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Internal Capital Market and Corporate Financial Risks
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Abstract; Taking A-share listed companies from 2016 to 2021 as samples,the paper investigates the in-
fluence of internal capital market within enterprise groups on corporate financial risks and its mechanism.
The results find that the internal capital market can effectively inhibit the financial risks of enterprises,and
this inhibition effect is greater after the occurrence of external shocks. In the absence of external shocks,
the internal capital market reduces the financial risks of enterprises by easing financing constraints, while in
the case of external shocks,the internal capital market reduces the financial risks of enterprises by easing
financing constraints and improving investment efficiency. The mitigating effect of internal capital market
on financial risks is more significant in the areas with better market legal system, more significant in non-
state-owned companies and companies with low financial assets allocation. The internal capital market can
allocate more available funds to enterprises with low cash holding ratio and good development prospects,
thus exerting the effect of resource allocation.
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b adj_Zscore adj_Zscore
icm —0.0593* * —0.0909 " *
(0.0175) (0.0428)
size 0.0580" * * 0.0482* * *
(0.0086) (0.0144)
age 0.2374% * 0.1984* *~
(0.0301) (0.0377)
fa 1.2630 * * 1.2119* *~
(0.0657) (0. 1405)
adm 5. 24747 % ¥ 5. 1440 =~
(0.2163) (0.6226)
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inddirect 0.0491
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(0.0585)
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adj_Zscore adj_Zscore
icm X shock —0.0838* * * —0.0701* * *
(0.0202) (0.0198)
icm —0.0306 —0.0668
(0.0418) (0.0420)
size 0.0581* * * 0.0483* *
(0.0134) (0.0144)
age 0.2367* "~ 0.1979* **
(0.0375) (0.0378)
fa 1.2617* "~ 1.2110% =~
(0. 1484) (0. 1403)
adm 5.2512* * * 5.1476* *
(0.6271) (0.6213)
bdsize —0.1404
(0.0898)
inddirect 0.0471
(0.2937)
ms —0.6518* * *
(0.0872)
Isdchange 0.1750" *~
(0.0582)
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adj_Zscore adj_Zscore adj_Zscore adj_Zscore adj_Zscore adj_Zscore
icm —0. 0665 —0.1200" * * —0.1238"* —0.0954 " "~ —0.1017** —0.0789"
(0.0463) (0.0366) (0. 0481) (0.0206) (0.0476) (0.0449)
size 0.0467* 0.0455* * 0.0686* * * 0.0300" * 0.0452* " * 0.0458*
(0.0199) (0.0167) (0.0109) (0.0123) (0.0158) (0.0221)
age 0.2448* * ¥ 0.1615* * * 0.1889* * * 0.1057* % 0.2074* "~ 0.1958* * *
(0.0669) (0.0528) (0. 0335) (0.0413) (0.0499) (0.0364)
Jfa 1.2172 *~ 1.2002" * * 1.3416 "~ 1.0824 " * * 1.3272" "~ 1.0090 " * *
(0.1316) (0. 1437) (0.0835) (0.0734) (0.1256) (0.1734)
adm 5.1603* * * 5.1715* ** 5.3484 % % 4,5492* ** 5.6609" ** 4.8593% " *
(0.5827) (0.7387) (0.2469) (0.2749) (0.7124) (0.6499)
bdsize —0.0855" —0.2010 —0.2705" "~ 0. 0430 —0.1156" —0.1430
(0.0473) (0.1852) (0.0723) (0.0571) (0.0621) (0.1088)
inddirect 0.3948* —0.2939 —0. 1809 0.4087* * —0.0695 0.1551
(0.2167) (0.5794) (0.2419 (0.1966) (0.2748) (0.4431)
ms —0.5367" " " —0.7129" "~ —0.5383" "~ 0.4707 —0.7063" " * —0.5577" "~
(0.0994) (0.0915) (0. 0483) (0.4782) (0.1297) (0.0897)
Isdchange 0.2083* * * 0.1276 0.2145™" " 0.0901 0.2316" 0.1178* * *
(0.0394) (0.0896) (0.0842) (0.0673) (0.1143) (0.0338)
BRI —3.6541" —2.8523% % * —3.4522% %~ —2.9865" %~ —3.3226% % * —3.2030% "~
(0.6257) (0.5163) (0.2773) (0. 2887) (0.4603) (0.6979)
725 pH 0.002* * 0.004 " *
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Altman_Z adj_Zscore adj_Zscore adj_Zscore
icm —0.2232* —0.0904*  —0.0936* *
(0.1207) (0. 0450) (0. 0443)
icmact —2.8634"
(1. 2889)
size 1.2663% %% 0.0446* **  0.0435%**  0.0565" *
(0.1173) (0.0145) (0.0147) (0. 0224)
age 0.7104**  0.1966***  0,2066% * * 0. 0676
(0. 2651) (0.0399) (0.0379) (0. 0401)
fa 3.7892% ** 1.1888* * % 1.2245% **  1.2062* *
(0. 9244) (0.1372) (0.1394) (0.1521)
adm — —4.1342% %% 49968 * %  5.3819% **  4,2278% * ¥
(0. 8603) (0.5933) (0.5746) (0.5733)
bdsize —0.2755  —0.1228* * —0.1465  —0.2556" *
(0. 4195) (0. 0547) (0.0946) (0.1195)
inddirect  —1.0317 0.0907 0. 0286 —0. 2301
(1.1500) (0.2197) (0.3051) (0. 3248)
ms  —3.4530% "% —0.6482° ** —0.6606* * * —0.3998* * *
(0. 6336) (0. 0885) (0.0891) (0.0819)
Isdchange 0.2806 " 0.1672** 0.1728* * * 0.1245*
(0.1549) (0.0626) (0.0601) (0.0701)
WHOR 34,0607 "% —3.2590% * ¢ —3,2254% * ¢ —2,7009 *
(3.5459) (0. 4688) (0.5116) (0. 6026)
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age 0. 1417 (0.0990)
) o e 1)) ) (3)
fa 1. 4113 (0.2444) HR adj_Zscore icm adj_Zscore
adm 6.1996* * * (1. 3642) _
icm —0.7407"
bdsize 0.0646 (0.2316) (0.4252)
inddirect 2.0306" * * (0. 6608) _ o o
L.icm —0.1052* *
ms —0. 3898 (0.2568) (0. 0445)
Isdchange 0. 0842 (0,0728) L. '
indicm 1.2246 % % *
HHOR — 1. 4965 * ¥ (1.1133) 0. 2003)
Wii 17491 size 0.0525% * * 0.0633% * * 0.0895* * *
- RH% O"’BSO (0.0141) (0.0026) (0.0279)
f”/%[fff“j &%:J age 0.1411°**  0.1309%**  0,2832" * *
O B il (0. 0486) (0.0104) (0.0618)
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adj_Zscore adj_Zscore adj_Zscore adj_Zscore adj_Zscore adj_Zscore
icm —0.0538* —0.1570* * —0.0549* —0.1722" —0. 0466 —0.1133*
(0.0285) (0.0623) (0.0312) (0.0636) (0.0347) (0.0583)
size 0.0685" * * 0.0103 0.0881* "~ 0.0413** 0.0379** —0.0505* *
(0.0151) (0.0117) (0.0168) (0.0170) (0.0144) (0.0171)
age 0.0015 0.3808* * * —0.0175 0.4450* = * 0.0314 0.1666* *
(0.0429) (0.0641) (0.0467) (0.0702) (0.0409) (0.0751)
fa 0.7615* * * 1.3513* "~ 0.6702* ** 1.4937* *~* 0.9573* * * 0.8912* **
(0.1161) (0.1705) (0.1137) (0.1739) (0.1558) (0.2278)
adm 3.7301* " * 5.4382* "~ 3.3429* * 5.2208* * * 4, 7544~ 6.1956* " *
(0.5108) (0.6251) (0.5533) (0.5744) (0.5900) (0.9967)
bdsize —0.1246* —0.0865 —0.1300* —0.1166 —0.1009 —0.0477
(0.0600) (0.1033) (0.0700) (0.0978) (0.0972) (0.1484)
inddirect —0. 2630 0.3103 —0.3010 0.2688 —0. 2106 0.3181
(0.2877) (0. 3235) (0. 2897) (0.2925) (0. 3700) (0.4936)
ms —0.1927** —0.9666* ** —0.1750* —0.9760* * * —0.1796* —0.7456* * *
(0.0802) (0.0999) (0.0843) (0.1171) (0.0909) (0.0774)
Isdchange 0.0797 0.1062 —0.0275 0.0990 0.2095" 0.1177
(0.0830) (0.0632) (0.0788) (0.0761) (0.1070) (0.0738)
H I —3.1790* * * —2.9466* * * —3.4895* * ¢ —3.8110" =~ —2.7567* "~ —0.8472
(0. 4255) (0. 4860) (0.4114) (0.4481) (0.5210) (0.7961)
28 pAH 0.000" * 0. 000" * * 0.011" "
FEA & 9039 9028 5906 6204 3131 2822
R? 0.251 0.201 0. 254 0.194 0. 266 0.236
A7 M I8 7 R4 il il P il il il
A5 18] E RO il il P FE il il il
10 RERAYEHOAEAER
EHA JE51 i A S v i
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adj_Zscore absinv adj_Zscore adj_Zscore absinv adj_Zscore adj_Zscore absinv adj_Zscore
icm —0.0734~ —0.0044 —0.0692 —0.0728* * —0.0038 —0.0679 —0.0761** —0.0054" "~ —0.0737
(0.0412) (0.0023) (0.0422) (0.0224) (0.0028) (0.0441) (0.0312) (0.0018) (0. 0457)
absinv 0.9515* ** 1.2716 % =~ 0.4440*
(0. 2562) (0.3191) (0.2358)
size 0.0234 —0.0023* ** 0.0256 0.0303* —0.0028* * 0.0339 0.0180 —0.0018* * 0.0188
(0.0165) (0.0005) (0.0167) (0.0156) (0.0006) (0.0226) (0.0141) (0.0006) (0.0143)
age 0.1579* **  —0.0050" * 0.1626* * 0.1778 " * * —0.0015 0.1797* * * 0.1160" * —0.0110* **  0.1208* *
(0.0361) (0.0022) (0.0363) (0.0432) (0.0023) (0.0386) (0.0488) (0.0027) (0. 0570)
fa 1.1249 » ~ 0.0018 1.1232 1.1218* * * —0.0069 1.1306 " * * 1.0907 % * * 0.0198" 1.0819 * *
(0. 1281) (0.0083) (0.1282) (0. 0848) (0.0071) (0.1211) (0.0959) (0.0113) (0.1682)
adm 5.0151*** 0.0623* ** 4.9558* = * 4.5021* "> 0.0780* * * 4.4030* * * 6.1961* =~ 0.0189 6. 1877 * *
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