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This study takes the panel data of China’s A-share listed companies from 2016 to
2020 as the sample to empirically analyze the impact of environmental uncertainty
on the degree of corporate financialization, and the moderating role of executive
incentive in affecting the relationship between environmental uncertainty and the
degree of corporate financialization. It is found that the rise of environmental
uncertainty aggravates the degree of enterprise financialization. Executive equity
incentives alleviate the degree of corporate financialization and significantly
hedge the effect of environmental uncertainty on the degree of corporate
financialization. In contrast, executive compensation incentives exacerbate the
degree of corporate financialization and do not observably hedge the effect of
environmental uncertainty on the degree of corporate financialization. Subgroup
regressions indicate that the moderating effect of equity incentives on the
relationship between environmental uncertainty and corporate financialization
mainly occurs in non-state-owned firms. The findings of this study provide a
theoretical base for firms to develop reasonable and practical incentive
mechanisms to cope with environmental uncertainty.
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1 Introduction

The COVID-19 pandemic and the Russia-Ukrain military conflict have currently led to
increased risks, and the economy is facing rising complexity, severity, and uncertainty.
According to the report “World Economic Situation and Prospects 2023”released by the
United Nations, Economic Development in January 25 states that the world economic
outlook is bleak and uncertain due to the convergence of multiple crises. 2023 global
economic growth is expected to be 1.9%, making it one of the lowest growth years in decades.
The global economic outlook has deteriorated significantly, and overall economic risks have
risen significantly (Gu et al., 2018). While the level of economic globalization is increasing
(Liu et al., 2023), the economy is also facing far greater than normal levels of environmental
uncertainty. Environmental uncertainty refers to a state in which enterprise managers
cannot accurately predict future changes in technology and market when they do not fully
understand external environmental information (Cevahir et al., 2012). Firstly,
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environmental uncertainty increases the degree of information
asymmetry (Ghosh and Olsen, 2009). Secondly, environmental
uncertainty increases financial market risk and corporate risk
aversion motivation (Bonaime et al., 2018). Rising uncertainty
makes managers more risk-averse, causing a decline in physical
corporate investment, accompanied by a rise in financial investment
(Jin et al., 2022). Entrepreneurs’ expectations of risk can significantly
influence the structure of corporate investment and contribute to the
trend of “de-realization” of the economy (Gulen and Ion, 2016).
The degree of corporate financialization is an important form
of “de-realization”. Opinions on the impact of corporate
financialization on economy varied. The positive opinion is that
a certain degree of financialization is beneficial for enterprise
development. However, after the financial crisis, many scholars
pointed out that the continuous flow of bank credit funds into the
financial investment field has produced a significant crowding-out
effect, which leads to slow growth of real economy and hurts the
long-term development of the economy (Cecchetti and Kharroubi,
2018; Xu and Xuan, 2021). The eclectic view is that appropriate
investment in financial assets helps improve business conditions
and enhance business performance of the enterprises. However, if
financial assets are invested excessively, the internal R&D
investment is crowded out, which is not beneficial for the long-
term development of the enterprises (Bloom et al., 2007).

In the 14th Five-Year Plan and the Long-RangeObjectives Through
the Year 2035, China proposed to build an institutional mechanism for
finance to effectively support the real economy, strengthen real
investment and promote the balanced development of finance, real
estate, and the real economy. Due to that serious corporate
financialization exists in China, balancing the development of real
and financial investments is the goal of high-quality economic
development. As the key figures of enterprise operation, executives
play a leading role in decisions on allocation of real and financial
investments. However, the principal-agent problem due to the
separation of powers in most companies makes executives tend to
avoid money-heavy and large time span real investments, which is
contrary to the goal of high-quality economic development. Under the
circumstance of uncertain economic environment, executive incentives,
as the primary means to mitigate the conflict of interest between
principals and agents, are expected to play an important role in
regulating the development strategy of the enterprises.

In this context, this paper focuses on the impact of
environmental uncertainty on the degree of corporate
financialization and the hedging role that executive incentives
play in it. Compared with previous studies, the marginal
contribution of this paper is in: 1) Widening the research
perspective of reflecting macroeconomics at the micro level. Since
companies need to constantly adjust their business activities and
asset allocation to adapt to the external environment, abnormal
fluctuations in the operating income of enterprises are used to reflect
changes in uncertainty of the external environment. 2) By putting
executive incentives, environmental uncertainty and the degree of
corporate financialization in the same framework, we analyze the
moderating role of executive incentives between environmental
uncertainty and corporate financialization. The study aims to
more comprehensively understand the implementation effect of
executive incentives in China’s listed companies, to expand and
improve the theory of executive incentives, and to provide a

reference for companies to formulate reasonable and practical
incentives to cope with environmental uncertainty.

2 Literature review and hypothesis

2.1 Environmental uncertainty and
corporate financialization

The deepening financialization is mainly manifested in the rising
proportion of financial assets allocated to total assets of non-financial
entities (Davis and Kim, 2015), which is also a rational choice of
enterprises seeking to maximize their interests. From the perspective of
corporate income, the return on capital investment in the real economy
has been declining due to factors such as overcapacity, short of effective
demand, and increasing labor costs. Companies are forced to look for
“newways out” and focus on real estate and finance industries, trying to
obtain high returns by increasing investment in financial field. Financial
assets have a “reservoir effect” and an “investment substitution effect”.
The reservoir effect refers to that the increase of speculative short-term
financial assets characterized by strong liquidity and fast liquidation rate
can help enterprises overcome difficulties when facing financing
constraints (Hall and Bagchi, 2002; Peng et al., 2022). Short-term
financial assets do not crowd out real investment while intensifying
the degree offinancialization of enterprises. The investment substitution
effect refers to that enterprises weigh the investment return between real
and financial investments and choose investment allocation with a high
rate of return to maximize corporate profitability, thus crowding out
real industry investment (Li et al., 2020).

In recent years, China’s economy has been in an essential stage
of transformation and upgrading. Uncertainties have increased, and
more andmore studies have researched the impact of uncertainty on
firm behavior Bloom et al. (2007) studied the impact of
environmental uncertainty on corporate investment, Ghosh and
Olsen (2009) studied the impact of environmental uncertainty on
surplus management. Kang et al. (2014) argued that the uncertainty
of economic policies is expected to raise the total amount of
corporate financial assets and affect the financial asset allocation
structure. Kim and Kung (2017) proposed that in an uncertain
environment, with uncertain investment prospects and irreversible
sunk costs in real investments, corporate management’s prudential
motives for delaying physical investments result in passive holdings
of financial assets, thus exacerbating corporate financialization. The
mutual imitation among firms also causes financialization to have a
cohort effect, and the higher the environmental uncertainty, the
stronger the cohort effect of financialization of enterprise. Based on
the above analysis, the hypothesis is proposed.

H1: Rising environmental uncertainty will aggravate the degree
of corporate financialization.

2.2 The moderating role of executive equity
incentives between environmental
uncertainty and corporate financialization

At present, the principal-agent problems due to the state of
separation of powers have been notable in most companies.
Implementing executive incentives in companies can alleviate the
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principal-agent problem to a certain extent andmake bothmanagers
and owners focus on the long-term development of the company
(Bova et al., 2014; Cheng et al., 2022). The implementation of
executive equity incentives links managers’ wealth growth to the
company’s share price. The share price of a company is determined
by the enterprise value, and the enterprise value depends on the
long-term investment in the company. Some previous studies have
proved that increasing investment in R&D can promote innovation
and improve the firm’s competitiveness to increase the firm’s value
(Gupta et al., 2017). Therefore, the greater the weight of managers’
equity in the firm, the more inclined they are to increase the long-
term investment in the firm.

Under the circumstance of high environmental uncertainty, the
reasonable allocation of the enterprise’s assets is the core issue for
the management team, which determines the success or failure of the
enterprise, as well as the earnings and honor of the manager. When
the environment is highly uncertain, companies tend to hide “bad
news”, raising the risk for stock price crash (Jin and Myers, 2006).
Corporate financialization can lead to increased short-sightedness of
managers (Wang and Mao, 2021), but equity incentives as a long-
term incentive can reduce the short-sightedness of managers, who
will pay more attention to the fluctuation of stock prices in the long-
term capital market. This reduces the “crowding out” of R&D and
fixed asset investment by financial asset and make allocation of
resources more rational. This is ultimately manifested by that
executive equity incentives negatively moderate the relationship
between environmental uncertainty and corporate
financialization. The following hypotheses are proposed based on
above analysis.

H2a: Executive equity incentives will alleviate the degree of
corporate financialization.

H2b: Executive equity incentives can hedge against the impact of
environmental uncertainty on corporate financialization.

2.3 The moderating role of executive
compensation incentives between
environmental uncertainty and corporate
financialization

Compensation incentives are monetary rewards in forms of
salaries, bonuses, and benefits given to managers (O’Connor and
Rafferty, 2010). Since compensation incentives are generally linked
to the firm’s current performance (Core et al., 1999), and the return
on investment in the financial sector is generally higher than that in
the real economy in short term, managers tend to allocate more
capital to the financial industry to achieve high returns in the short
period. Some scholars have argued that implementing executive
compensation incentives amplifies managers’ self-confidence (Wen
and Tang, 2012). On one hand, this can improve the management’s
work effort; on the other hand, it will amplify their short-sighted
behavior to gain for more money and power, and prompt them to
satisfy the psychological bias of overconfidence by getting more
private gains through increasing financial investments. Therefore,
implementing executive compensation incentives will increase
corporate financial asset allocation (An et al., 2018).

Environmental uncertainty lasts for a long term in business
development. Chan and Ma (2017) argue that different executive

incentives may have different effects on the execution of corporate
strategies. Compensation incentives, as a short-term incentive, can
link managers’ interests to corporate value in a relatively short
period of time. On the one hand, the “bird in hand” theory suggests
that uncertainty increases with time. Investors tend to choose more
liquid short-term financial investments and abandon long-term
investments with long cycles and high risks. This is manifested in
the relationship between executive compensation incentives
negatively moderating environmental uncertainty and corporate
financialization. On the other hand, since executive compensation
incentives tend to be positively correlated with a firm’s current
operating profits, they may induce managers to prefer investments
with higher levels of returns in the short term (Lin and Tomaskovic-
Devey, 2013), but compensation incentives do not necessarily have a
long-term impact on firm management. Therefore, compared to
long-term equity incentives, short-term compensation incentives do
not negatively moderate the relationship between environmental
uncertainty and corporate financialization. In summary, three
hypotheses are proposed.

H3a: Executive compensation incentives will aggravate the
degree of corporate financialization

H3b: Executive compensation incentives can hedge against the
impact of environmental uncertainty on corporate financialization.

H3c: Executive compensation incentives do not hedge against
the impact of environmental uncertainty on corporate
financialization.

3 Research design

3.1 Date and sample

This paper selects the data of Chinese listed companies in Shanghai
and Shenzhen A-shares from 2016 to 2020 as the sample. The data are
obtained from the China Stock Market and Accounting Research
(CSMAR) database. The screening process of the original data is as
follows: 1) Excluding financial listed companies and listed companies in
ST status. 2) Excluding the companies withmissing values in the data of
operating income or executive incentives in the sample. 3) The
continuous variables are reduced by 1% tailing at both ends, and
9,781 valid observations are finally obtained.

3.2 Definition of the variables

3.2.1 Dependent variable
Environmental Uncertainty. Environmental uncertainty refers to

fluctuations in the external business environment of enterprises,
competition in the product market, as well as supply and demand
in the factor and labor markets, which can lead to fluctuations in
external environmental uncertainty of enterprises. According to the
method of Tosi et al. (1973). Step 1: Enterprises with no missing values
in their operating income for five consecutive years were selected. Step
2: The standard deviation of each company’s abnormal operating
income in the past 5 years was estimated using the OLS
classification method, and the mean value of each company’s
normal operating income was calculated (Ghosh and Olsen, 2009;
Shen et al., 2012). Step 3: The standard deviation of abnormal operating
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income was divided by the mean value of normal operating income to
obtain the unadjusted environmental uncertainty indicator without
industry adjustment. Step 4: Since there is variability among industries,
to reduce the deviation caused by industry differences, this paper draws
on the study by Ghosh and Olsen (2009) to calculate the median of
unadjusted environmental uncertainty by industry and year
(Tomaskovic-Devey et al., 2015). Finally, the environmental
uncertainty indicator is obtained by dividing the unadjusted
environmental uncertainty by the median of unadjusted
environmental uncertainty of each industry.

Sale � α0 + α1 × Year + ε (1)

3.2.2 Independent variables
The degree of corporate financialization. Corporate

financialization is a micro indicator measuring the process of an
economy “de-realization”. In this paper, the ratio of financial assets
to total assets is used to as the corporate financialization indicator
(Zhou et al., 2021), where financial assets include trading financial
assets, derivative financial assets, available-for-sale financial assets,
held-to-maturity investments, net investment properties, and long-
term equity investments. The larger ratio represents the higher
degree of enterprise financialization, and the faster process of
diverting from real economy.

3.2.3 Moderating variables
Executive incentives. Two indicators were selected, which are

executive equity incentive and executive compensation incentive.
The executive equity incentive index is measured by the logarithm of
the number of executive shareholdings; The executive compensation
incentive is measured by the logarithm of the top three executives’
salaries (Jin et al., 2022).

3.2.4 Control variables
Control variables. The following firm characteristics variables

were selected as control variables: firm size, profitability, firm
growth, equity concentration, the board size, gearing ratio, and
Tobin’s Q. Table 1 presents the variables.

3.3 The model design

An OLS model is applied to empirically investigate the
relationship between environmental uncertainty and the degree
of corporate financialization.

Fini,t � β0 + β1 × Eui,t + β2 ×∑Control + β3 ×∑ Ind

+ β4 ×∑Year + εi,t (2)

The explained variable Fini,t denotes the degree of
financialization of firm i in year t. The explanatory variable Eui,t
denotes the environmental uncertainty value of firm i in year t
∑Control denotes the set of control variables, Ind denotes the fixed
industry effect, Year denotes the fixed year effect, and εi,t is the
residual value.

Models (3) and (4) are used to test the moderating role played by
executive equity incentives in the relationship between
environmental uncertainty and corporate financialization.

Fini,t � β0 + β1 × Shainci,t + β2 ×∑Control + β3 ×∑ Ind

+ β4 ×∑Year + εi,t (3)
Fini,t � β0 + β1 × Eui,t + β2 × Eui,t × Shainci,t + β3 × Shainci,t

+ β4 ×∑Control + β5 ×∑ Ind + β6 ×∑Year + εi,t (4)

TABLE 1 Variables definition.

Variable name Symbol Variable description

Corporate financialization Fin Financial assets/total assets

Environmental Uncertainty Eu Using model (1) to estimate

Executive Compensation Incentives Payinc Top three executives’ salaries are taken as a logarithm

Executive Equity Incentives Shainc The number of shares held by executives is taken as a logarithm

Firm size Size Total assets are taken as the natural logarithm

Firm growth Grow Operating income growth rate

Profitability Roa Net income for the period/Total assets at the end of the period

Equity concentration Oc Percentage of shareholding of the largest shareholder

Board size Board The number of board members is taken as a logarithm

Gearing ratio Lev Total liabilities/total assets

Tobin Q Q Market Capitalization/Total Asset Value

Soe Soe 1 means state-owned enterprise, 0 means non-state-owned enterprise

Industry Ind Dummy Variables

Year Year Dummy Variables
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Models (5) and (6) are used to test the moderating role played by
executive compensation incentives in the relationship between
environmental uncertainty and corporate financialization.

Fini,t � β0 + β1 × Payinci,t + β2 ×∑Control + β3 ×∑ Ind

+ β4 ×∑Year + εi,t (5)
Fini,t � β0 + β1 × Eui,t + β2 × Eui,t × Payinci,t + β3 × Payinci,t

+ β4 ×∑Control + β5 ×∑ Ind + β6 ×∑Year + εi,t

(6)
For models (4) and (6), if the coefficient of β2 is positive, it

indicates that executive incentives further promote the degree of
corporate financialization caused by environmental uncertainty. If
the coefficient of β2 is negative, it indicates that executive incentives
inhibit the corporate financialization caused by environmental
uncertainty.

4 Empirical results

4.1 Descriptive statistics

Table 2 shows the descriptive statistics of the sample data for five
consecutive years from 2016 to 2020. The minimum value of the
degree of enterprise financialization (Fin) is 0, indicating that the
enterprise has no investment in financial assets. Themaximum value
is 53.6122, indicating that the enterprise’s allocation of financial
assets is 53.6122%. The standard deviation is 10.4591, which
suggests that the enterprises differ in financial asset allocation.
The standard deviation of environmental uncertainty (Eu) is
1.4278, which indicates a significant difference between the
fluctuations of abnormal sales revenue among the firms. For
executive equity incentive (Shainc), the minimum value is 0,
indicating that the firm does not implement executive equity
incentive. The maximum value is 20.2068 and the standard
deviation is 3.1121, suggesting significant differences between

equity incentive programs among firms. The minimum value of
executive compensation incentive (Payinc) is 11.3206, the maximum
value is 18.2917, and the standard deviation is 0.680. This indicates
that the compensation incentive program also differs between
different enterprises. For the control variables, there are
significant differences in firm size (Size), firm growth (Grow),
equity concentration (Oc), and Tobin Q) among different firms.

4.2 Analysis of regression results

4.2.1 The impact of environmental uncertainty on
corporate financialization

To ensure the reliability of the prediction results, this paper uses
regressions with stepwise addition of control variables and industry and
year dummy variables. The results are presented in Table 3. Column (1)
shows that under the conditions of not including control variables and
fixing industry and year effects, the coefficient of the with environmental
uncertainty regression is 0.3378, which is significantly positive at the 1%
level (t = 3.8383). Column (2) shows that after fixing the dual effect of
industry and year, the coefficient of environmental uncertainty is 0.3156,
still significantly positive at the 1% level (t = 3.6219). This demonstrates
that a rise in environmental uncertainty will substantially intensify the
degree of corporate financialization. The regression with the addition of
control variables in Column (3), it shows that the coefficient of
environmental uncertainty is 0.4791, still significant at the 1% level
(t = 5.1200). Finally, this paper draws on the methodology of Edziah
et al. (2022), using a fixed effectsmodel. Column (4) further fixes the dual
effect of time and industry, at which point the coefficient of
environmental uncertainty is 0.4611, still significantly positive at the
1% level (t = 5.0286). The above empirical results indicate a causal
relationship between environmental uncertainty and corporate
financialization. It indicates that a rise in environmental uncertainty
will intensify the degree of corporate financialization. Hypothesis H1 is
established, and the conclusion is reliable.

In addition, the estimation results of the control variables are
generally consistent with expectations. Firm size is significantly and
positively correlated with the degree of corporate financialization at the
1% level. Equity concentration is negatively correlated with corporate
financialization, indicating that the higher the equity concentration, the
lower the degree of corporate financialization. There is a significant
negative correlation between firm growth and profitability and corporate
financialization, indicating that the higher thefirm’s revenue growth rate,
the more the firm focuses on increasing the profitability of its primary
business, and therefore the lower the proportion of financial assets
allocated. The significant positive correlation between Tobin’s Q and
corporate financialization indicates that an increase in Tobin’s Q will
reduce the financing constraints of enterprises and obtain more
financing to invest in financial assets. The significant negative
correlation between the firm’s gearing ratio and corporate
financialization indicates that the firm’s highly indebted asset
structure will inhibit the firm’s financial asset allocation.

4.2.2 The relationship between environmental
uncertainty, executive equity incentives, and the
degree of corporate financialization

The relationship between environmental uncertainty, executive
equity incentives, and the degree of corporate financialization is

TABLE 2 Descriptive statistics.

Variable N Mean Sd Max Min

Fin 9,781 7.9584 10.4591 53.6122 0.0000

Eu 9,781 1.4910 1.4278 9.0641 0.0302

Shainc 7,517 15.3589 3.1121 20.2068 0.0000

Payinc 9,777 14.7092 0.6837 18.2917 11.3206

Size 9,781 22.4802 1.3433 28.6365 17.5453

Oc 9,781 32.7729 14.1210 90.0000 4.0800

Grow 9,781 0.3644 5.3098 429.0361 −1.3092

Q 9,781 2.0360 2.0517 92.2989 0.6735

Board 9,781 2.1100 0.2002 2.8332 1.0986

Roa 9,781 0.0184 0.1734 0.2049 −7.7001

Lev 9,781 0.4507 0.2668 11.3862 0.0098

Soe 9,781 0.3010 0.4587 1.0000 0.0000
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shown in Table 4. Column (1) shows that the regression coefficient
of environmental uncertainty is 0.5143 with a significance level of
1% (t = 4.6733), which validates H1. The coefficient of the
moderating variable executive equity incentives is −0.2941, which
is significantly negative at the 1% level (t = −7.2906), empirically
validating H2a that the implementation of executive equity
incentives can mitigate the degree of corporate financialization.
When he industry and year dual effects are further fixed,
Column (2) shows that the coefficient of environmental
uncertainty is 0.5193, and the coefficient of executive equity
incentive is −0.2583, further validating H1 and H2a. Column (3)
shows that the coefficient of environmental uncertainty is 1.2971,
and the coefficient of executive equity incentive is −0.2121, both
significant at the 1% level. The coefficient of interaction between
environmental uncertainty and executive equity incentive
is −0.0571, which is significant at the level of 5% (t = −2.2057),
verifying H2b. When the dual effects of industry and year are fixed
on the basis of Column (3), Column (4) shows that the coefficient of
environmental uncertainty is 1.1259, and the coefficient of executive
equity incentive is −0.1948, both significant at the 1% level. The

coefficient of interaction between environmental uncertainty and
executive equity incentive is −0.0443, which is significant at the
level of 10% (t = 1.7510). This suggests that executive equity
incentives can dramatically hedge the relationship between
environmental uncertainty and corporate financialization, further
validating H2b.

4.2.3 The relationship between environmental
uncertainty, executive compensation incentives,
and corporate financialization

The relationship between environmental uncertainty, executive
compensation incentives, and corporate financialization is shown in
Table 5. Column (1) shows that the coefficient of the core explanatory
variable, environmental uncertainty is 0.5019, which is significantly
positive at the 1% level (t = 5.3454), validating H1. At the same time, the
coefficient of executive compensation incentives is 0.8086, which is
significant at the 1% level (t = 4.6206), validating H3a. These suggest
that the implementation of executive compensation incentives will
intensify the degree of corporate financialization. After the dual
effects of industry and year are fixed on the basis of Column (1),

TABLE 3 Environmental uncertainty and corporate financialization.

Variable (1) (2) (3) (4)

Fin Fin Fin Fin

Eu 0.3378*** 0.3156*** 0.4791*** 0.4611***

(3.8383) (3.6219) (5.1200) (5.0286)

Size 1.2299*** 0.9489***

(10.6265) (8.3453)

Oc −0.0084 −0.0047

(−1.0443) (−0.6061)

Grow −0.0574** −0.0533**

(−2.3892) (−2.1359)

Q 0.1628** 0.1222**

(2.4068) (1.9648)

Board −1.4874*** −0.7543

(−2.6535) (−1.3572)

Roa −5.2168*** −4.9863***

(−5.1941) (−4.7174)

Lev −8.4766*** −9.9207***

(-8.7028) (-9.6000)

_cons −13.3825*** 3.6526

(−5.6948) (1.2856)

Year N Y N Y

Ind N Y N Y

Adjusted R2 0.0021 0.0586 0.0302 0.0907

N 9,781 9,781 9,781 9,781

Note: ***, **, * denote 1%, 5%, and 10% significant levels, respectively, and the values in parentheses are the corresponding t-statistics. Same as the latter table if not otherwise specified.
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Column (2) shows that the coefficients of both environmental
uncertainty and executive compensation incentives are significantly
positive, indicating that rising environmental uncertainty and the
implementation of executive compensation incentives will intensify
the degree of corporate financialization. Column (3) shows that the
coefficient of the interaction term between environmental uncertainty
and executive compensation incentives is −0.0156, which is not
significant, rejecting hypothesis H3b and accepting hypothesis H3c.
It indicates that executive compensation incentives as short-term
incentives do not significantly hedge the relationship between
environmental uncertainty and corporate financialization. After the
year and industry dual effect are fixed in Column (4), and the
interaction term coefficient is −0.0015, which is still insignificant
and further validates H3c.

4.3 Robustness tests

4.3.1 Propensity score-matching method (PSM)
To test the validity of the model results, the propensity matching

score method is used to address the problem of sample selection bias
(Dehejia andWahba, 2002). A counterfactual set of comparison data is
constructed to assess how firms with high environmental uncertainty
allocate their assets in the presence of low environmental uncertainty.
First, all listed companies are classified as “high environmental
uncertainty” and “low environmental uncertainty” based on whether
each company’s environmental uncertainty value is greater than the
average value of environmental uncertainty in the overall sample data.
Second, all the control variables are matched as covariates in a one-to-
three nearest neighbormatching, and thematching results are shown in

TABLE 4 The moderating effect of executive equity incentives between
environmental uncertainty and corporate financialization.

Variable (1) (2) (3) (4)

Fin Fin Fin Fin

Eu 0.5143*** 0.5193*** 1.2971*** 1.1259***

(4.6733) (4.9172) (3.5346) (3.1430)

Shainc −0.2941*** −0.2583*** −0.2121*** −0.1948***

(−7.2906) (−6.6143) (−4.0107) (−3.7673)

Shainc*Eu −0.0571** −0.0443*

(−2.2057) (−1.7510)

Size 1.4921*** 1.1789*** 1.4980*** 1.1844***

(13.1877) (10.4021) (13.5886) (10.6867)

Oc −0.0172* −0.0060 −0.0172** −0.0060

(−1.9371) (−0.6836) (−2.0323) (−0.7235)

Grow −0.1340*** −0.1309*** −0.1380*** −0.1340***

(−3.8543) (−3.6952) (−3.1463) (−3.1240)

Q 0.1208* 0.0930 0.1006 0.0773

(1.6547) (1.4378) (1.5267) (1.1854)

Board −2.1558*** −1.3693** −2.1849*** −1.3935**

(−3.4499) (−2.2125) (−3.7089) (−2.4128)

Roa −6.5072*** −5.9097*** −6.4766*** −5.8860***

(−6.4041) (−5.5893) (−7.8018) (−7.2085)

Lev −10.1066*** −11.0683*** −10.1154*** −11.0702***

(−12.6246) (−13.6170) (−14.7212) (−16.1893)

_cons −12.6165*** −0.2197 −13.7847*** −1.1484

(−4.7694) (−0.0671) (−5.0823) (−0.3830)

Year N Y N Y

Ind N Y N Y

Adjusted R2 0.0458 0.0934 0.0452 0.0915

N 7,517 7,517 7,517 7,517

TABLE 5 The moderating effect of executive compensation incentives between
environmental uncertainty and corporate financialization.

Variable (1) (2) (3) (4)

Fin Fin Fin Fin

Eu 0.5019*** 0.4750*** 0.7466 0.4983

(5.3454) (5.1660) (1.4728) (0.9724)

Payinc 0.8086*** 0.4127** 0.8332*** 0.4151**

(4.6206) (2.3398) (4.5827) (2.2659)

Payinc *Eu −0.0156 −0.0015

(−0.4910) (−0.0458)

Size 1.0165*** 0.8469*** 1.0162*** 0.8469***

(8.1738) (6.9994) (8.1775) (6.9997)

Oc −0.0059 −0.0036 −0.0058 −0.0036

(−0.7352) (−0.4653) (−0.7200) (−0.4635)

Grow −0.0562** −0.0530** −0.0554** −0.0529**

(−2.4357) (−2.1535) (−2.4041) (−2.1459)

Q 0.1356** 0.1066* 0.1384** 0.1069*

(2.0697) (1.7387) (2.1233) (1.7310)

Board −1.5041*** −0.7832 −1.4975*** −0.7826

(−2.6842) (−1.4099) (−2.6721) (−1.4090)

Roa −5.3168*** −5.0506*** −5.3066*** −5.0495***

(−5.2948) (−4.8266) (−5.2792) (−4.8194)

Lev −8.3580*** −9.8380*** −8.3584*** −9.8379***

(−8.6276) (−9.5173) (−8.6374) (−9.5172)

_cons −27.4296*** −6.5458** −27.8918*** −6.6347**

(−9.7162) (−2.1776) (−9.5073) (−2.1337)

Year N Y N Y

Ind N Y N Y

Adjusted R2 0.0324 0.0912 0.0324 0.0912

N 9,777 9,777 9,777 9,777
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Table 6. The absolute values of the standardized errors of all covariates
are below 10%, and the standardized deviations of all variables are
substantially reduced compared to the results before matching, at the
same time, the p-values of most variables increase after matching,
indicating that the selection of variables meets the prerequisite
requirements of PSM. Table 7 shows the ATT, ATU, ATE and T
values obtained by conducting five matching methods: one-to-one
nearest neighbor matching, one-to-three nearest neighbor matching,
radius (caliper) matching, kernel matching, and local linear regression
matching. From the results in Table 7, the significance level of most
ATT values after matching remains at 1%, and all five matching
methods pass the significance level test, indicating the robustness of
the findings that rising environmental uncertainty will exacerbate the
degree of corporate financialization. From the sample size in Table 8, it
can be found that the kernel matching method caused the most
negligible value of data loss; therefore, the data can be fully
matched. The kernel density plots before and after kernel matching

are shown in Figures 1, 2, and the density distribution of the
experimental and control groups after matching is a closer relative
to that before matching. To further verify the validity of the findings,
remove the loss values from the matching process, and the regression
was rerun after fixing the double effect of time and year. The results are
shown in Table 8. Column (1) shows the results of one-to-one nearest
neighbor matching. At this time, the sample size is 5,057, and the
coefficient of environmental uncertainty is 0.6688, which is significant
at the 1% level (t = 5.7579). Column (2) shows a pair of three nearest
neighbors matching with a data volume of 8,428 after excluding the loss
values. The environmental uncertainty coefficient is significantly
positive at the 1% level (t = 5.7469). Column (3) shows radius
(caliper) matching with a data volume of 9,750, and the coefficient
of environmental uncertainty is still significantly positive at the 1% level
(t = 6.4152). Column 4) shows the kernelmatchingwith a sample size of
9,761 and a coefficient of environmental uncertainty of 0.4967, still
significant at the 1% level (t = 6.4680). Column (5) shows a local linear

TABLE 6 Matching quality test for conditional variables.

Variable Sample Mean Standard deviation % |bias| T-value p-value

Treated Control

Size Unmatched 22.366 22.65 −21.3 89.6 −10.53 0.000

Matched 22.377 22.348 2.2 1.18 0.239

Oc Unmatched 31.341 34.344 −21.4 92.2 −10.57 0.000

Matched 31.375 31.14 1.7 0.87 0.386

Grow Unmatched 0.4648 0.1857 5.7 61.0 2.73 0.006

Matched 0.2653 0.1563 2.2 5.19 0.000

Q Unmatched 2.0944 1.9689 6.2 77.2 3.02 0.003

Matched 2.0629 2.0343 1.4 0.72 0.472

Board Unmatched 2.098 2.1247 −13.3 75.0 −6.58 0.000

Matched 2.0988 2.0921 3.3 1.66 0.097

Roa Unmatched −0.0022 0.0420 −26.5 97.5 −12.72 0.000

Matched 0.0151 0.0140 0.7 0.55 0.580

Lev Unmatched 0.4604 0.4360 10.4 88.4 5.08 0.000

Matched 0.4504 0.4476 1.2 0.68 0.496

TABLE 7 Treatment effects of propensity value matching.

PSM One-to-one near-
neighbor matching

One-to-three near-
neighbor matching

Radius (caliper)
matching

Nuclear
matching

Partial linear regression
matching

ATT 0.7395*** 0.7200*** 0.7523*** 0.7537*** 0.6507**

(0.2870) (0.2513) (0.2374) (0.2332) (0.2936)

T-value 2.58 2.86 3.17 3.23 2.22

ATU 1.0096 0.8620 0.7986 0.7157 0.9601

ATE 0.8667 0.7869 0.7740 0.7359 0.7954

N 9,781 9,781 9,781 9,781 9,781
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regression match with a data size of 5,061 and the coefficient of
environmental uncertainty was significant at the 1% level (t =
5.3982). The results before and after matching remain consistent
with expectations, suggesting robust findings.

4.3.2 Instrumental variables method
Considering the possible endogeneity problem, this paper refers to

Fisman and Svensson’s (2007) approach to constructing instrumental
variables by selecting the average of environmental uncertainty
indicators (Eumean) of other firms in the same year and in the same
industry and the environmental uncertainty with one period lag (L.Eu)
as instrumental variables to measure the environmental uncertainty
indicators of this firm. In the same year, the average environmental
uncertainty of other firms in the same industry and the lag of the one-
period environmental uncertainty value is correlated with this firm’s
environmental uncertainty, but does not directly affect this firm’s
financial asset allocation. In addition, environmental uncertainty in
the current period will have an important impact on uncertainty in
the next period, but the level of environmental uncertainty in previous
years will hardly have a direct impact on firms’ investment decisions in
the current period. From the 2SLS estimation results in Table 9. In the

first stage, the regression coefficients of Eumean and L. Eu are
significantly positive, indicating that the instrumental variable is
correlated. In the second stage, the Kleibergen-Paap rk LM statistics
are 21.852 and 667.087, respectively, this instrumental variable passes the
weak instrumental variable test. The Anderson-Rubin Wald test values
are 41.23 and 32.63, all rejected the weak instrumental variable
hypothesis that the sum of endogenous regression coefficients is
equal to 0 at the 1% level, and pass the robust weak identification
test. The regression results of the second stage indicate that the
coefficients of environmental uncertainty are all significantly positive
at the 1% level and the regression results are robust.

4.3.3 Substitution of variables
To ensure the accuracy and scientific nature of the results, this

paper changes the measure of corporate financialization. Since some
of the literatures consider that the fair value of long-term equity
investments can be reliably measured and meets the theoretical
definition of financial assets, then long-term equity investments are
considered as financial assets held by enterprises. Still, there is also a
majority of literatures that believe long-term equity investments are
biased towards operating investments and do not belong to financial

TABLE 8 Regression of data after PSM matching.

Variable (1) (2) (3) (4) (5)

Fin Fin Fin Fin Fin

Eu 0.6688*** 0.4951*** 0.4934*** 0.4967*** 0.6231***

(5.7579) (5.7469) (6.4152) (6.4680) (5.3982)

Size 1.2230*** 1.1446*** 1.0026*** 0.9927*** 1.1917***

(9.0597) (10.8565) (10.2678) (10.1769) (8.8460)

Oc −0.0148 −0.0068 −0.0047 −0.0045 −0.0143

(−1.4392) (−0.8463) (−0.6247) (−0.6055) (−1.3907)

Grow −0.7467*** −0.5996*** −0.1816*** −0.1828*** −0.1447*

(−3.6694) (−4.7000) (−3.8429) (−3.8692) (−1.9081)

Q 0.1249* 0.0861 0.1224** 0.1287** 0.1298*

(1.6811) (1.3816) (2.2657) (2.3861) (1.7585)

Board −1.5152** −0.7896 −0.7615 −0.7480 −1.4078*

(−2.0949) (−1.3981) (−1.4520) (−1.4265) (−1.9470)

Roa −5.8954*** −4.4010*** −5.2033*** −5.0248*** −7.6215***

(−2.8941) (−2.8476) (−5.3005) (−5.2235) (−4.0961)

Lev −11.4304*** −11.5624*** −10.4666*** −10.3312*** −11.3589***

(−13.9977) (−17.7740) (−18.4562) (−18.2982) (−13.9789)

_cons 3.7574 1.4245 2.6949 2.7953 4.2690

(1.1177) (0.5475) (1.1076) (1.1491) (1.2705)

Year Y Y Y Y Y

Ind Y Y Y Y Y

Adjusted R2 0.1048 0.1004 0.0918 0.0913 0.1028

N 5,057 8,428 9,750 9,761 5,061
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assets. This paper tests financial assets, excluding long-term equity
investments, as a proxy variable. The results are shown in Column
(1) of Table 10, where the coefficient of environmental uncertainty is
0.1611, which is significantly positive at the 1% level (t = 2.6719) and
remains consistent with expectations.

4.3.4 Change of measurement method
Since the explanatory variable the degree of corporate

financialization is a continuous variable, some firms do not invest in
financial assets and therefore their financialization level is zero, the data
in this paper are suitable for the truncated tail regression model.
Therefore, the OLS method is changed to Tobit left imputation
method for regression. The results are shown in Column (2) of
Table 10, and the regression coefficient of environmental uncertainty

is 0.4371, which is significantly positive at the 1% level (t = 5.4529),
proving that the results are robust.

5 Further research

5.1 Moderating effect of executive equity
incentives based on the heterogeneity of
property rights

The above analyzed the negative moderating effect of executive
equity incentives on environmental uncertainty and corporate
financialization. Then, how would executive equity incentives with
different equity properties moderate the relationship between

TABLE 9 Regression results of instrumental variables.

Variable 1) 2) 3) 4)

Eu Fin Eu Fin

Eu 10.1750*** 0.4967***

(4.0048) (5.7149)

Eumean 0.9996***

(4.8850)

L.Eu 1.0124***

(2,302.8265)

Size −0.1283*** 2.4267*** −0.0020*** 1.0750***

(−10.2418) (6.9368) (−3.8126) (10.0506)

Oc −0.0085*** 0.0769*** −0.0000 0.0043

(−8.7028) (3.0221) (−0.5221) (0.5040)

Grow 0.0320*** −0.3641*** −0.0001 −0.0533**

(11.9831) (−4.1891) (−1.1872) (−2.3834)

Q 0.0744*** −0.5523*** −0.0014*** 0.1961***

(10.6096) (−2.6734) (−3.8728) (2.7310)

Board −0.3624*** 2.2734* 0.0028 −1.3110**

(−5.2040) (1.7364) (0.9191) (−2.1823)

Roa −1.0164*** 4.8619* −0.0172*** −4.9859***

(−10.9086) (1.6867) (−4.5838) (−6.6347)

Lev 0.5839*** −14.1560*** −0.0086*** −8.8907***

(8.1297) (−8.1602) (−2.8511) (−14.6492)

_cons 3.5099*** −61.4211*** 0.0588*** −10.3465***

(8.6509) (−4.7061) (4.8712) (−4.2779)

Kleibergen-Paap rk LM value 21.852*** 667.087***

Anderson-Rubin Wald test 41.23*** 32.63***

Year Y Y

Ind Y Y

N 7,912 7,912
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environmental uncertainty and the degree of enterprise
financialization? In this paper, enterprises are divided into state-
owned enterprises and non-state-owned enterprises. The relationship
between executive equity incentives moderating environmental
uncertainty and corporate financialization is shown in Table 11.
Column (1) shows that in non-state-owned firms, the interaction
term between executive equity incentives and environmental
uncertainty is significantly negative at the 5% level (t = −1.9814).
After fixing the industry and year effects in column (1), Column (2)
shows the coefficient of the interaction term between executive equity
incentives and environmental uncertainty is 0.0469, which is
significantly negative at the 10% level (t = −1.7031). Column (3)
suggests that the coefficient of the interaction term between
executive equity incentives and environmental uncertainty is
insignificant in state-owned enterprises. After the industry and year
effects are fixed on the basis of Column (3), Column (4) shows that the
coefficient of the interaction term between executive equity incentives
and environmental uncertainty is still insignificant. The above results

indicate that executive equity incentive significantly and negatively
moderates the relationship between environmental uncertainty and
corporate financialization in non-state-owned firms, but not in state-
owned firms. Possible reasons are: On the one hand, for the equity
incentive, the equity incentive ratio of state-owned enterprises will be
subject to many restrictions, and the average shareholding ratio of
executives in state-owned enterprises is much lower than that of non-
state-owned enterprises, and the personal benefits of managers through
increasing the allocation of financial assets are limited; On the other
hand, the critical function of state-owned enterprises is to undertake
social responsibility, to respond to the macroeconomic policies
promulgated by the government, to make up for the market
shortage, and to drive sustained and stable economic growth.
Therefore, the managers of state-owned enterprises have more
administrative role and focus more on promotion opportunities,
which makes the role of equity incentives in state-owned enterprises
insignificant (Gong. 2021). Some scholars argue that executive
compensation in non-state-owned firms is always linked to business
performance, while implementing executive compensation incentives to
alleviate the principal-agent problem is ineffective, and non-state-
owned firms are more inclined to choose equity incentives to

TABLE 10 Substitution of variables method and change of measurement
method.

Variable (1) (2)

Fin Fin

OLS Tobit

Eu 0.1611*** 0.4371***

(2.6719) (5.4529)

Size 0.0942 1.2489***

(1.2322) (12.2454)

Oc 0.0134** −0.0084

(2.2808) (−1.0741)

Grow −0.0168 −0.0516**

(−1.0464) (−2.4523)

Q 0.0971** 0.0865

(2.2866) (1.4678)

Board −1.4387*** −0.9634*

(−3.4587) (−1.7490)

Roa −2.9135*** −5.3005***

(−5.1795) (−6.9993)

Lev −6.5550*** −10.6614***

(−14.9488) (−18.0655)

_cons 19.3375*** −2.3930

(10.1344) (−0.9433)

Adjusted R2 0.0793

Year Y Y

Ind Y Y

N 9,781 9,781

FIGURE 1
Nuclear density plot before nuclear matching.

FIGURE 2
Nuclear density plot after nuclear matching.
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mitigate the principal-agent problem. Therefore, in non-state-owned
firms, equity incentives can significantly and negatively regulate the
relationship between environmental uncertainty and firm
financialization.

5.2 Heterogeneity in the impact of
environmental uncertainty on financial
asset allocation

We classify trading financial assets and available-for-sale financial
assets as speculative short-term financial assets. The evaluation metric

of short-term financialization of enterprises is the ratio of short-term
financial assets to total assets. Derivative financial assets, held-to-
maturity investments, net investment properties, and long-term
equity investments are classified as value-preserving long-term
financial assets. The ratio of long-term financial assets to total assets
measures long-term financialization. The regression results between
environmental uncertainty and financialization of different types of
enterprises are shown in Table 12. Column (1) shows that the coefficient
of environmental uncertainty and long-term financialization is 0.4964,
which is positive at 1% level of significance (t = 5.6825). Column (2)
fixes the dual effect of industry and year. At this point, the regression
coefficient between environmental uncertainty and long-term

TABLE 11 Moderating effect of executive equity incentives under different property rights nature.

Variable (1) (2) (3) (4)

Fin Fin Fin Fin

Non-state-owned enterprises State-owned enterprises

Eu 1.2587*** 1.1206*** 1.5205 1.4024

(3.0529) (2.7735) (1.2783) (1.1826)

Shainc −0.1955*** −0.1751*** −0.1671 −0.2413*

(−2.9859) (−2.7240) (−1.1807) (−1.7165)

Shainc*Eu −0.0558** −0.0469* −0.0666 −0.0374

(−1.9814) (−1.7031) (−0.6729) (−0.3850)

Size 1.6640*** 1.3663*** 0.9969*** 0.9649***

(12.3354) (10.0489) (5.0042) (4.7353)

Oc −0.0176* −0.0423*** −0.0087 −0.0261

(−1.8537) (−4.7530) (−0.4133) (−1.2646)

Grow −0.1434*** −0.1192** −0.1319*** −0.1814***

(−2.9455) (−2.4955) (−2.8222) (−3.2021)

Q 0.1732** 0.1689** −0.4961** −0.4617**

(2.5571) (2.5089) (−2.4310) (−2.5609)

Board −2.0766*** −1.6782** −2.8995* −0.8913

(−3.0952) (−2.5530) (−1.8960) (−0.6253)

Roa −6.8543*** −5.7472*** −1.5018 −2.0124

(−7.7534) (−6.6087) (−0.5300) (−0.7012)

Lev −9.7567*** −10.3559*** −11.9774*** −16.0121***

(−12.6474) (−13.5644) (−7.5258) (−9.5431)

_cons 0.4901 15.8683*** −18.2764*** −9.9205***

(0.0976) (2.7065) (−5.6788) (−2.7120)

Year N Y N Y

Ind N Y N Y

Adjusted R2 0.0454 0.0876 0.0453 0.1437

N 5,752 5,752 1765 1765
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financialization is 0.5124, which is still positive at 1% level of
significance (t = 6.0061). Column (3) shows that the coefficient of
environmental uncertainty is insignificant, and Column (4) displays
that the environmental uncertainty coefficient is still not significant after
fixing the dual effect of industry and year. This suggests that as
environmental uncertainty rises, the allocation of financial assets
within firms will shift from speculative short-term financial
investments to value-preserving long-term financial assets,
manifested by a decrease in firms’ short-term financialization and an
increase in long-term financialization. Therefore, the financialization of
enterprises intensified by rising environmental uncertainty is mainly
reflected in the growth of the share of long-term financial assets in total
assets.

5.3 Impact of corporate financialization on
firm performance

The effect of corporate financialization on firm performance
is shown in Table 13, using earnings per share (Eps) and firm

profitability (Roa) to represent the level of firm performance,
respectively. Column (1) shows that the regression coefficient
between corporate financialization and firm profitability
is −0.0011 with a significance level of 1% (t = −7.9180),
indicating that the higher the degree of corporate
financialization, the more serious the negative impact on the
firm’s performance. Column (2) keeps the coefficient value and
significance level of corporate financialization constant after
fixing the dual effect of industry and year. To enhance the
accuracy of the results, Column (3) uses earnings per share to
measure the firm performance level. At this point, the regression
coefficient between corporate financialization and earnings
per share is −0.0035, which is significantly negative at the
1% level (t = −4.8415). After fixing the dual effect of industry
and year, Column (4) shows that the regression coefficient
between the degree of corporate financialization and earnings
per share is - 0.0033 with a significance level of 1%
(t = −4.4272). All of these results indicate that corporate
financialization harms firm performance. Therefore, in a
highly uncertain external environment, adopting appropriate
equity incentives by firms can mitigate the degree of
corporate financialization and improve the firm’s operating
performance.

TABLE 12 Heterogeneity in the impact of environmental uncertainty on
financial asset allocation.

Variable (1) (2) (3) (4)

Finlong Finshort

Eu 0.4964*** 0.5124*** 0.0008 −0.0335

(5.6825) (6.0061) (0.0167) (−0.7442)

Size 1.0490*** 0.8994*** 0.2318*** 0.0961**

(9.9526) (8.5070) (4.8687) (2.1323)

Oc −0.0121 −0.0150** 0.0043 0.0108***

(−1.5472) (−1.9699) (1.1962) (3.0986)

Grow −0.0483*** −0.0542** −0.0099 0.0003

(−2.6098) (−2.2670) (−1.6157) (0.0950)

Q 0.0524 0.0220 0.1130*** 0.1009***

(1.0727) (0.4804) (2.9812) (2.9484)

Board −0.4281 −0.1595 −0.9568*** −0.4708*

(−0.7914) (−0.2992) (−3.6912) (−1.8961)

Roa −3.9084*** −4.2394*** −1.6523*** −1.1098**

(−4.3903) (−4.8131) (−4.0485) (−2.2545)

Lev −5.0654*** −6.3648*** −4.0466*** −4.2447***

(−6.1335) (−7.1254) (−11.3954) (−12.1399)

_cons −14.2148*** −3.6565 −0.1724 6.9731***

(−6.6844) (−1.3425) (−0.1555) (5.2447)

Year N Y N Y

Ind N Y N Y

Adjusted R2 0.0196 0.0756 0.0281 0.1302

N 9,781 9,781 9,781 9,781

TABLE 13 Impact of corporate financialization on corporate performance.

Variable (1) (2) (3) (4)

Roa Eps

Fin −0.0011*** −0.0011*** −0.0035*** −0.0033***

(-7.9180) (−7.7527) (−4.8415) (−4.4272)

Size 0.0379*** 0.0363*** 0.2151*** 0.2090***

(28.9572) (27.3665) (32.1880) (30.6848)

Oc 0.0008*** 0.0007*** 0.0062*** 0.0057***

(7.5411) (6.3376) (11.3973) (10.5022)

Grow 0.0007** 0.0007** 0.0027* 0.0026*

(2.4477) (2.2918) (1.8221) (1.7418)

Q 0.0001 −0.0003 0.0579*** 0.0579***

(0.1250) (−0.3301) (14.9186) (14.8053)

Board 0.0046 0.0045 0.0413 0.0438

(0.6169) (0.5944) (1.0750) (1.1396)

Lev −0.4169*** −0.4252*** −1.1883*** −1.2155***

(−62.7498) (−62.8603) (−35.0270) (−35.0288)

_cons −0.6743*** −0.5986*** −4.3765*** −4.1820***

(−22.9699) (−17.9167) (−29.1910) (−24.3974)

Year N Y N Y

Ind N Y N Y

Adjusted R2 0.3010 0.3126 0.1738 0.1801

N 9,781 9,781 9,781 9,781
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6 Conclusion and insights

Under environmental uncertainty, enterprises should pay
great attention to and take appropriate measures to inhibit
enterprise financialization continuous development. Based on
the research sample of Chinese A-share listed companies from
2016 to 2020, this paper investigates the impact of environmental
uncertainty on corporate financialization and the moderating
effect of two types of executive incentives using empirical
analysis. The key findings are: 1) Rising environmental
uncertainty will intensify the degree of corporate
financialization; 2) The implementation of executive equity
incentives will restrain the degree of corporate financialization,
while the implementation of executive compensation incentives
will intensify the degree of corporate financialization; 3)
Executive equity incentives hedge the financialization of firms
caused by environmental uncertainty, while compensation
incentives do not significantly hedge the relationship between
environmental uncertainty and corporate financialization; 4) The
implementation of executive equity incentives in non-state-
owned firms can significantly alleviate the degree of
financialization based on heterogeneity analysis. In contrast,
implementing executive equity incentives in state-owned
enterprises does not significantly alleviate the degree of
financialization; 5) The rising uncertainty in the external
environment makes enterprises invest less in short-term
financial assets and more in long-term financial assets, and the
increase in financialization has a significant negative impact on
firm performance.

In summary, the following suggestions are made. First of all,
in the context of environmental uncertainty, Enterprises should
improve their own governance mechanisms and implement
reasonable and effective executive incentive measures based on
their own characteristics to curb the deepening process of
enterprise financialization; As two typical ways to motivate
executives, compensation incentive and equity incentive may
have opposite effects. Therefore, in the design of executive
incentive contracts, the differences between compensation
incentives and equity incentives should be clarified and treated
differently to avoid the shortcomings. In terms of compensation
incentives, we should focus on the risk of financialization of
enterprises brought about by compensation incentives to avoid
further “de-realization” of enterprises, and in terms of equity
incentives, we should give full play to the role of long-term equity
incentives to curb the financialization of enterprises. Companies
should adopt multi-dimensional performance evaluation
indicators to identify the competence of executives, avoid
executives from taking opportunistic actions that are
detrimental to corporate interests due to performance pressure
from external risks, make risk sharing between management and
owners, and strengthen the concept of executives’ commitment to
long-term corporate development. Second, the financial

regulators should strengthen the active supervision and control
of asset allocation, guide the financial business to serve the real
economy, and reduce the large-scale inflow of bank credit funds
into the financial sector. At the same time, When formulating and
adjusting policies, the government should enhance transparency
and procedures, provide stable expectations for enterprises, thus
minimizing uncertainty and creating a “stable, fair, transparent
and predictable business environment”, and also formulate
relevant policies to support the real economy, for example,
implementing a policy of lowering tax rates can reduce the
operating costs of enterprises, improve operating profitability
and ease the further financialization of enterprises.
Finally, enterprises should focus on developing their primary
business and make appropriate financial investments to
ensure that their main business is not affected by the shortage
of funds.
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