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Abstract 
Innovation is the source of power for the growth and development of enterprises. Based 
on the analysis of the governance effect of bank creditor's rights on enterprise 
innovation, this paper selects three mechanisms that play a major role in the synergy 
between bank creditor's rights and internal governance: management incentive 
mechanism, board governance mechanism and major shareholder governance 
mechanism, and explores how bank creditor's rights can modify internal governance 
behavior through the interaction with enterprise internal governance, so as to affect the 
innovation performance of enterprises. This paper is expected to provide governance 
basis for China to solve the problems of soft binding force of creditor's rights and 
weakening of bank supervision, and provide experience reference for improving 
enterprise innovation ability and social innovation resources. 
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1. Introduction 

Innovation is the source of power for the growth and development of enterprises. The report 
of the 19th National Congress of the Communist Party of China proposed to continue to build 
an innovative country and establish a technological innovation system with enterprises as the 
main body, market orientation and deep integration of industry, University and research. 
Because innovation has the characteristics of large investment, long cycle, high risk and 
uncertainty, most enterprises are difficult to generate retained earnings at the initial stage of 
innovation projects, and are very easy to face financing constraints. In order to alleviate the 
financing obstacles existing in enterprise innovation, the executive meeting of the State Council 
on May 25, 2022 stressed the need to "further deepen the structural reform of the financial 
supply side and enhance the ability of financial services to the real economy". As the most active 
capital subject in the market-oriented system, bank credit is still an important source of funds 
for innovative investment of various enterprises (Cai Qingfeng et al., 2020) [1]. When banks 
consider making innovation investment in enterprises, they need to collect a lot of information 
related to innovation, such as project prospects, success probability and so on. With this 
information, banks have the bargaining power for enterprise innovation behavior, which makes 
it difficult for innovative enterprises to obtain the requested bank loans, and the R & D 
investment of enterprises is often at a low level (Xu Fei, 2019) [2]. 
On the one hand, enterprise innovation faces financing constraints, which requires banks to 
play a more active role in credit capital support. On the other hand, the important responsibility 
of banks to actively prevent and resolve systemic financial risks makes them have to maintain 
a more cautious credit principle for enterprise innovation. How to get rid of this innovation 
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investment dilemma? Banks should give full play to their dual roles: as a provider of credit 
funds, they should give full play to their financial support and leverage for enterprise 
innovation, which is financial effect; As the largest creditor of the enterprise, in order to control 
the innovation investment risk of the enterprise, we need to play the role of creditor's rights 
governance, which is the governance effect. The current innovation dilemma faced by banks 
and enterprises is precisely caused by the neglect of the governance effect of bank creditor's 
rights (Wang Mansi and Xu Chaohui, 2018) [3]. The weakening of the corporate governance 
effect of creditor's rights not only increases the non-performing loan rate of banks, but also 
leads to the deterioration of financial effect, which will inevitably make enterprise innovation 
deeply troubled by financing. This is a vicious circle. Therefore, exploring the exertion 
mechanism of the governance effect of bank creditor's rights and improving the governance of 
bank creditor's rights to promote enterprise innovation have become important issues to be 
solved urgently. This is also the focus of this paper. 

2. Literature Review 

Since the stakeholder theory was put forward, the creditor's rights governance mechanism has 
been paid more and more attention. Creditor's rights governance mechanism can help reduce 
the conflict between shareholders and managers, so as to improve corporate governance and 
its performance to play a positive effect. The governance mechanism of banks as the largest 
creditor is one of the most important mechanisms (Li Wei'an et al., 2019) [4]. As a combination 
of internal mechanisms used to achieve the overall goal of corporate governance in the 
organization's resource plan, internal governance mechanism mainly includes management 
supervision and incentive, board governance, equity structure and board of supervisors 
governance (Zhou Weihua and Kang Weiting, 2022) [5]. Bank claims mainly affect the corporate 
governance mechanism through three ways: affecting the working efforts of the management, 
regulating the distribution of corporate control rights, and affecting the information judgment 
of investors (ZouYan and Bai Qinghui, 2022) [6]. In order to further analyze the corporate 
governance mechanism, many scholars at home and abroad have carried out a lot of relevant 
research, mainly from two lines. One is from the perspective of internal governance. Most 
literatures believe that the improvement of internal governance level, such as the expansion of 
the shareholding ratio of major shareholders (Yang Jianjun, 2014) [7], the strengthening of 
management incentives (Lin et al., 2011; Yu Xueran and Hu Yan, 2015) [8, 9], and the increase 
of the size of the board of directors (De Cleyn and Braet, 2012; Wu Di and Zhang Yuchang, 2019) 
[10,11], is conducive to creating a good innovation atmosphere for enterprises; The other is 
from the perspective of bank claims. Most literatures believe that bank creditor's rights can 
help alleviate agency problems, give play to institutional effects (Wang Xu, 2015) [12], reduce 
agency costs (Wang Mansi et al., 2019) [3], restrict the earnings manipulation behavior of 
enterprises (Wang Lei et al., 2022) [13], and thus play a positive role in promoting enterprise 
innovation. 
It can be seen that most of the existing studies only study enterprise innovation from the 
perspective of a single internal governance or bank creditor's rights, and do not conduct 
dynamic and correlation studies from the perspective of interaction between the two. The 
research on the internal mechanism and impact effect of the relationship between the two is 
not deep enough. On the basis of combing the research trends of scholars at home and abroad, 
this paper explores how bank claims can modify internal governance behavior through 
interaction with internal governance mechanisms of enterprises, and help to form an 
innovative long-term mechanism. 
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3. Analysis of the Governance Effect of Bank Claims on Enterprise 
Innovation 

As creditors, banks and other financial institutions will actively participate in the innovation 
decision-making to protect their own rights and interests. Although they cannot directly 
participate in every link of corporate governance, they can play a positive governance effect 
through various ways such as management, board of directors, major shareholders (Guo 
Shengqing, 2020) [14]. This paper mainly selects three mechanisms that play a major role in 
the synergy between enterprise internal governance and bank claims, including management 
incentive mechanism, board governance mechanism and major shareholder governance 
mechanism, to study the governance effect on enterprise innovation. 
The bank requires enterprises to repay the principal and interest on a regular basis, which 
reduces the free cash flow at the disposal of the management, inhibits the over investment 
behavior of the management, thus reducing the agency cost of the management and improving 
the profitability of the enterprise, which is conducive to increasing the compensation and 
equity value of the management linked to performance. There has been a long-term 
phenomenon of "short-term loan and long-term investment or short-term loan and long-term 
use" in China's listed companies. Affected by debt maturity constraints, listed companies often 
consider the interests of creditors such as banks when designing management incentive 
contracts in order to avoid the risk of capital chain disruption (Wang Mansi and Xu Chaohui, 
2018) [3]. Creditor governance will reduce the sensitivity between managers' compensation 
and performance (Xiong Jian and Wang Jin, 2016) [15], restrict managers' short-term behaviors 
such as over investment with debt funds, and weaken the motivation of management's risk 
transfer. Therefore, the constraints such as repayment of principal and interest and debt 
maturity of bank creditor's rights help to guide the design of management incentive mechanism 
and make it pay more attention to the innovative behavior of maintaining the long-term 
interests of enterprises. 
Major investment and financing decisions of the company must be signed by the directors 
before they take effect. In order to reduce their own risks, independent directors have the 
motivation to restrict the encroachment of major shareholders on the interests of creditors and 
actively supervise the management behavior. The stronger the independence of the board of 
directors is, the higher the credit rating of the company, the more conducive to reducing the 
cost of debt financing. Banks can promote enterprises to improve the independence of the 
board of directors through credit rating. Bank background directors help enterprises obtain 
preferential loans and have strong motivation to supervise the use of corporate loans. Banks 
can also conduct relationship governance on enterprises through bank background directors 
(Yu Peng and Yan Jiebing, 2020) [16]. The bank also affects the innovation decisions of the 
board of directors through policy guidance, services, monitoring, etc., and then affects 
enterprise innovation. By adjusting interest rates, credit lines, extensions, etc., the bank 
provides innovation guidance and maintains innovation sustainability. At the same time, 
monitor the investment and financing decisions and implementation of the board of directors 
afterwards, timely understand the company's R & D policies, plans and progress, and promote 
the process of enterprise innovation. 
The higher the concentration of major shareholders' equity is, the stronger their motivation to 
engage in asset substitution or insufficient investment. In order to reduce credit risk, banks 
tend to issue short-term loans and trigger effective supervision through regular repayment of 
principal and interest. When making loan decisions, banks will consider governance factors 
such as the concentration of shareholders' equity of enterprises. The higher the concentration 
of shareholders' equity of borrowers is, the higher the borrowing cost (Xiong Lihui and Dong 
Ximiao, 2021) [17]. When the major shareholders have "tunneling behavior" and 
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misappropriate funds, the bank will reduce the credit rating of the major shareholders, raise 
the subsequent lending interest rate or withdraw the loan in advance, forming a severe 
punishment for the major shareholders. Therefore, through debt maturity structure, interest 
rate, credit line, etc., bank claims can have a governance effect on major shareholders, inhibit 
the behavior of major shareholders seeking private benefits of control, and maintain the 
integrity of innovative assets. 

4. The Interaction between Bank Claims and Internal Governance and its 
Synergistic Effect on Enterprise Innovation 

Internal governance of enterprises is a long-term mechanism to coordinate people and 
property, and provides institutional and institutional guarantee for enterprise innovation. As 
the most representative external governance force, banks need to interact with various internal 
governance mechanisms of the company, so as to further play a synergistic role in enterprise 
innovation. The interaction between bank claims and internal governance mechanisms means 
that bank claims and internal governance mechanisms maintain the efficient operation of 
corporate governance system through communication, coordination, cooperation and other 
interactive behaviors. As a complex system, corporate governance includes internal 
governance and bank debt governance. These subsystems affect each other in the process of 
enterprise innovation, and the influence paths intersect with each other but form a joint force. 
This phenomenon is called synergy. 
In R & D activities, managers are both organizers and core technicians. How to motivate them 
is of great significance to enterprise innovation (Yu Xueran and Hu Yan, 2015) [9]. Bank 
creditor's rights have brought impetus to managers' innovation by influencing the formulation 
of management incentive mechanism, but they also form a certain pressure on management in 
the process of supervising enterprise innovation, thus promoting enterprise innovation. 
Further, in order to obtain high salary or higher equity value, the management will actively 
pursue performance matching incentives (Jiang Shuai and Long Jing, 2022) [18] and make high-
risk investment decisions. The improvement of management's risk tolerance is conducive to 
the company's R & D activities with high uncertainty. R & D usually faces financing constraints, 
for which banks can provide a large and stable capital flow. Therefore, the improvement of the 
incentive level of the management will promote the demand for the scale of R & D supporting 
funds. In order to maintain the safety of funds, the bank will further improve the governance 
level of creditor's rights, encourage and monitor the development of R & D activities of 
managers, and the bank's creditor's rights and the incentive mechanism of the management 
will cooperate with each other to continuously promote the improvement of the innovation 
ability of enterprises. 
The knowledge structure and skills among the members of the board of directors complement 
each other, which can improve the company's information processing ability and decision-
making ability; Independent directors have rich knowledge, experience and professional skills, 
which can expand the vision of the board of directors' decision-making and improve the 
professionalism of decision-making (Chen, 2013) [19]; Due diligence of the board of directors 
can strengthen the checks and balances on the management, improve the sensitivity to 
enterprise management, and timely capture innovative trends; The separation of CEO and 
chairman will strengthen the management's risk-taking, thus improving the management's 
willingness to innovate and increasing the enterprise's R & D expenditure (Wang Qi et al., 2021) 
[20]. Banks have limited effect in protecting the rights and interests of creditors only through 
debt contracts, guarantees, mortgages and other measures. In order to break through this 
limitation, banks promote enterprise innovation by influencing the governance of the board of 
directors. Further, the board of directors is the core link to optimize corporate governance, and 
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improving the level of board governance is of positive significance for obtaining bank credit. 
The increase of independent directors, the separation of the positions of chairman and general 
manager, the expansion of the board of directors, and the diligence of the board of directors are 
conducive to improving the quality of decision-making and the transparency and credibility of 
the company's information, so as to obtain more bank loans, but also provide a new role for the 
governance of bank claims. Therefore, improving the governance of the board of directors and 
forming a good governance environment can not only protect the interests of creditors, but also 
help banks implement creditor's rights governance. Bank creditor's rights and the governance 
mechanism of the board of directors promote each other and promote enterprise innovation in 
a coordinated manner. 
Bank claims improve the governance level of major shareholders by correcting the misconduct 
of major shareholders, and then improve the innovation ability of enterprises. Further, the 
higher the shareholding ratio of major shareholders, the greater the risk incentives they have, 
which deepens the binding degree between them and the interests of enterprises, and is 
conducive to obtaining the support of creditors such as banks. In order to maximize 
shareholder value, major shareholders have the motivation to improve the innovation 
governance environment, such as providing policy support for enterprise innovation and 
providing more resources for R & D activities through voting at the general meeting of 
shareholders, resolutions of the board of directors or direct participation in enterprise 
operations (Xiong Lingyun et al., 2019) [21]. The support of major shareholders for enterprise 
innovation has improved the security of creditor's rights funds and contributed to the 
implementation of bank creditor's rights governance. Therefore, the improvement of the 
governance mechanism of major shareholders provides a guarantee for the governance of bank 
creditor's rights, and the exertion of bank creditor's rights governance can modify the behavior 
of major shareholders, and then improve the enterprise innovation environment. The 
coordinated development of the two is of great significance for the improvement of enterprise 
innovation ability. 

5. Conclusions and Suggestions 

In order to form the ability of sustainable innovation, enterprises need to form an innovative 
mechanism dominated by internal governance and coordinated participation of bank creditor's 
rights. Good corporate governance should be a check and balance system between internal and 
external governance mechanisms. As an important external force of corporate governance, 
bank creditor's rights can increase managers' willingness to innovate and innovation risk 
tolerance, form a link between the board of directors' support for innovation and the 
participation of major shareholders in innovation, strengthen the system and mechanism 
guarantee of enterprise innovation, and improve the allocation efficiency of innovation 
resources mainly by improving the level of management incentives, board governance and 
major shareholder governance. On the contrary, the improvement of internal governance will 
not only improve the security of bank claims, but also further provide a good governance 
environment for the implementation of bank claims governance. The coordinated development 
of the two governance forces is conducive to improving the innovation ability of enterprises. 
This paper considers how to improve the governance of bank claims from the three levels of 
enterprises, banks and governments to improve the long-term mechanism of enterprise 
innovation, so as to improve the innovation performance of enterprises. 
(1) At the enterprise level. Enterprises should pay attention to improving their R & D level and 
profitability, establish a scientific and perfect management system and financial system, 
enhance their core competitiveness and the ability to prevent financial risks; Introduce debt 
financing, ease the constraints of innovative financing, and strive to give full play to the positive 
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effect of bank debt governance; Expand external financing channels, actively carry out 
collaborative innovation and cooperative research and development with other enterprises, 
institutions, scientific research institutions, etc., share the risks and costs of innovation 
activities, reduce financing costs, and improve output efficiency. 
(2) In banking. Establish a credit evaluation system specifically for innovative enterprises to 
make up for the weakness of information collection; We will strengthen the financing of 
intellectual property pledge loans, reduce the financing threshold for enterprises, provide 
effective credit support for enterprises, especially those in high-tech industries, and improve 
their competitive advantage and innovation efficiency. 
(3) On the government side. First, we should correctly handle the relationship between banks 
and the market, enterprises and the government, and reduce the degree of government 
intervention; Insist on promoting the high-quality development of policy banks, small and 
medium-sized financial institutions and private finance, reduce the risk and cost of bank 
lending, and increase the willingness and amount of bank lending to innovative enterprises; 
Give full play to the supervision and management role of the government, establish a more 
sound and perfect financial and legal mechanism, promote the coordinated development of the 
financial market, and create a excellent market environment for enterprises, especially high-
tech enterprises, to carry out innovative activities. 
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