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Abstract: In the constantly evolving global economic and technological industrial
landscape, deepening financial system reform and preventing systemic financial risks are
crucial for achieving high-quality economic development. The financialization of physical
enterprises and its impact on financial stability have become the focus. This study is based
on financial data of listed companies and combines theoretical and empirical analysis to
construct a two-way fixed effects model and threshold regression model. It is found that
corporate financialization significantly increases financial risks, and financial regulation
has a threshold effect on this relationship. Strengthening regulation can inhibit corporate
financial investment, promote its return to the real economy, and reduce risks. This
constraint effect is more pronounced in non-state-owned enterprises and enterprises with
higher equity balance. Corporate financialization affects risks through information
disclosure quality and financing constraints. Based on this, enterprises need to allocate
financial assets reasonably and prevent risks according to their development status and
national policies, while improving governance, maintaining equity balance, ensuring
transparency, and responding to regulation; The government should balance the
containment of excessive financialization and support for rational activities in financial
regulation, formulate unified policies, improve efficiency, develop differentiated strategies,
and innovate regulatory methods through technologies such as big data to ensure the
development of the real economy.

1. Introduction

In the era of global economic restructuring and rapid technological change, where economies
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urgently require transformation and upgrading, deepening financial system reform, preventing
systemic risks, and guiding rational capital allocation are pivotal for high-quality development.
Given the close interconnection between financial institutions and non-financial enterprises,
business deterioration can rapidly spread to stakeholders, triggering negative chain reactions. Non-
financial enterprises are confronted with slow profitability recovery, escalating costs, and
decelerating growth, exacerbated by international factors that heighten downward pressure on the
global economy and constrict the development space for real enterprises. The widespread foray of
many non-financial enterprises into finance and real estate has led to a pronounced phenomenon of
corporate financialization, evident in the substantial increase in average financial asset holdings
among listed companies in non-financial and non-real estate industries. While academic inquiry into
the impact of corporate financialization on various facets has been extensive, there remains a gap in
research regarding its influence on financial risks. This article centers on the effect of corporate
financialization on financial risks, aiming to offer fresh perspectives on its economic ramifications,
enhance relevant theories, and furnish decision-making references for governments to prevent
financial risks. It conducts a systematic literature review, explores research perspectives, integrates
theoretical and empirical analysis, dissects the mechanism through which corporate financialization
affects financial risk, delves into differences in impact under varying financial regulatory intensities,
and infers heterogeneity in financial regulatory threshold effects across different property rights and
equity scales, subsequently proposing research hypotheses and constructing a model for empirical
analysis. Potential innovations lie in testing both linear and nonlinear effects and introducing
financial regulation as a threshold variable; however, the article also acknowledges limitations, such
as the need to refine measurement indicators for financial regulatory intensity and improve control
variable selection, which will be the focus of subsequent research.

2. Correlation theory

Existing research has revealed innovative paths for corporate financial accounting and
management in the new financial environment from dimensions such as technology integration,
green finance practices, accounting standard games, and industry applications. At the technical level,
neural networks and quantum inspired algorithms have improved the accuracy of financial
forecasting, and the integration of intelligent systems has promoted the intelligence of decision
support systems. However, technology integration requires caution against algorithmic black box
risks; In the field of green finance, a green accounting framework has been developed and a dual
wheel drive model has been proposed, but the cross-border standardization indicator system still
needs to be improved; At the policy level, the case reveals the impact of multi-party games on
accounting standard setting and emphasizes the importance of multi-party dialogue mechanisms; In
terms of industry applications, agriculture and mining provide practical paradigms for technology
empowerment, but attention should be paid to scenario adaptation issues; The future challenges will
focus on the development of ethical assessment tools for intelligent systems and innovation in green
finance products. This multidimensional research landscape provides an integrated strategic
framework for corporate financial transformation and indicates that financial accounting research is
shifting towards complex system innovation.

3. Method

3.1. Multidimensional Analysis and Research Review of Corporate Financialization
Phenomenon

Financialization represents the profound penetration of financial logic into the economic system,
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exhibiting multidimensional characteristics spanning from macro to micro levels. Macroscopically,
it triggers a hollow transfer of capital within the financial system, creating a "siphon effect" that
drains resources from the real economy. Microscopically, non-financial enterprises reallocate
resources from industrial to financial investments, increasingly relying on financial returns.
Motivated by precautionary savings and speculative arbitrage, firms hold liquid assets to smooth
cash flows or exploit yield differentials between financial assets and industrial investments, with
fixed asset investment risks being a pivotal factor in China. Equity pledges and executive financial
backgrounds further shape financialization decisions through financing constraints, governance
effects, and cognitive biases. Financialization yields dual economic outcomes: macroscopically, it
curtails industrial investment, lowers total factor productivity, and demonstrates nonlinear effects
on growth; microscopically, it stifles corporate innovation, weakens industrial incentives, and
displays an inverted U-shaped relationship with financial performance, potentially enhancing short-
term results while undermining long-term competitiveness and escalating stock price crash risks and
diminishing information disclosure quality. Research on financial risks underscores the interplay
between internal governance and external environments, with board independence mitigating risks
and executive overconfidence amplifying fragility, while the rule of law curtails agency costs and
monetary policy engenders asymmetric impacts. Financial technology and the "Internet plus"
strategy are reshaping risk management paradigms, with research evolving from static to dynamic
mechanism analysis, incorporating behavioral finance to dissect managerial irrationality and
employing multi-agent game models to unveil strategic interactions. Future investigations can
explore new forms of financialization under financial technology and the reshaping influence of
ESG concepts on corporate sustainable development.

3.2. A Review of Research on Enterprise Financialization Mechanism and Risk

Financialization, an economic evolutionary process characterized by multidimensional macro-
micro attributes, manifests as a capital "siphon effect” within the financial system that drains
resources from the real economy and as non-financial enterprises' reallocation of resources from
industrial to financial investments. Its driving mechanisms operate under a "preventive savings-
speculative arbitrage” dual framework, where preventive savings underscore the strategic
accumulation of liquid financial assets to smooth cash flows, while speculative arbitrage capitalizes
on yield differentials between financial assets and industrial investments, particularly influenced by
fixed asset investment risks in China. Equity pledges influence financialization decisions via
financing constraints and governance effects, whereas senior executives' financial backgrounds
amplify preferences for financial investments through cognitive biases. Its economic consequences
are multifaceted: macroscopically, it constrains industrial investment, diminishes total factor
productivity with nonlinear impacts, and potentially distorts resource allocation; microscopically, it
stifles corporate innovation, weakens industrial incentives, and exhibits an inverted U-shaped
relationship with financial performance, potentially eroding long-term competitiveness and
heightening stock price collapse risks. Research on financial risks underscores the
interconnectedness of internal governance and external environments, with current trends shifting
from static analyses to dynamic mechanism examinations, integrating behavioral finance insights,
constructing multi-agent game models, and exploring novel financialization forms alongside the
reshaping effects of ESG concepts on sustainable development.

3.3. The theoretical basis of corporate finance is agency delegation and financing priority.

The principal-agent theory, pioneered by Jensen and Meckling, arises from the context of the
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separation of ownership and management rights in enterprises, exposing agency problems stemming
from conflicting interests and information asymmetry between principals and agents. Shareholders
aim to maximize corporate value, whereas managers prioritize personal reputation, compensation,
and job security, with their remuneration frequently tied to short-term company performance,
incentivizing them to invest in high-yield, short-term financial sectors. This myopic behavior can
lead to misallocation of corporate resources and undermine long-term financial stability.
Additionally, managers, leveraging their information advantage, may conceal negative information
about their core business during financial distress, instead securing excess returns by allocating
funds to financial assets, manipulating financial statements, and misleading the market with false
signals of operational normalcy, thereby exacerbating financial risks. Conversely, the financing
priority theory, proposed by Myers and Majluf (1984), delineates the hierarchical preference of
enterprises in selecting financing methods: internal financing first, followed by debt financing, and
equity financing as a last resort. This hierarchy is driven by external investors demanding higher
risk compensation due to information asymmetry, while internal financing avoids interest or
investment return payments, resulting in lower costs. While maintaining liquidity, enterprises often
invest idle funds in financial assets to generate profits, forming a precautionary savings motive
aimed at broadening financing channels, accumulating capital, and mitigating potential financial
risks. However, excessive reliance on financial investment may crowd out industrial investment,
impeding the development of enterprises’ core businesses, necessitating a balance between
financialization and industrial investment.

4. Results and discussion
4.1. The impact risk of company finance and the regulatory role of financial supervision.

Corporate financialization denotes the phenomenon where non-financial enterprises increasingly
prioritize financial asset investment over industrial investment, characterized by the expansion of
financial asset holdings and a rising proportion of financial assets relative to total assets, alongside
an escalating share of financial channel profits in total profits. Prior research indicates that
corporate financialization manifests both a "reservoir effect” and a "crowding out effect": the
former underscores the liquidity and profitability of financial assets, offering enterprises financial
buffers, enhancing balance sheets, and reducing financial distress costs, whereas the latter
highlights how financial asset investments displace fixed assets and innovation spending, thereby
stifling industrial investment, undermining core business performance, amplifying operational risks,
and exposing firms to macroeconomic uncertainties like interest rate fluctuations, exchange rate
volatility, and policy shifts, which may culminate in capital losses and risk propagation. The net
impact of corporate financialization on financial risk hinges on the interplay between these effects,
with precautionary savings motives potentially mitigating risk while profit-driven incentives may
escalate it. In practice, manufacturing enterprises frequently engage in financial sector investments
for profit motives, with financialization typically inflicting more harm than benefit, thereby
elevating financial risks. Financial regulation exerts a pronounced influence on corporate
financialization, curbing excessive financial engagement, safeguarding industrial capital, enhancing
resource allocation efficiency, and attenuating financial risks. Heightened regulatory intensity
tightens constraints on corporate financialization, ameliorating capital misallocations and reducing
the likelihood of financial strain. The threshold effect of financial regulation varies with property
rights and equity balance, with non-state-owned enterprises and those boasting greater equity
balance under stringent regulation more adept at mitigating financialization's adverse effects on
financial risks and yielding superior governance outcomes.
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4.2. Empirical design on impact of corporate financialization on financial risk

This study employs empirical analysis utilizing data from relevant enterprises within a
designated timeframe, excluding samples from the financial and real estate sectors, as well as those
with significant undisclosed or missing variables, to ensure precision. Outliers were addressed, and
balanced panel data was utilized for testing, resulting in a substantial number of valid samples. Data
sources encompass authoritative websites and specialized databases, with any gaps filled using
annual financial statements. Indicators were organized via office software, and empirical analysis
was executed using statistical software. The dependent variable is financial risk, gauged by a
composite index derived from accounting data, reflecting debt repayment capacity, profitability, and
operational efficiency, inversely correlated with financial risk. The explanatory variable is the
degree of enterprise financialization, denoted by the ratio of financial asset holdings. The threshold
variable is financial regulation intensity, measured by the ratio of regional financial regulatory
expenditure to regional financial value-added. Multiple control variables at both the micro-
enterprise and industry levels were incorporated to account for confounding factors. A two-way
fixed effects model was constructed to examine the impact of corporate financialization on financial
risk, and a threshold model was employed to analyze disparities under varying degrees of financial
regulation, segmenting the sample and constructing single and dual threshold models to further
explore how financial regulatory intensity influences the relationship between corporate
financialization and financial risk.

4.3. Comparative analysis of evaluation effects

Among these variables, financial risk (Zscore) has a wide range, with a maximum value of 62.84
and a minimum value of only -0.157. The standard deviation of 8.489 indicates significant
differences in financial risk among the sample companies, suggesting an imbalanced financial
situation.As shown in Table 1

Tablel Descriptive Statistics of Key Variables

. Sample Mean Stan'da‘rd Minimum Median Maxim
Variable Size (N) | (mean) Deviatio (min) (p50) um
n (sd) (max)
Zscore 16190 6.398 8.489 -0.157 3.669 62.84
Fin 16190 0.0717 0.0978 0 0.0343 0.521
Reg 16190 0.0078 0.0081 0.0010 0.0045 0.0468
Size 16190 22.36 1.247 19.75 22.22 26.04
Ind 16190 0.382 0.0736 0.250 0.364 0.600
HI1 (Shareholding Ratio
of the Largest 16190 33.39 14.75 8.600 30.95 74.67
Shareholder)
Fc (Cash Flow Ratio) 16190 0.0498 0.0634 -0.153 0.0477 0.242
Nature (Whether It Is a
State-owned Enterprise) 16190 0.379 0.485 0 0 1
Lev(DebtLeverage | 15100 | 0416 | 0.195 | 0.0530 0411 | 0.900
Ratio)

Table 1 presents descriptive statistics of the main variables, highlighting notable disparities
among sample enterprises. The financialization metric spans from 0 (indicating a primary focus on
core business) to 0.521 (reflecting a high level of financial asset holdings), underscoring varying
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degrees of financialization across firms. Financial regulation (Reg) exhibits substantial regional
variation, with a maximum value of 0.0468 and a minimum of 0.0010, reflecting differing
regulatory intensities across regions. Most companies adhere to the China Securities Regulatory
Commission's regulations regarding the proportion of independent directors, as evidenced by a
median value of 0.364. Ownership data reveals that 37.9% of the enterprises are state-owned, while
25.5% have the same individual serving as both chairman and general manager. The average largest
shareholder's shareholding ratio stands at 33.39%. Growth (with a median of 0.0983) and
profitability (Roa, median 0.0369) are generally lower than their respective average and maximum
values, suggesting that most enterprises require improvement in these areas. Executive
compensation varies significantly (maximum 1, minimum 0.280), and industry competitiveness
(HHI) ranges from 0.0248 to 1, reflecting varying levels of competition across industries. Other
variables, such as firm size, cash flow ratio (Fc), and debt leverage ratio (Lev), exhibit a normal
distribution. The Variance Inflation Factor (VIF) test indicates no significant multicollinearity, as
all VIFs are below 5. Benchmark regression results demonstrate a significant negative correlation
between corporate financialization (Fin) and financial risk at the 1% level, supporting the
hypothesis that increased financialization heightens financial risk. The threshold model analysis
identifies dual thresholds (0.0019 and 0.0023) for the impact of financial regulation on this
relationship, as depicted in Figure 1.

15.23
17.29
High Equity Balance (I 0.1667 300 23.2483
0.0028
28.37 17.7817
High Equity Balance ' 0.0167 300 I 20.6727 m Threshold Number
Threshold Value
15.38 64.1878
= F Value
Low Equity Balance (I 0.7767 300 -.3395 mP Value
0.0032 — - BS Iterations
0.0633 ' Crit10
Low Equity Balance (. 300 l 26.3683 = Crit5
43.83
21.8415
Low Equity Balance (. e 300 l 25.3805
0 100 200 300 400 500

Figure 1 Threshold effect test results under different levels of equity balance

The robustness test, encompassing non-linear testing, variable substitution, Propensity Score
Matching (PSM), and Two-Stage Least Squares (2SLS), confirms that corporate financialization
significantly escalates financial risk, although this effect diminishes as financial regulation
strengthens. The heterogeneity analysis, focusing on property rights and equity balance, reveals that
the impact of financialization on financial risks varies, with differing threshold effects of financial
regulation. For firms with low equity balance, financialization initially has a positive yet
insignificant impact on financial risk below the first threshold, but it subsequently turns negative
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with a significant "crowding out effect” at the 1% level, indicating elevated risk. In contrast, firms
with high equity balance exhibit a significant negative effect at the 5% level, suggesting a weaker
adverse impact of financialization on risk, implying that higher equity balance and robust financial
regulation foster improved governance to mitigate risks. The study also explores two intermediary
mechanisms: financialization negatively correlates with information disclosure quality (KP) at the 1%
level, with poorer disclosure quality associated with higher risk, and including KP in the risk model
reduces the coefficient of Fin, with the Sobel test confirming partial mediation; financialization
alleviates financing constraints (SA) at the 1% level, but increased SA correlates with higher risk,
and including SA in the model lowers the coefficient of Fin.

5. Conclusion

In the evolving global economic landscape, the financialization of physical enterprises has
emerged as a prominent trend, significantly influencing corporate financial health and
macroeconomic stability. This study, leveraging financial data from a major economy's stock
market, reveals that intensifying corporate financialization substantially elevates financial risks,
underscoring the challenge of harmonizing financial stability with investment returns. Financial
regulation exhibits a notable threshold effect on this dynamic, wherein stronger regulatory
frameworks curb financial investment behaviors, encourage a reorientation towards the real
economy, and mitigate risks, particularly evident in non-state-owned enterprises and those with
higher equity balances due to heightened arbitrage incentives and short-term investment strategies.
Financialization influences risks through two primary channels: diminished information disclosure
quality, which exacerbates risks, and alleviated financing constraints, which reduces them. To foster
sustainable development, enterprises are urged to strategically allocate financial assets, prioritize
internal governance, maintain robust equity balances, ensure transparent disclosure practices, and
adapt to regulatory policies. Conversely, governments are advised to strike a balance between
curbing excessive financialization and supporting rational financial activities, by establishing a
cohesive regulatory policy, enhancing efficiency, crafting differentiated strategies, innovating
regulatory approaches, and leveraging modern technologies to bolster regulatory capacities and
safeguard the vitality of the real economy.
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