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Is Innovation an Effective Way to Realize Financial

Enabling Economic Growth?
YANG Yi'?, SHI Shuhe'

(1. School of Economics and Management, Guangxi University of Science and Technology, Liuzhou 545006, China;
2. Guangxi Research Center for High Quality Industrial Development,
Guangxi University of Science and Technology, Liuzhoui 545006, China)

Abstract: This study introduces the banking sector, which takes deposits and allocates credit, into Howitt & Aghion’s
vertical innovation model to analyze the relationship between financial development, innovation and R&D, and economic
growth. The theoretical analysis shows that financial development in equilibrium can increase the intensity of R&D investment
and thus boost economic growth. On the basis of theory, the study analyzes the relationship between financial development,
enterprise innovation and economic growth from both static and dynamic perspectives by using 31 provincial panel data in China
from 2011—2018. The results show that financial development significantly promotes enterprise innovation, and that the role of
financial development differs under different socio-economic conditions: the role of financial development on R&D is more
pronounced in environments with high levels of foreign investment, low levels of government spending and low levels of human
capital. Innovative R&D behavior can promote local economic growth, and as a mediating variable, it plays an important role in
the impact of financial development on economic growth. Therefore, it is necessary to accelerate the process of financial reform,
coordinate and optimize the scale of foreign investment, the structure of government expenditure and the level of human
resources, and give full play to the intermediary role of R&D, so as to further realize the role of financial development in
empowering economic growth.
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