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Is Financial Connection an Asset or a Suppressor for

Digital Transformation of Enterprises?

LIU Dongge, PANG Ruizhi (Nankai University, 300071)
Summary: Digital transformation is important for building a digital China and achieving high-quality
development of enterprises, but in practice, many enterprises are facing the dilemma of digital
transformation. Therefore, how to drive enterprises to steadily promote digital transformation has attracted
much attention. Previous studies have explored the influencing factors of digital transformation from both
internal and external dimensions, with primary focus on the influencing factors of enterprises’ digital
transformation from the perspective of formal institutions, such as policy support and financial
development. Few studies have explored the influencing factors of enterprises’ digital transformation from
the perspective of informal institutions, and there is even less literature on the impact of financial
connection by type on enterprises’ digital transformation. Therefore, from the perspective of informal
institutions, this paper takes A-share listed companies from 2008 to 2020 as a sample, and examines the
relationship between financial connection and digital transformation of enterprises, then discusses the
influencing mechanism, governance conditions and heterogeneity.

The results show that financial connection has a suppressive effect on enterprises’ digital
transformation, but the impact varies significantly for different types of financial connection. The bank
connection plays a promoting role, while securities institution connection has a suppressive effect, and the
regulatory institution connection has no significant impact. Financial connection and securities institution
association inhibit enterprises’ digital transformation by increasing the myopia of management, the degree

of enterprise financialization and the cost of fund rent-seeking, while the bank connection promotes
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enterprises’ digital transformation by alleviating financing constraints. The board size, equity structure
governance, institutional investor shareholding, and a better macro governance environment can alleviate
the inhibitory effect of financial connection, but the role of independent directors is not significant.
Financial connection has a stronger inhibitory effect on enterprises’ intangible asset investment in the
process of digital transformation. In capital-intensive industries, competitive industries, as well as non-high-
tech enterprises and state-owned enterprises, financial connection has a greater suppressive effect.

This paper has the following contributions. First, this paper explores the influencing factors of
enterprises’ digital transformation from the perspective of informal institutions, which expands existing
research and provides a new theoretical perspective. Second, there is limited literature on financial
connection from an investment perspective. By studying the relationship between financial connection and
enterprises’ digital transformation, this paper expands the research framework of financial connection and
helps to judge the rationality of financial connection. Third, most existing literature studies financial
connection as a whole or from the perspective of bank connection, but there are significant differences in
different types of financial connection, and the enterprises have different motivations to establish different
types of financial connection. Analyzing the relationship between financial connection and enterprises’
digital transformation in a vague or singular manner may lead to mutual contradictions or generalize by bias.
This paper divides financial connection into three types, examines their different effects, and expands the
depth of research on financial connection. Finally, this paper not only explores the mechanism by which
financial connection affects enterprises’ digital transformation, but also analyzes the internal and external
governance conditions. This helps to clarify how financial connection affects enterprises’ digital
transformation, and provides implications for enterprises to effectively promote digital transformation and
overcome the dilemma of transformation.

The policy implications of this paper are as follows. (1) Enterprises should hire individuals with different
experiences to join the management, build a diversified executive structure, and make more reasonable
decisions to help companies advance digital transformation. (2) This paper helps to objectively evaluate the
rationality of financial connection, fully leverage the supportive role of different types of financial connection
for enterprises, and help them overcome the dilemma of digital transformation. (3) Market entities should
further improve the governance environment, strengthen the corporate governance systems, while the
government should improve the market-oriented environment, strengthen investor protection, constrain the
short-sighted and self-interest behavior of executives, and thereby provide a good governance environment
for enterprises’ digital transformation.

In fact, the scope of informal institutions is very broad, and financial connection is just one of them.
Therefore, future research may study the impact of other informal institutions on the enterprises’ digital
transformation.

Keywords: Digital Transformation, Financial Connection, Management Myopia, Financialization of
Enterprise, Cost of Fund Rent-Seeking
JEL: D21, G30, M41
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