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Financial development and innovation:
evidence and interpretation from China
ZHANG Jie GAO Debu

( Institute of China’s Economic Reform & Development Renmin University of China Beijing 100872 China)

Abstract: It has become a vital research proposition related to the sustainability of Chinese economic development that
how financial development affects innovation. Based on research and development ( R&D) investment and patent stock as the
proxy variables for innovation which are widely-used this paper comprehensively investigates the effects of the scale efficien—
cy and liberalization of financial development on innovation. The main findings are as follows: (1) The scale expansion of fi—
nancial development has a certain degree of promotion effect on R&D investment the stock of invention patents and utility
models patents in the industries of external financial dependence; (2) The efficiency promotion of financial development does
not show significant effect on R&D investment the stock of innovation patents and utility models patents in the industries of
external financial dependence but has remarkable promoting effect on the stock of design patent in these industries; (3) The
financial liberalization especially the liberalization of credit fund distribution shows inhibitory effect on R&D investment
the stock of innovation patents and utility model patents for the industries of external financial dependence. The empirical evi—
dences show that the present financial system in China does not have effective supportive and incentive effects on innovation.
On the contrary the intensification of competition in credit market has played a certain degree of obstruction on innovation.
These facts provide some valuable policy references for the necessity of implementing a comprehensive reform of China’s fi—
nancial system and its potential future direction.

Key words: financial development; innovation; R&D investment; patent stock; external financial dependence of indus—
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