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Does Firm Digitization Facilitate Cross-regional Capital
Flows? Evidence from the Nonlocal Subsidiaries Owned by
Listed Companies

Yu Dianfan', Zhang J iacai', Chen Lei’

(1. College of Business, Shanghai University of Finance and Economics, Shanghai 200433, China;
2. College of Economics and Management, Zhejiang A & F University, Hangzhou 311300, China)

Summary: Cross-regional capital flows are an important support for building a unified domestic market,
and also an effective way to address the insufficient and unbalanced development of China’s regional eco-
nomy. However, due to various limitations, cross-regional capital flows face serious obstacles. The digital eco-
nomy has the effect of strengthening market functions in improving information communication efficiency and
optimizing firm production layout. Therefore, it is of great practical significance to shed light on the impact
and mechanism of firm digitalization on cross-regional capital flows, and it is also an important path to ex-
plore the construction of a unified national market.

Based on the data of China’s listed companies from 2007 to 2019, this paper uses annual report texts and
digital capital investment to measure the level of firm digitalization, and analyzes the impact and mechanism
of firm digitalization on cross-regional capital flows. The study finds that firm digitalization significantly pro-
motes the establishment of cross-regional subsidiaries, which accelerates capital flows. The promotion effect
of digitalization on capital flows is more significant in private firms, process manufacturing, productive ser-
vices, and highly competitive industries. At the same time, when the parent and subsidiary companies are loc-
ated within the same urban agglomeration or in larger cities, this promotion effect will also be stronger. Mech-
anism analysis finds that firm digitalization mainly reduces transaction costs, optimizes internal organization,
improves production and operation efficiency, and promotes cross-regional capital flows. Further analysis re-
veals that firm digitalization does not have a significant crowding-out effect on local investment, and cross-re-
gional investment increases the profits of the parent company, but the synergistic effect between subsidiaries
still needs to be strengthened.

The marginal contributions of this paper are as follows: First, from the unique perspective of firm digital-
ization, it finds that firm digitalization can promote cross-regional capital flows through two mechanisms: sav-
ing transaction costs and optimizing internal organization, which provides new ideas for promoting the con-
struction of a unified national market. Second, it finds that firm digitalization has a stronger promotion effect
on cross-regional capital flows in larger cities, and the diffusion effect is greater than the siphon effect, which
provides a reference for solving the “Lucas paradox” and also provides a new path for optimizing spatial cap-
ital allocation. Third, it finds that cross-regional capital flows have significant positive externalities for both
cities and group companies, which provides micro evidence for building a new type of win-win and competit-
ive relationship between local governments, increasing local government exchanges and cooperation, and pro-
moting regional integration development.

Key words: firm digitalization; cross-regional capital flows; a unified domestic market
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