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Micro Input—output Mechanism of Financial Business Innovation:
An Empirical Study From the Perspective of Production System

DUAN Li-tao', LI Si-rui’

(1. Institute of Quantitative and Technological Economics, Chinese Academy of Social Sciences,
Beijing 100732, China; 2. ECARES, Université Libre de Bruxelles, Brussels 1050, Belgium)

Summary: In recent years, with the development of internet information technology and the further popularization of
financial services among various income groups, new financial products continue to emerge, and financial innovation has
gradually become a core issue in the management of financial enterprises and the supervision of financial markets.
However, existing research on financial innovation mainly focuses on financial governance, and there is little empirical
research on the "origin" of financial innovation from the perspective of enterprises.

From the perspective of production systems, this study takes the mechanism of the transformation from human capital
and intellectual property capital inputs of financial enterprises to financial business innovation as the core. It combines the role
of branch institutions as production facilities of financial enterprises in the aforementioned transformation process, constructs
a unified framework considering the scale heterogeneity of production systems, and proposes corresponding research hypotheses.
On this basis, using Chinese commercial banks as samples, this study conducts empirical analysis considering threshold effects
and various interaction effects. Specifically, this study finds that as for small financial enterprises, human capital input has
a positive effect on financial business innovation, while the positive effect of intellectual property capital input on financial
business innovation depends on the expansion of branch institutions, but there is an obvious substitution relation between the
two input factors’ positive effects on financial business innovation. Meanwhile, branch expansion directly interferes with the
output of financial business innovation and inhibits the transformation of input factors into financial business innovation. In
comparison, as for large financial enterprises, the positive effects of the two input factors on financial business innovation are
significantly weakened compared with small financial enterprises, and there is no longer an apparent substitution relation between
them. In addition, the direct or indirect negative impact of branch expansion on financial business innovation is no longer
significant.

Compared with previous literature, the conclusions of this article demonstrate the feasibility of the production system
framework in analyzing the input—output mechanism of financial business innovation at the enterprise level, revealing the
"terminal" role of branch institutions in the commercialization process of financial enterprise innovation. It provides a new
perspective for subsequent research to understand the heterogeneous effects of branch expansion on the operational
activities of financial enterprises of different scales from the perspectives of production facility functions and the efficiency
of production facility organization.

The conclusions of this study provide the following suggestions for the management and regulatory practices of
financial enterprises in China. First, the research findings reveal the dominant characteristic of human capital input in
financial business innovation. Second, relying on investment in proprietary technology and conducting relatively closed
innovative businesses based on this is still the main way for many financial enterprises in China to carry out financial
innovation activities. Third, empirical results show that rapid branch expansion may hinder the transformation of human
capital input of small financial enterprises into financial business innovation. Fourth, the difference in enterprise scale
has a comprehensive impact on the input—output mechanism of financial business innovation at the financial enterprise
level; and this overall effect is a manifestation of systemic differences between large—scale and small-scale production
systems.

Key words: financial business innovation; human capital; knowledge capital; branch expansion; production

system; scale heterogeneity
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