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Abstract: Corporate cross-regional investment is an important channel through which firms expand
organizational boundaries, access location-specific resources, and promote the domestic circulation
of capital. However, such investment requires substantial funding and is constrained by information
asymmetry, financing difficulties, market segmentation, and cross-regional governance costs.
Against the background of China’ s “Dual Circulation” development pattern, the Stock Connect
program represents a major form of capital market institutional opening up. Although it was designed
to facilitate cross-border capital flows, it may also improve domestic capital allocation by changing
firms’ financing conditions, governance quality, and operating efficiency.

Using data on Chinese A-share listed companies from 2007 to 2020, this study treats the
implementation of China’s Stock Connect program as a quasi-natural experiment. A staggered DID
model 1s employed to examine whether firms included in the program establish more subsidiaries
outside their home provinces. Cross-regional investment is measured by the annual number of newly
established subsidiaries in other provinces. The final sample contains 2364 listed companies and 590,
121 firm-destination-province-year observations. The analysis controls for firm characteristics,
regional differences, firm-destination-province fixed effects, and year fixed effects. The validity and
robustness of the results are assessed using a parallel-trends test, alternative measures of the
dependent variable, PSM-DID estimation, a placebo test, and estimators robust to heterogeneous
treatment effects.

This study links capital market opening up to domestic capital circulation and extends existing
research beyond conventional investment, innovation, and information-environment outcomes. The
results show that capital market institutional opening up significantly promotes corporate cross-
regional investment, indicating that an institutional arrangement supporting “external circulation” can
also strengthen the domestic circulation of capital. Mechanism tests identify three channels. First,
the Stock Connect program alleviates financing constraints by reducing equity financing costs, debt
financing costs, the weighted average cost of capital, and overall financing constraints. Second, it
lowers agency costs by improving internal control, reducing management and operating expense
ratios, and increasing asset turnover. Third, it enhances production and operating efficiency by
reducing cash-flow volatility, improving inventory and working-capital turnover, and raising total
factor productivity.

The effects are heterogeneous. At the parent-company level, the positive impact is stronger for
non-state-owned enterprises and firms in industries with greater dependence on external financing.
At the destination level, the effect 1s more pronounced in regions with more developed financial
markets and better business environments. These findings suggest that the benefits of institutional
opening up depend both on firms’ ability to absorb policy benefits and on local institutions’ capacity
to accommodate capital flows.

Capital market institutional opening up not only facilitates international capital circulation but
also promotes domestic capital reallocation through financing, governance, and efficiency channels.
Policy should therefore continue to improve the Stock Connect framework, strengthen information
disclosure and investor protection, enhance firms’ financing and governance capabilities, promote
balanced regional financial development, and improve local business environments. Coordinating
capital market opening up with the construction of a unified national market can further strengthen its
role in supporting the “Dual Circulation” development pattern.

Keywords: Capital market institutional opening up; China’ s stock connect program; Corporate
cross-regional investment; Dual circulation
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