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What Leverage Is Beneficial to Firm Innovation

WANG Yu-ze, LUO Neng-sheng, LIU Wen-bin
(College of Economics and Trade, Hunan University, Changsha 410079, China)

Abstract: How to deal with the relationship between deleveraging and promoting innovation and find out the
leverage that can promote innovation and avoid debt risk is a major problem for Chinese enterprises. This paper
analyzes the mechanism of the impact of firm leverage on the firm innovation, then constructs the evaluation system
of firm innovation from three aspects, such as innovation input, innovation output and innovation risk. Based on
the fixed effect and Probit model, we carry on the empirical research about what leverage is conducive to
enterprise innovation with Shanghai and Shenzhen A -share non—financial listed companies. The study shows that
there is an inverted U relationship between the firm leverage and firm input or output, and the impact of firm
leverage on the innovation risk is U type. When the leverage is less than 43.01%, it can promote innovation input
and output, and reduce innovation risk. However, when the leverage exceeds 43.01% , innovation risk increases
with the increase of leverage. Meanwhile, compared with short —term leverage, long —term leverage can more
effectively promote innovation output while controlling innovation risks. Then compared with the bank —lending
leverage, commercial —credit leverage has limited effect on innovation output, while innovation risk increases.
Moreover, the effect of leverage on innovation is different due to the heterogeneity in the size of firm and the
nature of technology, and the leverage range beneficial for enterprise innovation is also different among enterprises
of different scales and industries. Therefore, we need to take various policies and measures according to the
specific circumstances of the firms to optimize the firm leverage and promote the firm innovation. The study of this
paper not only offers important enlightenment for the policy formulation of structural deleveraging, but also provides
some empirical evidence for the smooth implementation of the innovation—driven strategy under the background of
deleveraging.
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