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Data Security and Corporate Digitalization:
From the Perspective of Incomplete Contracts
Nie Hui-hua', Wang Yi-zhao’
(1. Renmin University of China, Beijing 100872;
2. Hebei University of Economics and Business, Shijiazhuang 050061, China)

Abstract: Digitalization has become an essential option for enterprises in their production and op-
erations today, while data security constrains the digitalization process. Enterprise digitalization can be
divided into two stages: the application of digital technologies and the integration of digital technolo-
gies with business processes. The digitalization pathways include three models: internal development,
partial outsourcing, and full outsourcing. Moreover, data breaches are difficult for third parties to ob-
serve, rendering data security inherently unenforceable. Based on the above characteristics and the the-
oretical framework of incomplete contracts, it is derived that when data security costs are low, the
optimal digitalization path is full outsourcing; when specialized advantages are low, the optimal digi-
talization path is internal development; and when cross-organizational adaptation costs are low, the op-
timal digitalization path is partial outsourcing. It is evident that the path with the highest digitalization
level is not necessarily the optimal digitalization path for enterprises. Further analysis reveals that financing
constraints may alter the optimal digitalization path, where full outsourcing becomes the optimal
choice under severe financing constraints. The risk of digitalization failure does not undermine the
main conclusions. Therefore, enterprises should prioritize data security governance during the digitaliza-
tion process to avoid potential data security issues, while governments should improve relevant laws
and regulations to promote the integration of digital technology and business processes in enterprises.

Key words: data security; enterprise digitalization; incomplete contracts
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