total assets. The effect becomes more substantial for firms headquartered
in the regions with a higher level of marketization and stronger government financial capacity. These findings
have important policy implications for the emerging economies to further promote real economic activities that
sustainably drive future economic growth.

Corporate social responsibilities (CSR) have been absent in China for a long time. Amilestone in CSR devel-
opment in China was the promotion of the ‘scientific development concept’ by the central government in 2003.
The New Labour Contract Law of China in 2008 started to mandate firms to protect their employees’ rights. In
recent years, the Chinese governments have passed a series of regulations and policies to promote socially ben-
eficial economic activities and commitment to sustainability. Zhang, Zhang, and Jiang (2021) shed new light on
firm CSR performance by investigating managers’ tournament incentives and internal promotion. They show
that senior managers’ pay gap is positively associated with CSR performance and that such a positive associa-
tion is more pronounced when the successor CEO is recruited from within the firms. Importantly, the effect of
internal promotion on CSR is restrained by large shareholders’ monitoring.

Moving away from internal corporate decisions, Lin, Luo, and Zhang (2021) take a unique perspective to
examine the effect of China’s macroeconomic level information on the forecasting accuracy of stock analysts,
who are considered to be important capital market intermediaries. Although China has enjoyed rapid economic
growth for more than two decades, the reliability of China’s GDP data has been questioned for a long time (i.e.
Rawski 2001; Wallace 2016), as the officially announced GDP number might fail to reflect the real economic
condition. Inspired by previous studies that have used nighttime lights recorded by satellites from the United
States Air ForceMeteorological Satellite Program as a reasonable indicator tomeasure a country’s real economic
activities (i.e. Elvidge et al. 1997), the authors construct a light-adjusted GDP growth for China’s main regions
and compare it with the disclosed regional GDP to calculate regional GDP distortion in China. They report
that the more severe the regional GDP distortion, the less accurate stock analysts’ forecasts. Political pressure
has been found to be an important factor leading to inaccurate analysts’ forecasts. Their findings imply that
distorted economic data induces microeconomic individuals to make biased investment decisions.

Currently, as the COVID-19 spread rapidly in the world, the resulting disruption in supply chains has become
one of the most challenging issues for firms. Mckinsey & Company (2020) reports that an organization’s sup-
ply chain operations can be a source of vulnerability or resilience, depending on its effectiveness in monitoring
risk, implementing mitigation strategies, and establishing business continuity plans. Gao et al. (2020) exam-
ine the relation between firm CEOs’ supply chain experience and innovation strategy in China and find that
CEOs’ supply chain experience is a valuable asset, as it can significantly enhance a firm’s innovation inputs, out-
puts, and innovation efficiency. Considering that China has implemented new policies to drive the development
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of innovation to catch up with developed countries, their findings have important policy implications for
governments and public policymakers.

Is a promise a promise? Tao et al. (2021) ask an interesting question when investigating the commonly used
performance commitment contract in acquisitions in China. With a performance commitment, acquirers pay
target firms in full amount in an acquisition deal, and in return, they receive a commitment from target firms that
promise a fixed payment to acquirers. If target firms fail to fulfil their promise, they need to compensate acquirers
by making up the differences in cash or stocks (Song et al. 2019). Initially introduced in China during the Split
Share Structure Reform period, a performance commitment contract has been widely used during merger and
acquisition deals since 2008. The authors find that although target firms enjoy a better financial performance
during the commitment period, their profit starts to decrease sharply once the commitment period ends. They
further show that target firms with performance commitment engage in earnings manipulation to meet their
promised performance. Overall, their evidence highlights a dark side of the performance commitment contract.
Their findings call for the government and public policy-makers to implement regulations and policies to reduce
target firms’ motivation to achieve their promised profit through earnings management, thus protecting the
values of acquiring firms in the long run in China.

Trust is an element inherent in every economic transaction. Corporate credibility or trustworthiness therefore
affect financial decision-making and market value. Fang et al. (2021) examine the impact of corporate trustwor-
thiness on a firm’s financing choices between stocks and bonds. They argue that the social networks of directors
and senior management can help a firm gain trust among investors, which can improve reporting credibility
and reduce information asymmetry and moral hazard problems. Such trust is more important to stock issues
compared to bond issuers. Consistent with their conjecture, their empirical results show that a more socially
connected firm is more likely to issue publicly traded seasoned stocks than publicly traded straight bonds. They
also find this effect is more pronounced when the firm faces more severe information, has a higher risk of being
undersubscribed and is more visible to investors. They conclude that trustworthiness gained through social
networks plays an important role in firms’ security issuances in capital markets.

4. Future research directions

Macroeconomy policies are actively used in response to the challenges of Covid-19 pandemic, climate change,
equality and poverty. These policies and their institutional context have important implications on firm out-
comes. For example, the Chinese government does not always use market-based policy instruments like those
used in more developed economies. In 2021, China launched its ‘common prosperity’ campaign (Zhang 2021),
including the actions of introducing property taxes, crackdown of education tech industry and gaming industry,
and targeting some of China’smost successful private enterprises such as Ant Group andDidi Chuxing Technol-
ogy. These policies deserve more attention from corporate finance researchers. In addition, the micro-finance
studies on Fintech are largely limited on bitcoin (Corbet et al. 2020). We encourage research on other types of
Fintechmarkets such as initial coin offerings (An, Hou, and Liu 2021), crowdfunding andNon Fungible Tokens.

Secondly, we encourage investigations of other important aspects of corporate decisions, such as agency costs,
corporate social responsibility and innovation. For example, increased pay-to-performance sensitivity is widely
regarded as a key mitigation of agency problem. However, the firm performance is often attributed to macroe-
conomic conditions and therefore the CEO pay could be at least in part a windfall (Chiu et al. 2016). Garvey
and Milbourn (2006) point out that the board fails to apply consistent benchmarks to remove the effect of the
market performance. CEOs can also profit from the timing of receiving executive options in economic down-
turn for a lower strike price. Further work is necessary to examine how macroeconomic conditions shape the
incentives of board members and shareholders to understand the implications on agency problem. In addition,
corporate social responsibility could be driven by macroeconomic conditions through shifting the preference of
stakeholders.

Thirdly, the macro-finance literature mainly concerns the financial outcome of macroeconomic conditions.
In fact, finance also influences the real economy. Finance is found to be positively linked to economic growth
and international trade (Hur, Raj, and Riyanto 2005). Recently, Ayyagari et al. (2021) examines the causal link
between finance and unemployment and document a strong positive relationship between access to finance and
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job growth. Future studies could reveal the causal effects of finance on other macroeconomic indicators such as
the influence of household finance and Fintech on retail sales.
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