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Abstract. Facing the new situation of complex changes at home and abroad,
innovation plays an important role in the process of enterprise development. Due to
the rise of financial investment activities, enterprises are becoming more andmore
financialized, how does corporate financialization affect corporate innovation?
This paper selects data of non-financial listed companies in China’s Shanghai and
Shenzhen A-shares from 2007–2019 as a sample to investigate what impact exists
between corporate financialization and corporate innovation and the variability
of this impact among different types of companies. The results of the study find
that corporate financialization inhibits the level of innovation, and the inhibitory
effect of financialization on the level of innovation is more pronounced among
firms with poor internal control quality, non-eastern regions, and weak growth.
The results of this paper enrich the research on the impact of corporate innovation
and provide a reasonable reference for managers to make business decisions.
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1 Introduction

AsChina’s economic development enters a newnormal and a new stage, and in the face of
the new situation of complex changes at home and abroad, innovation plays an important
role in the process of enterprise development. In the report of the 19th Party Congress, it
is pointed out that “China’s economy has shifted from the stage of high-speed growth to
the stage of high-quality development, and innovation is the first driving force leading
development and the strategic support for building a modern economic system.” In this
critical stage, enterprises, as the most basic subject of market activities, contribute the
main force for the realization of R&D innovation and transformation of achievements
[14]. Since the innovation development strategy was officially written into the “Opinions
of the State Council of the Central Committee of the Communist Party of China on
Deepening the Reform of Institutional Mechanisms to Accelerate the Implementation
of the Innovation-driven Development Strategy” (later referred to as “Opinions”) in
2015, the level of corporate innovation investment in the country has shown an obvious
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Fig. 1. Evolution of R&D funding growth rate. (Author’s self-painting)

Fig. 2. Comparison of R&D intensity by country (Author’s self-painting)

growth trend. According to the data, the level of enterprise innovation investment from
2013 to 2015 showed a decreasing trend, while R&D funding achieved rapid growth
in the short term after the introduction of the Opinions in 2015, and showed a steady
growth in the long term, with the growth rate of R&D funding basically maintained at
11% (Fig. 1).

Although the innovation level of domestic enterprises is steadily improving, there
is still a distance compared with developed countries. According to Wind database and
relevant data released by the World Bank, the R&D intensity of Chinese enterprises has
grown from 1.2% in 2010 to 3.6% in 2020 (R&D intensity refers to the ratio of R&D
expenditure to sales revenue), but it is still less than the R&D intensity of developed
countries, and the R&D intensity of American enterprises today is as high as 7.8%,
which is still more than twice of China’s. Compared with the enterprises in developed
countries Compared with the level of innovation in developed countries, there is still a
certain gap in China (Fig. 2).

With the development of capital market, the phenomenon of insufficient willingness
of enterprises to innovate and increased willingness of financial investment is becoming
more andmore obvious. Corporate financial investment activities aremore active, and the
phenomenon of financialization is common among listed companies. On the one hand,
due to the rapid development of China’s financial industry since the reform and opening
up, the banking industry and the real estate industry have developed rapidly and become
two profitable industries [18]; On the other hand, the development of China’s enterprises
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has faced the problems of overcapacity and products at the bottom of the industrial value
chain, which directly leads to the compression of the profits of the enterprises’ real
business activities and the profits is much lower than the excess returns of investment
in the financial market, thus leading to the The imbalance between the real economy
and the virtual economy [2]. At the macro level, this phenomenon is reflected in the
deepening of finance and the increase in the influence of the financial sector, which is
called “de-realisation of the economy to the virtual”. At themicro level, this phenomenon
is reflected in the increasing activity of real enterprises in financial investments and the
tendency of non-financial enterprises to financialize [16, 32]. Therefore, driven by the
excess return rate, the allocation of financial assets by listed companies in China has
shown a rising trend year by year, and financialization has become a common trend
among listed companies [22].

The economic consequences of financialization on enterprises are richly researched,
and most of the existing literature is analyzed from the theories of “reservoir” effect
and “crowding out” effect. Based on the theory of “reservoir effect”, enterprises use
idle funds to make short-term financial investment in the capital market and increase
the liquidity of their assets, so as to maintain and increase the value of their capital.
To a certain extent, enterprises can revitalize their capital and prevent the capital chain
breakage in their main businesses in the future. Almeida & Wolfenzon found that the
degree of financial development is significantly and positively related to the efficiency
of capital allocation, and the higher the degree of financial development, the higher
the efficiency of capital allocation [1]. Liu Guanchun found that financial development
under the financial system reform can alleviate the financing constraints of enterprises
and promote the economic growth of real enterprises [8]. Yu Nutao et al. believe that
short-term financial investment can improve the investment efficiency of enterprises in
the future and truly realize financial services for entities, which is a concrete embodiment
of the “reservoir” effect [30]. Theurillat (2010) believes that financialization is conducive
to spatial utilization of resources, expansion of financing channels of enterprises and
improvement of balance sheets [21].

Based on the theory of “crowding out” effect, in the case of limited resources,
there is cash flow competition between different operating activities and investment
activities, and the financial investment of enterprises will definitely crowd out the R&D
and innovation investment of enterprises, so the investment in financial assets will show
“crowding out” effect on R&D and innovation investment. Therefore, investment in
financial assets will show a “crowding out” effect on R&D innovation investment. Sun
et al. confirmed the “crowding out” effect of financial investment based on arbitrage
motive from the perspective of cost stickiness [19]. Liu et al.found that financialization
in the banking industry would exhibit a “crowding out” effect, thus inhibiting firms’
innovation investment [9]. Zhang Zhao et al. concluded that the investment efficiency of
real enterpriseswould be reduced by the crowding-out effect of corporate financialization
[33]. Therefore, corporate financialization is like a virus that [12], on the one hand,
reduces the productivity of enterprises and crowds out the real economy [5, 7], resulting
in the hollowing out of the real industries of enterprises [13]. On the other hand, the
crowding out of the main business by excessive financialization can increase the risk of
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corporate share price, inhibit the sustained increase of share price, and even lead to the
decline of share price [15].

It can be seen that financialization is a double-edged sword, which can have certain
drawbacks while activating corporate capital, mobilizing corporate investment enthu-
siasm and reducing the degree of financing constraints. So, under the new situation,
what kind of impact will financialization have on corporate innovation? The existing
theories on the impact of financialization on corporate innovation are not conclusive, but
scholars such as Shan Xu believe that financialization will boost corporate innovation
investment and innovation performance, and the promotion effect will be more obvious
in non-state enterprises [26]. Liu et al. suggest that the share of financial assets held is
a “reservoir” effect, which helps to alleviate financing constraints and promote R&D
innovation in the future [8]. Another view is that the financialization of enterprises will
inhibit the technological innovation of enterprises, and the inhibiting effect on different
types of technological innovation is different [34]. Wang and other scholars argue that
firms are driven by the arbitrage motive to over-crowd their R&D investment, and there
is a significant positive correlation between the two [22].

Although the above research on enterprise financialization and enterprise innovation
has theoretical significance, it has not formed a unified view, so it still needs to be
improved and studied in depth. Therefore, this paper takes the data of Chinese non-
financial listed companies in Shanghai and Shenzhen A-shares from 2007–2019 as a
sample to study what kind of relationship exists between corporate financialization and
corporate innovation, and further analyzes, under the consideration of internal control,
geographical distribution, and differences in corporate growth factors, the relationship
between corporate financialization and corporate innovation, so as to enrich the research
on the economic consequences brought by corporate financialization and also draw the
industry’s attention to the level of corporate innovation.

The main contributions of this paper are as follows: (1) Based on two opposing
perspectives, this paper provides new empirical evidence for the debate on whether cor-
porate financialization plays a “reservoir” effect or a “crowding out” effect on the level of
corporate innovation; (2) The empirical analysis of this paper is based on the perspective
of corporate financialization and enriches the literature on the factors affecting the level
of corporate innovation. (3) This paper explores the role of corporate financialization
on corporate innovation in different types of enterprises and the changes in the degree
of the role, which helps to further clarify the relationship between financialization and
the level of innovation and provides reference findings for the formulation of national
financial policies.

The main structural arrangement of this paper: the first part is the introduction; the
second part is the theoretical analysis and hypothesis formulation; the third part is the
research design; the fourth part is the empirical analysis; the fifth part is further analysis;
and the last part is the conclusion and recommendations.
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2 Theoretical Analysis and Hypothesis Formulation

2.1 The “Smoothing” Effect of Corporate Financialization on Corporate
Innovation

Corporate innovation is a long-term activity with high risk and uncertainty, and it is often
constrained by a variety of factors. For example, the amount of a firm’s own innovation
investment, the technical level of its R&D team [17], the amount of innovation resource
reserves, organizational system innovation [4], firm size, corporate culture, and equity
structure [11]. However, these factors tend to be attributed to financing constraints. Ju
et al. found that the financial distress of firms, namely high external financing costs and
high adjustment costs can limit innovation activities, which is an important factor that
hinders firms’ innovation [6].

The financialization of enterprises has the function of reservoir [2], through the
allocation of financial assets, enterprises can obtain excess return, broaden financing
channels, alleviate financing constraints, and create a sufficient financial base for inno-
vation activities. In addition, innovation activities are characterized by high adjustment
costs and long return cycles [14]. In contrast to the “short-term” characteristics of finan-
cial investment, the financialization of enterprises is characterized by short return cycles
and high rates of return. By allocating financial assets, enterprises can generate cost-
of-capital effects, which can ensure the value of capital on the one hand, and achieve
capital appreciation on the other hand to obtain more funds, thus reducing the external
financing costs of enterprises and smoothing the defects of high adjustment costs of
innovation activities. Ju and other scholars found that in order to mitigate risks, enter-
prises will choose innovation activities with low adjustment costs as much as possible
to reduce adjustment cost losses [6]. In addition, cash is the guarantee for enterprises
to achieve sustainable development, but cash itself cannot achieve capital appreciation
[17]. Therefore, corporate financialization can smooth out the shortcomings of corpo-
rate innovation in terms of financing constraints, high adjustment costs, and high return
cycles, thus promoting the level of corporate innovation.

2.2 The “Crowding Out” Effect of Financialization of Enterprises on Enterprise
Innovation

The financialization of enterprises has a “crowding out” effect [2], and the large alloca-
tion of financial assets tends to crowd out the innovation level of enterprises. First, based
on the theory of market arbitrage motive, financial investment by enterprises will take
up a certain amount of innovation research and development funds in the case of limited
resources [22]. Because financial investment has the advantages of high yield and high
realizability, it will increase management’s dependence on financial investment, thus
reducing the willingness and motivation of corporate innovation activities and inducing
management to over-crowd innovation R&D funds. The further development of finan-
cialization will lead to a strong short-term profit-seeking mentality of management, so
that enterprises will rely more on gaining income through financial investment, allocat-
ing a large amount of assets to short-term financial investment activities and abandoning
long-term innovation and R&D investment [29].
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Second, Interest game theory suggests that enterprises are generally influenced by
management, shareholder level, and investors in the process of business decisionmaking.
In the case of separation of ownership and operation of a firm, when executives are faced
with the decision of whether they should maximize operating profits or shareholders’
interests, they are often compelled by their principal-agent duties to value shareholders’
interests and ignore the long-term development interests of the firm, resulting in less
willingness to take the risks of innovative activities [3, 6]. As a result, management will
be more willing to make a large number of high-yield financialized investments, thus
crowding out investments in innovative activities with high costs and uncertain returns.

Finally, based on liquidity management theory, cash is the potential for continu-
ous R&D and innovation of enterprises, but holding cash can hardly realize capital
appreciation. If a company invests capital in innovation and R&D, the high sunk cost
and irreversibility of capital increase the business risk of the company, and the success
or failure of innovation is uncertain. The financial assets are considered to be “broad
cash” and are managed in a comprehensive manner to achieve capital appreciation in the
short term. Therefore, under liquidity management, companies will be more cautious
in their innovation R&D activities, and financial investments will crowd out innovation
investments.

Therefore, this paper argues that the financialization of firms may have a “crowding
out” effect on firm innovation and thus inhibit firm innovation.

According to the previous discussion, it is shown that there are two opposing out-
comes of the impact of corporate financialization on the level of corporate innovation.
Based on this, the following competing hypotheses are proposed in this paper.

H1a: Other things being equal, the financialization of enterprises promotes the level
of innovation of enterprises.

H1b: Other things being equal, the financialization of enterprises inhibits the level
of innovation of enterprises.

3 Study Design

3.1 Sample Selection and Data Sources

This paper selects China’s listed companies in Shanghai and Shenzhen A-shares as the
research sample, and takes the data from 2007 to 2019 as the sample data. Screening
was performed according to the following criteria: (1) Excluding data from ST and ST*
category companies; (2) Excluding samples with missing variables and obvious errors;
(3) Excluding listed companies in the financial industry and real estate industry. In order
to prevent the influence of extreme values on the results, this paper takes Winsorize
shrinkage of the sample variable values at 1% and 99% to ensure the stability of the
results. All data in this paper are obtained from the CSMAR database, and stata16.0
software is used to conduct statistical and analysis on the sample data.

3.2 Variable Definition and Metrics

3.2.1 Explanatory Variables

Level of financialization Fin. This paper draws on Du, Yong et al. to express the level
of financialization in terms of the proportion of financial assets held by firms [2]. In
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this paper, financial assets for trading, derivative financial assets, net loans and advances
granted, net available-for-sale financial assets, net held-to-maturity investments, and net
investment properties are taken as the range of financial assets. The specific calculation
formula is: Fin1= (financial assets for trading+ derivative financial assets+ net loans
and advances issued + net available-for-sale financial assets + net held-to-maturity
investments+ net investment in investment properties)/total assets. In order to ensure the
accuracy of the results, this paper also adopts the second approach tomeasure the level of
financializationby including tradingfinancial assets, derivativefinancial assets, net short-
term investments, net interest receivable, net dividends receivable, net available-for-sale
financial assets, net held-to-maturity investments, net bought-back financial assets, other
current assets, and net investment properties as the category of financial assets. The
specific formula is as follows: Fin2 = (financial assets held for trading + derivative
financial assets + net short-term investments + net interest receivable + net dividends
receivable+ net available-for-sale financial assets+ net held-to-maturity investments+
net bought-and-sold financial assets+ other current assets+ net investment properties)
/ total assets.

3.2.2 Explained Variables

Enterprise innovation RD. . According to the summary of existing studies, the current
measurement of corporate innovation ismainly based on corporate innovation inputs and
outputs. Innovation input is usually measured by the ratio of a company’s annual R&D
expenditure to its total assets, and innovation output is usually expressed by the total
number of invention patents, utility models and design patents applied for or granted.
Since corporate innovation investment is a long-lasting and long-term process, it is
difficult to accurately measure the current innovation level of a company by only the
number of invention, utility model and design patents applied for or granted. Therefore,
this paper draws on Xiao study and adopts the proportion of R&D expenditures to total
assets (RD1) as an indicator to measure the innovation investment of enterprises [28].

3.2.3 Control Variables

The control variables in this paper include eight indicators of firm age (Age), firm size
(Size), gearing ratio (Lev), total assets return (Roa), board size (Board ), independent
director characteristics (Indir), operating cash flow (CFO), and equity concentration
(Top10) as the control variables in this paper. In addition, this paper controls for the
fixed effects of year (Year) and industry (Ind ). Detailed definitions of specific variables
are shown in Table 1.

3.3 Model Setting

To investigate the impact of corporate financialization on corporate innovation, the
following model was developed for multiple regression analysis.

RD = α0 + α1Fin+ λControl + IND+ Year + ε (1)
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Table 1. Definition of variables.

Variable Type Variable Name Symbols Variable Definition

Explained
variables

Corporate
Innovation

RD1 Enterprise innovation index, ratio of current
R&D expenditure to total assets of enterprises

Explanatory
variables

Corporate
Financialization
Indicators1

Fin1 Fin1 = (Trading financial assets + derivative
financial assets + net loans and advances
granted + net available-for-sale financial
assets + net held-to-maturity investments +
net investment properties)/total assets

Corporate
Financialization
Indicator 2

Fin2 Fin2 = (Financial assets held for trading +
derivative financial assets + net short-term
investments + net interest receivable + net
dividends receivable + net available-for-sale
financial assets + net held-to-maturity
investments + net bought-back financial
assets + other current assets + net
investment properties)/total assets

Control
variables

Company Age Age The natural logarithm of the year of the
sample minus the year of registration plus one

Company Size Size Natural logarithm of the company’s total
assets at the end of the year

Gearing ratio Lev Ratio of total liabilities to total assets

Total Return on
Assets

Roa Amount of net profit after tax from financial
investment income for the year as a
percentage of total assets at the end of the
year

Board Size Board Natural logarithm of the number of board
members

Independent
Director
Characteristics

Indir The proportion of the company’s independent
directors on the board of directors

Operating cash
flow

CFO Operating cash flow/total assets

Shareholding
Concentration

Top10 Top 10 shareholders’ shareholdings to total
shares

Year Year Virtual Variables

Industry Ind Virtual Variables
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In the above model, RD denotes the level of firm innovation, Fin denotes the level of
firm financialization, and Control denotes the control variables selected for this paper.
IND denotes industry fixed effects,Year denotes time fixed effects, and ε denotes residual
terms. In addition, to ensure the robustness of the results, a series of robustness tests are
conducted in this paper after the regression analysis.

4 Empirical Analysis

4.1 Descriptive Statistics

The results of descriptive statistics of the main variables in this paper are shown in Table
2. Their results show that: as can be seen from Table 2, the mean value of corporate
innovation is 0.016, indicating that corporate R&D expenditures account for 1.6% of
total assets. Some enterprises can reach the innovation level of 0.085, while there still
exist enterprises with a level of 0, indicating that the level of corporate innovation varies
somewhat among enterprises. The mean values of the two indicators measuring the
financialization of enterprises Fin1 with Fin2 are 0.037 and 0.062, and the maximum
values are 0.562 and 0.525, respectively, and the minimum values are both 0, indicat-
ing that there are large differences in the level of financialization among non-financial
listed companies. Secondly, Table 2 shows that the highest level of financialization of
enterprises reaches nearly 55%, which indicates that the tendency of financialization is
more obvious in the strategic layout of enterprises.

4.2 Correlation Analysis

The correlation between the variables could not be seen through descriptive statistics,
so this study conducted correlation analysis on the explanatory variables, explanatory

Table 2. Descriptive statistics

Variable
Name

Sample size Average
value

Standard
deviation

Median Minimum
value

Maximum
value

RD1 10364 0.016 0.017 0.012 0.000 0.085

Fin1 10364 0.037 0.089 0.003 0.000 0.562

Fin2 10364 0.062 0.100 0.021 0.000 0.525

Lev 10364 0.438 0.225 0.427 0.046 0.945

Size 10364 22.024 1.388 21.808 19.370 27.001

Age 10364 16.704 4.891 16.000 7.000 31.000

Roa 10364 0.036 0.054 0.033 -0.185 0.196

Board 10364 2.261 0.180 2.303 1.792 2.773

Indir 10364 0.374 0.053 0.333 0.333 0.571

CFO 10364 0.040 0.073 0.040 -0.199 0.240

Top10 10364 57.949 15.882 59.080 21.680 91.110
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variables, and control variables. The results in Table 3 show that the correlation coeffi-
cients of the indicators of financialization Fin1, Fin2 and the indicators RD1 of the level
of corporate innovation are −0.194*** and −0.107***, both of which are significantly
negatively correlated at the 1% level, which tentatively proves the research hypothesis
H1b of this paper: all other things being equal, corporate financialization inhibits the
level of corporate innovation.

4.3 Analysis of Multiple Regression Results

Table 4 presents the results of the multiple regressions of the indicators of firm financial-
ization1 and the level of firm innovation. Column (1) reports the results of the multiple
regression without the inclusion of control variables, where Fin1 the regression coeffi-
cient of corporate financialization is−0.038,which is significant at the 1% level. Column
(2) indicates the results of the multiple regression with the inclusion of control variables,
where Fin1 the regression coefficient of corporate financialization is −0.023, which is
significant at the 1% level. Column (3) shows the results of the multiple regression
after adding the control variables and considering the industry fixed effects and year
fixed effects, in which Fin1 the regression coefficient of corporate financialization is −
0.011, which is negative and significant at the 1% level, indicating that the level of finan-
cialization of non-financial enterprises has a negative moderating effect on corporate
innovation, and as the level of financialization of non-financial enterprises increases,
corporate innovation R&D investment will decrease. This further proves the hypothesis
H1b that, all else being equal, the financialization of firms will inhibit the level of firm
innovation.

Table 5 shows the results of the multiple regressions of firm financialization indica-
tors2 and firm innovation level. Columns (1), (2), and (3) indicate the results without the
inclusion of control variables, with the inclusion of all control variables, and with the
inclusion of all control variables while considering industry fixed effects and year fixed
effects, respectively, and the regression coefficients Fin2 of corporate financial indica-
tors are −0.018, −0.016, and −0.008, in that order, and the results are all significantly
negatively correlated at the 1% level, once again proving the hypothesis H1b. When we
add variables, the increase of adj.R2 index indicates that the variables selected in this
study are appropriate.

4.4 Robustness Tests

In order to make the results more robust, this paper performs stability tests by both
replacing the explanatory variables and replacing the samples.

4.4.1 Replace the Explanatory Variables

In this paper, drawing on Ju et al., the innovation input of enterprises does not only refer
toRD expenditure, andRD expenditure as an input only reflects a small part of innovation
activities, and human capital development, new technology introduction, digestion and
absorption of enterprises are not reflected in RD [6]. Compared with RD, the increase of
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Table 4. Multiple regression results1.

Variables RD1 RD1 RD1

(1) (2) (3)

Fin1 −0.038*** −0.023*** −0.011***

(−32.162) (−16.620) (−7.779)

Lev −0.014*** −0.007***

(−14.927) (−8.648)

Size −0.001*** −0.001***

(−8.709) (−4.900)

Age −0.000*** −0.000***

(−12.501) (−3.613)

Roa 0.032*** 0.035***

(8.509) (10.165)

Board 0.000 0.002**

(0.167) (1.986)

Indir 0.003 0.003

(0.962) (1.163)

CFO 0.012*** 0.017***

(5.301) (7.747)

Top10 −0.000 0.000

(−1.535) (1.260)

_cons 0.017*** 0.054*** 0.017***

(95.026) (15.239) (4.896)

Industry No No Yes

Year No No Yes

N 10364 10364 10364

adj.R2 0.038 0.153 0.410

F 1034.385 285.903 356.286

Note: * p < 0.10; ** p < 0.05; *** p < 0.01. The numbers in parentheses are t-statistic.

intangible assets may contain more information about firms’ innovation inputs. There-
fore, to exclude this limitation, this paper replaces the explanatory variables RD with
Patent_Award1 and Patent_Award2 respectively re-measures the level of enterprise
innovation, where Patent_Award1 denotes the total number of invention patents, util-
ity models and design patents granted plus the natural logarithm of 1, Patent_Award2
denotes the total number of invention patents, utility models and design patents granted
plus the natural logarithm of 1, and the weights of the three types of patents are taken
according to 3:2:1. From the results in Table 6, column (1) shows the regression results
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Table 5. Multiple regression results2.

Variables RD1 RD1 RD1

(1) (2) (3)

Fin2 −0.018*** −0.016*** −0.008***

(−11.198) (−10.540) (−5.210)

Lev −0.015*** −0.008***

(−15.655) (−8.875)

Size −0.001*** −0.001***

(−9.742) (−4.995)

Age −0.000*** −0.000***

(−12.894) (−3.822)

Roa 0.033*** 0.035***

(8.521) (10.267)

Board −0.001 0.002*

(−0.529) (1.866)

Indir 0.002 0.003

(0.601) (1.061)

CFO 0.013*** 0.017***

(5.638) (7.771)

Top10 −0.000 0.000

(−1.184) (1.518)

_cons 0.017*** 0.060*** 0.017***

(85.539) (17.523) (5.120)

Industry No No Yes

Year No No Yes

N 10364 10364 10364

adj.R2 0.011 0.149 0.409

F 125.402 249.654 361.758

Fin1 with Patent_Award1 the regression coefficient of enterprise financialization index
1 being −0.737. Column (2) shows the regression results Fin2 with Patent_Award1
the regression coefficient of enterprise financialization index 2 being −0.721. Column
(3) shows the regression results Fin1 with Patent_Award2 the regression coefficient of
enterprise financialization index 1 being −0.943. Column (4) shows Fin2 the regres-
sion results with the regression coefficient Patent_Award2 of enterprise financialization
index 1 being−0.943. Column (5) shows the regression results with the regression coef-
ficient of enterprise financialization index 1 being −0.721. All regressions are obtained
by adding control variables and considering industry fixed effects and year fixed effects,
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Table 6. Regression results for replacing the explanatory variables.

Variables Patent_Award1 Patent_Award1 Patent_Award2 Patent_Award2

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

Fin1 −0.737*** −0.943***

(−4.185) (−4.544)

Fin2 −0.721*** −0.929***

(−5.329) (−5.889)

Lev −0.435*** −0.475*** −0.577*** −0.628***

(−5.774) (−6.247) (−6.526) (−7.051)

Size 0.483*** 0.482*** 0.546*** 0.545***

(35.780) (35.770) (36.205) (36.194)

Age −0.004 −0.004 −0.007** −0.007**

(−1.414) (−1.485) (−2.220) (−2.305)

Roa 2.050*** 2.088*** 2.285*** 2.333***

(7.446) (7.579) (7.122) (7.271)

Board 0.153* 0.141 0.232** 0.217**

(1.704) (1.572) (2.282) (2.131)

Indir 0.662** 0.641** 0.679** 0.652**

(2.278) (2.209) (2.069) (1.990)

CFO 0.117 0.121 0.012 0.017

(0.645) (0.669) (0.055) (0.081)

Top10 −0.002*** −0.002** −0.003*** −0.003***

(−2.604) (−2.572) (−2.713) (−2.680)

_cons −9.793*** −9.729*** −10.895*** −10.811***

(−28.669) (−28.456) (−28.516) (−28.283)

Industry Yes Yes Yes Yes

Year Yes Yes Yes Yes

N 10364 10364 10364 10364

adj.R2 0.428 0.428 0.442 0.442

F 242.900 244.540 276.256 277.869

and the results of all four regressions are negative and significant at the 1% level. Thus,
after replacing the variables, the financialization of firms still has an inhibitory effect on
the level of firm innovation.
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4.4.2 Change of Sample Interval

In this paper, drawing on Xiao study [27], we take the data of 2009–2019 years for
the stability test since the CSRC started to enforce intangible asset disclosure since
2007, and the implementation just started in 2007 and 2008, which may affect the
quality of intangible asset disclosure due to some shortcomings in the implementation
of accounting policies by listed companies. The results are shown in Table 7 below.
The regression results of corporate financialization and corporate innovation are both

Table 7. Regression results of replacing the sample interval.

Variable Name RD1 RD1

(1) (2)

Fin1 −0.011***

(−7.779)

Lev −0.007*** −0.008***

(−8.648) (−8.875)

Size −0.001*** −0.001***

(−4.900) (−4.995)

Age −0.000*** −0.000***

(−3.613) (−3.822)

Roa 0.035*** 0.035***

(10.165) (10.267)

Board 0.002** 0.002*

(1.986) (1.866)

Indir 0.003 0.003

(1.163) (1.061)

CFO 0.017*** 0.017***

(7.747) (7.771)

Top10 0.000 0.000

(1.260) (1.518)

Fin2 −0.008***

(−5.210)

_cons 0.017*** 0.017***

(4.896) (5.120)

Industry Yes Yes

Year Yes Yes

N 10364 10364

adj.R2 0.410 0.409

F 356.286 361.758
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negatively significant at the 1% level, and the conclusions obtained remain consistent,
indicating that the conclusions drawn in the previous paper are still robust and reliable.

5 Further Analysis

In order to further understand the mechanism of the inhibitory effect of the degree
of financialization on corporate innovation among different types of enterprises, three
indicators of corporate internal control quality, corporate region and corporate growth
are selected for group regression, and the specific moderation variables are measured
as follows: When the corporate internal control index is greater than the median of the
index, the internal control variable is assigned a value of 1, otherwise it is 0; When
the corporate When the enterprise is located in the eastern region, the enterprise region
variable is assigned a value of 1, otherwise it is 0;When the enterprise’s TobinQ value is
greater than its median, the enterprise growth variable is assigned a value of 1, otherwise
it is 0.

5.1 Internal Control

According to Lu, Rui et al., the basic objectives of internal control are to ensure the
integrity and accuracy of company information and to reduce the probability of busi-
ness risks [10]. Effective internal control can balance various stakeholders, monitor and
restrain the behavior of management thus reducing the short-sighted tendency of corpo-
rate management, restraining the opportunistic behavior of corporate management, and
mitigating the motivation of executives to seek self-interest. The core of internal control
is risk assessment. If the quality of internal control is low, firms will be more inclined to
make risky decisions and thus engage more in risky businesses such as financial invest-
ment and crowd out innovative activities. This paper refers to the study of Wang et al.
who used the internal control index disclosed by Diebold to measure the internal quality
of firms [23]. The results in Table 8 show that the absolute values of the regression
coefficients in columns (2) and (4) are higher than those in columns (1) and (3), respec-
tively, indicating that in firms with high internal control quality, management’s decisions
are constrained by stakeholders due to their well-developed internal control systems. In
such a case, the decisions made by the management of the firm will be more considerate
of the long-term development of the firm. In contrast, in companies with poor internal
control quality, management has a tendency to speculate and arbitrage, and accordingly
chooses to invest more funds in financial markets, thus crowding out funds for corporate
innovation and R&D. Therefore, the inhibitory effect of corporate financialization on
corporate innovation is stronger in firms with poorer quality internal controls.

5.2 The Region Where the Company is Located

There are certain differences in the economic development and industrial development
levels in the eastern, central andwestern regions, and the economic development policies
and measures in the eastern region will be more complete and comprehensive compared
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Table 8. Results of heterogeneity analysis I

Variable
Name

RD1 RD1 RD1 RD1 RD1 RD1 RD1 RD1

High
quality of
internal
control
group (1)

Low
quality of
internal
control
group (2)

High
quality of
internal
control
group (3)

Low
quality of
internal
control
group (4)

Eastern
Region (5)

Non-Eastern
Region (6)

Eastern
Region (7)

Non-Eastern
Region (8)

Fin1 −0.008*** −0.013*** −0.011*** −0.014***

(−3.478) (−7.658) (−6.815) (-4.932)

Fin2 −0.007*** −0.008*** −0.008*** −0.009***

(−3.370) (−4.193) (−4.674) (−3.661)

Lev −0.002 −0.010*** −0.002 −0.011*** −0.006*** −0.009*** −0.006*** −0.009***

(−1.305) (−10.022) (−1.538) (−10.172) (−5.229) (−6.842) (−5.497) (−6.973)

Size −0.001*** −0.000 −0.001*** −0.000 −0.001*** −0.001*** −0.001*** −0.001***

(−6.178) (−1.569) (−6.201) (−1.610) (−3.911) (−3.636) (−3.906) (−3.670)

Age −0.000 −0.000*** −0.000* −0.000*** −0.000*** −0.000** −0.000*** −0.000***

(−1.585) (−3.344) (−1.661) (−3.523) (−2.992) (−2.430) (−3.130) (−2.645)

Roa 0.067*** 0.013*** 0.068*** 0.013*** 0.039*** 0.022*** 0.039*** 0.022***

(9.480) (3.216) (9.613) (3.219) (8.993) (4.285) (9.029) (4.419)

Board 0.003* 0.002 0.003* 0.002 0.002 0.004*** 0.001 0.004***

(1.885) (1.286) (1.796) (1.194) (1.312) (2.671) (1.197) (2.736)

Indir 0.006 0.002 0.006 0.002 0.003 0.005 0.003 0.005

(1.420) (0.551) (1.390) (0.455) (0.892) (0.993) (0.791) (1.001)

CFO 0.014*** 0.015*** 0.014*** 0.015*** 0.016*** 0.015*** 0.017*** 0.016***

(4.485) (5.063) (4.488) (5.088) (6.379) (4.148) (6.414) (4.199)

Top10 −0.000 0.000 −0.000 0.000 −0.000 0.000 −0.000 0.000

(−0.510) (1.235) (−0.425) (1.410) (−0.373) (0.862) (−0.182) (1.057)

_cons 0.021*** 0.013*** 0.022*** 0.014*** 0.018*** 0.014** 0.019*** 0.014***

(4.328) (2.719) (4.464) (2.863) (4.114) (2.568) (4.247) (2.606)

Industry Yes Yes Yes Yes Yes Yes Yes Yes

Year Yes Yes Yes Yes Yes Yes Yes Yes

N 5441 4923 5441 4923 7328 3036 7328 3036

adj.R2 0.419 0.400 0.419 0.399 0.431 0.321 0.431 0.319

F 207.924 . 208.381 . 294.126 82.287 299.166 80.518

with the non-eastern region. Wang Yong et al. argue that the regional mismatch of finan-
cial resources caused by the economic disparity between the eastern and western regions
of China, the geographical division and the degree of marketization have led to huge
differences in corporate innovation [24] so does regional differentiation also affect the
Does regional differentiation also affect the relationship between financialization and
corporate innovation? Therefore, based on the difference of regional economic devel-
opment, the sample is divided into enterprises in the eastern region and enterprises in
the non-eastern region, and the effect of financialization on the level of corporate inno-
vation is studied. The regression results are shown in Table 8. The regression results
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Table 9. Results of heterogeneity analysis II

Variable Name RD1 RD1 RD1 RD1

Strong growth (1) Weak growth (2) Strong growth (3) Weak growth (4)

Fin1 −0.010*** −0.012***

(−4.793) (−7.605)

Fin2 −0.007*** −0.010***

(−3.568) (−5.189)

Lev −0.008*** −0.005*** −0.008*** −0.006***

(−7.581) (−3.821) (−7.794) (−3.994)

Size −0.000** −0.001*** −0.000** −0.001***

(−2.312) (−5.214) (−2.383) (−5.267)

Age −0.000*** −0.000 −0.000*** −0.000

(−3.253) (−0.902) (−3.394) (−1.045)

Roa 0.031*** 0.043*** 0.031*** 0.043***

(7.713) (6.753) (7.784) (6.792)

Board 0.002 0.003** 0.002 0.003**

(1.226) (2.230) (1.197) (1.998)

Indir 0.006 −0.002 0.006 −0.002

(1.505) (−0.464) (1.480) (−0.626)

CFO 0.022*** 0.005* 0.022*** 0.005*

(7.681) (1.835) (7.709) (1.746)

Top10 0.000 0.000 0.000 0.000

(0.276) (1.366) (0.539) (1.299)

_cons 0.013** 0.021*** 0.013** 0.023***

(2.431) (4.605) (2.522) (4.869)

Industry Yes Yes Yes Yes

Year Yes Yes Yes Yes

N 6488 3876 6488 3876

adj.R2 0.397 0.400 0.397 0.399

F 224.276 . 224.454 .

in columns (5)–(8) show that the regression coefficients of corporate financialization
are significantly negatively correlated at the 1% level, and the absolute values of the
regression coefficients in columns (6) and (8) are larger than those in columns (5) and
(7), indicating that corporate financialization has a greater inhibitory effect on the invest-
ment in corporate innovation R&D among non-financial listed companies located in the
non-eastern region. Effect. Corporate innovation is a high-cost, high-risk, and long-cycle
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corporate behavior, because firms in the eastern region have richer resources and more
extensive financing channels, they are more willing and qualified to engage in corporate
innovation, while for firms in non-eastern regions, due to insufficient resources, nar-
row financing channels, and fewer investment opportunities, firms in this region are less
motivated to invest in innovation, and corporate financialization The degree of inhibition
for innovation will be more serious.

5.3 Business Growth

In their study, Xiao and Lin showed that the investment opportunities faced by firms at
different development stages of their life cycle change as they grow, and the economic
decision-making behaviors they develop are bound to differ [27]. TobinQ’s value applied
to measure the growth of listed companies has undergone a long history of academic
research and empirical testing. This paper draws on the approach of Wang et al. to use
TobinQ’s value to measure the growth of enterprises [25]. Firms with strong growth
have more investment opportunities in their development process, and firms with weak
growth are more lacking in investment opportunities and thus will be more inclined to
make financial investments [20, 31]. According to the results in Table 9, the absolute
values of the regression coefficients in columns (1) and (3) are smaller than those in
columns (2) and (4), indicating that the inhibitory effect of corporate financialization on
the level of corporate innovation is weakened among the more growing firms, while it
is strengthened among the less growing firms. The main reason for this is that in normal
business activities, low-growth firms do not earn as much profit as high-growth firms
and tend to be at a disadvantage in the market competition process, which affects their
decision-making process, i.e., weak-growth firms tend to invest in the securities market
for arbitrage and avoid high-risk behaviors such as innovation and R&D to reduce their
competitive position. Weak growth firms are less willing and motivated to innovate and
are more likely to be inhibited by corporate financialization.

6 Conclusions and Management Implications

This paper selects a sample of Chinese non-financial listed companies in Shanghai and
Shenzhen A-shares from 2007–2019 to investigate whether there is a facilitating or
inhibiting effect between corporate financialization and corporate innovation and the
differences in the impact mechanisms between corporate financialization and the level
of innovation among different types of firms. The results of the empirical study show that
there is an inhibitory effect of corporate financialization on firms’ innovation level, and
the conclusion still holds after a series of robustness tests. Further tests also find that the
inhibitory effect of corporate financialization on innovation level is more pronounced
among firms with poorer internal control quality, non-eastern regions, and weak growth.
Based on the above findings, this paper makes the following policy recommendations.

For enterprise managers, they should correctly understand the “crowding out” effect
of financialization, maintain the correct financial investment motivation in financial
investment decisions, and fully understand that excessive financialization of enterprises
will not only inhibit the level of innovation of enterprises, but also is not conducive to
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the stable development of financial markets. Therefore, enterprises should reasonably
arrange internal financial assets, not blindly follow the trend of investment, and make
strategic planning according to the actual situation of enterprises. At the same time,
enterprise managers should be good at seizing the policy support provided by the gov-
ernment and the innovation development opportunities given in the market, boldly carry
out innovation research and development, and stimulate their own innovation spirit.

For regulators, the financialization of enterprises is a product of financial devel-
opment, and regulators, as the key department in the process of financial development,
should do a good job of supervision. Regulatory authorities should strengthen and perfect
regulatory policies, improve the conditions for enterprises to enter the financial market
for financing, strictly control the scale of financial investment by enterprises, avoid
excessive blind financial investment by enterprises, so as to reduce the encroachment on
enterprises’ innovation activities and maintain the stability of the financial market.

For the government, it should create a good fundraising and financing environment,
control the phenomenon of excessive profitmonopoly in the financial industry, and guide
enterprises to make reasonable financial investments, so as to promote the reform of the
financial system and realize the function of financial service entities. In addition, the
government should always adhere to the innovation-driven strategy, provide sufficient
support and guarantee for enterprises to conduct innovative R&D activities in terms of
policy, balance the difference between innovative financing and financial investment,
and stimulate the endogenous power of entrepreneurial innovation.

References

1. Almeida, H. and D. Wolfenzon, 2005, “The Effect of External Finance on the Equilibrium
Allocation of Capital”, Journal of Financial Economics, Vol. 75, pp. 133–164.

2. Du Y, Zhang H, Chen JY. The impact of financialization on the future development of the
main business of real enterprises: promotion or inhibition[J]. China industrial economy,2017.

3. Fama, EF, and M. Jensen, Agency Problem and Residual Claims [J]. 1983,26(2) : 327–349.
4. Hartmann, A. The Role of Organizational Culture in Motivating Innovative Behaviour in

Construction Firms. CONSTRUCTION INNOVATION,2006,6(3):159–172.
5. Hu, H. F., Dou, B., Wang, A. P.. Financialization of firms and productivity[J]. World

Economy,2020,43(01):70–96.
6. JU Xiaosheng, LU Di, YU Yihua. Financing constraints, working capital management and

the sustainability of corporate innovation [J] Economic Research.2013,48(01).
7. Liu, Duchi, He, Yuping, Wang, Xi. Research on the impact of financialization of enterprises

on the productivity of real enterprises[J]. Shanghai Economic Research,2016.
8. Liu Guanchun. Financial asset allocation and corporate R&D innovation: “crowding out” or

“crowding in”[J]. Statistical Research,2017,34(07):49–61.
9. Liu, Hui-Hao, Jiao, Wen-Niu. Banking Competition, Financing Constraints and Firms’ Inno-

vation Inputs-Based on the Perspective of Financialization of Real Enterprises[J]. Journal of
Shanxi University of Finance and Economics,2021,43(10):56–67.

10. Lu, R., Liu, J., Xu, N.. Internal control, property rights and executive compensation
performance sensitivity [J]. Accounting Research,2011(10):42–48+96.

11. LuXianxiang,LiLei. Factors influencing corporate innovation and theirmechanismsof action:
a review and outlook[J]. The Economist,2021(07):55–62.



1238 R. Peng et al.

12. ORHANGAZI O. Financialization and capital accumulation in the non-financial corporate
sector: atheoretical and empirical investigation on theUSeconomy: 1973-2003 [J].Cambridge
Journal of Economics, 2008, 32( 6) : 863–886.

13. Ortiz, J. P. D., Pablo, J.. Financialization: The Aids of Economic System. Ensayos de
Economica, 2014, 23(44): 55–73.

14. Pan, Haiying, Wang, Chunfeng. Does the financialization of real firms inhibit corporate inno-
vation? --Based on a dual perspective of enterprise innovation in the context of high-quality
development [J]. Journal of Nanjing Audit University,2020,v.17.

15. Peng, Yu-Chao, Ni, Jin-Ran, Shen, Ji. Corporate “de-realization” and financial market
stability--a perspective of stock price collapse risk [J]. Economic Research,2018,v.53.

16. Sheng, Mingquan, Wang, Shun, Shang, Yuping. Financial Asset Allocation and Total Factor
Productivity ofReal Enterprises: “Industry andFinanceGrowingTogether” or “De-realization
to Deficiency” [J]. Finance and Trade Research,2018,29(10):87–97+110.

17. Shu Xin. The impact of financialization of real enterprises on innovation investment--
a mechanism test based on subjective and objective dimensions[J]. Modern Economic
Discussion,2021(09):78–89.

18. Song Jun , Yang Lu . U-shaped relationship between non-monetary financial assets and
operating returns - Evidence from the financialization of listed non-financial companies in
China . Finance Research , 2015,(6): 111–127.

19. Sun Jianqiang,Zhang Jing. Corporate financialization and cost stickiness[J]. Finance and
Accounting Monthly,2021(22):69–77.

20. Sun, Jiwei, Shen, Yue. How does digital finance affect the financial investment of real firms? --
Heterogeneity Characteristics, Mechanism Testing and Motivation Identification [J]. Modern
Economic Discussion,2021.

21. Theurillat, T., J. Corpataux, and O. Crevoisier. Property Sector Financialization: The Case of
Swiss Pension Funds (1992-2005) [J]. European Planning Studies, 2010, 18(2): 189–212.

22. WangHongjian,Cao Yuqiang,Yang Qing,Yang Zheng. Does financialization of real firms pro-
mote or inhibit corporate innovation-an empirical studybased onChinese listedmanufacturing
firms[J]. Nankai Management Review,2017,20(01):155–166.

23. Wang Yao, Huang Xianhuan. Internal control and financialization of real firms: governance
effect or boosting effect [J]. Finance and Economics Science,2020.

24. WANG Yong,WANG Liang,SONG Dandan. Banking competition, financing constraints and
firm innovation - a multi-layer statistical test based on A-share listed companies in Shanghai
and Shenzhen [J]. Research on Finance and Economics,2019.

25. Wan, Liang-Yong, Li, Chen. The dual effect of corporate financialization on industrial invest-
ment efficiency and threshold characteristics [J]. Finance and Accounting Monthly,2021.

26. Xu Shan, Liu Duchi. An empirical study on the impact of financialization of enterprises on
technological innovation[J]. Scientific Research Management,2019,40(10):240–249.

27. Xiao Zongyi,Lin Lin. Corporate financialization, life cycle and persistent innovation-an
empirical study based on industry classification[J]. Financial Research,2019,45(08):43–57.

28. Xiao Zongyi, Lin Lin, Chen Zhiying, Xu Dingbao. Corporate financialization and innovation
R&D investment of listed companies-an empirical analysis based on the moderating role of
board governance and innovation culture [J] Nankai Economic Research,2021.

29. Yakun, F.K. Luo, Q.J. Li. Economic policy uncertainty, financial asset allocation and
innovative investment [J]. Finance and Trade Economics, 2018,3 9(12):95–110.

30. Yu, Nutao, Zhang, Huayu, Liu, Hao. Non-controlling majority shareholders and corporate
financialization: reservoir or arbitrage tool? [J/OL].NankaiManagementReview: 1–33 [2022-
02-11].

31. Yu X, Zhou Xianqiang, He Lu. Research on the improvement of enterprise growth evaluation
method based on Tobin’s Q [J]. Modern Management Science, 2012.



Corporate Financialization and Corporate Innovation 1239

32. Zhang, Chengsi, Zhang, Buzhan. Revisiting finance and the real economy:A perspective on
the financialization of the economy [J]. Journal of Economics, 2015.

33. Zhang, Zhao, Zhu, Junxuan, Li, Anyu. Does the financialization of firms reduce investment
efficiency[J]. Research in Financial Economics,2018,33(01):104–116.

34. Zhao R., Cao T. Gui. A study on the impact of financialization of real enterprises on
technological innovation [J]. Economic and Management Studies,2021,v.42.

Open Access This chapter is licensed under the terms of the Creative Commons Attribution-
NonCommercial 4.0 International License (http://creativecommons.org/licenses/by-nc/4.0/),
which permits any noncommercial use, sharing, adaptation, distribution and reproduction in any
medium or format, as long as you give appropriate credit to the original author(s) and the source,
provide a link to the Creative Commons license and indicate if changes were made.

The images or other third party material in this chapter are included in the chapter’s Creative
Commons license, unless indicated otherwise in a credit line to the material. If material is not
included in the chapter’s Creative Commons license and your intended use is not permitted by
statutory regulation or exceeds the permitted use, you will need to obtain permission directly from
the copyright holder.

http://creativecommons.org/licenses/by-nc/4.0/

	Corporate Financialization and Corporate Innovation: Promotion or Inhibition-Base on Data Analysis
	1 Introduction
	2 Theoretical Analysis and Hypothesis Formulation
	2.1 The “Smoothing” Effect of Corporate Financialization on Corporate Innovation
	2.2 The “Crowding Out” Effect of Financialization of Enterprises on Enterprise Innovation

	3 Study Design
	3.1 Sample Selection and Data Sources
	3.2 Variable Definition and Metrics
	3.3 Model Setting

	4 Empirical Analysis
	4.1 Descriptive Statistics
	4.2 Correlation Analysis
	4.3 Analysis of Multiple Regression Results
	4.4 Robustness Tests

	5 Further Analysis
	5.1 Internal Control
	5.2 The Region Where the Company is Located
	5.3 Business Growth

	6 Conclusions and Management Implications
	References




