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Financial Development, Innovation Heterogeneity and Promotion of
Green TFP: Evidence from ‘The Belt and Road’

Ge Pengfei’ Huang Xiulu> Xu Zhangyong’

Abstract: With the increasing impact of the financial sector on the economy, the keys in achieving green development
of “The Belt and Road” countries are to clarify the relationship between financial development and green TFP and to
realize the enhancement effect of finance on innovation. This paper uses “The Belt and Road” countries’ panel data to
explore the mechanism of financial development on green TFP. Results show that financial development and green
TFP are negatively correlated, mainly because it lowers technical efficiency. Innovation heterogeneity significantly re-
flects in the channel effects. That is, basic innovation alleviates the negative influence of financial scale on green TFP,
while although both basic and applied innovation weaken the negative impact of financial development on green TFP,
they exacerbate the adverse effect of financial deepening on green TFP. Further analysis finds that under the constraint
of innovation heterogeneity, a complex and nonlinear relationship exists between financial development and green
TFP. Specifically, as basic innovation improves, the marginal effects of financial scale, financial structure and finan-
cial deepening on green TFP turns from negative to positive, while that of financial efficiency shows U-shaped and
negative throughout. Turning to the applied innovation case, the marginal effect of financial scale is negatively U-
shaped, that of financial structure swifts from negative to positive, while those of financial efficiency and financial
deepening are negatively anti-N-shaped. This paper is valuable in providing a new interpretation of the relationship be-
tween financial development and green economic progress from multiple perspectives, and in providing an empirical

evidence for effectively breaking down or weakening the suppression effects from the perspective of innovation hetero-
geneity.
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