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owned enterprises (POEs) face more financial frictions. they pay even higher interest rates.
Meanwhile, state owned enterprises (SOEs) can still enjoy relatively cheap credit because of
soft budget constraints. SOEs produce upstream investment goods, and POEs produce down-
stream consumption goods. Thus. CPI will be higher than PPI due to this financing cost
difference. If deleveraging by raising interest rates. leverage ratios of POEs will first go up
and then go down, whereas those of SOEs will persist.
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