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The Effect of Digital Financial Inclusion on the Transformation and
Upgrading of SMEs and Its Mechanism
LI Guolong', HUANG Danyi*, ZHU Ning’
(1. Beijing Jiaotong University, Beijing 100044 ;
2. Shanghai Jiao Tong University, Shanghai 200030;
3. Central South University, Changsha 410083 )

Abstract: Promoting the transformation and upgrading of small and medium-sized enterprises ( SMEs) is an
important part of guiding their development toward specialization, refinement, uniqueness, and innovation. This
paper focuses on the transformation and upgrading of enterprises and selects A-share listed SMEs in China from
2011 to 2019 as samples. It examines the effect of digital financial inclusion on the transformation and upgrading of
SMEs, and analyzes its mechanism from the perspectives of financing constraints and operational risks.

In terms of research contribution, this paper distinguishes the transformation and upgrading of enterprises, and
clarifies the impact and mechanism of digital financial inclusion on the transformation and upgrading of SMEs. It
uses municipal-level panel data to align the research methods with actual corporate financing activities to enhance
the accuracy of research findings. Moreover, it conducts an empirical analysis to reveal the role of digital financial
inclusion in addressing the financing difficulties faced by SMEs, reducing regional disparities, promoting common
prosperity, and achieving high-quality development.

The findings are as follows. First, there is a significantly positive correlation between the digital financial inclusion
index and the upgrading of SMEs. This signifies that the development of digital financial inclusion enhances the financial
safety of individuals and small and micro entrepreneurs involved in the supply chain. Additionally, it provides more
comprehensive transaction data to stakeholders such as banks and dealers, thereby reducing operational risks for SMEs.
In other words, digital financial inclusion can effectively upgrade the technologies of SMEs. However, the relationship
between the digital financial inclusion index and the transformation of SMEs is not significant, which means that
digitalization fails to change SMEs’ development modes and industries or their transformation. Second, digital financial
inclusion enables SMEs to obtain more secure and sufficient funding, while providing comprehensive transaction data
through supply chain finance. This helps alleviate financing constraints and reduce operational risks, thereby
accelerating SMEs’ upgrading. Finally, the effect of digital financial inclusion on enterprise upgrading is more
pronounced in private SMEs and SMEs in the central and western regions than in state-owned SMEs and SMEs in
the eastern region.

Keywords: digital financial inclusion; small and medium-sized enterprise; transformation and upgrading;
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