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CE
gRGdp gRGdp_per gRGdp gRGdp_per
0.853™ 0.819™ 1.047 1.016™
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The Mitigative Effect of Financial Development on Economic Growth and

Its Realization Mechanism
CAO Ting—qiu WANG Wen-tao

Abstract: In this paper, using the system GMM method and selecting China’s provincial panel
data, we clearly depict the effect and its implementation mechanism through empirical examination. The
empirical results show that under the uncertainty of economic policy the positive effect of financial
development on economic growth has formed a special mitigative effect and it still exists significantly when
alternative variables are chosen for robustness testing. Channel inspections show that this effect is mainly
transmitted through financial friction channels and investment channels. And further tests find that this
mitigative effect is different in regions with different levels of economic development and industrial
structures, which is relatively larger in the central, western and northeastern regions of China as well as
stronger in regions with a higher tertiary industry. Our research suggests that, based on the dynamic
changes of macro—environment, we should face up to the positive role of China’s financial development
and actively promote structural reform of the financial supply—side, in order to give full play to the
mitigative function of financial development on economic growth in the new era.

Key words: financial development; economic growth; mitigative effect; uncertainty
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