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Analysis of the Mechanism and Policy Simulation of Financial
Innovation and Economic Growth
YU Ping, CHANG Yue

Abstract: Through the analysis of the complex relationship between financial innovation and economic
growth, the system dynamics is used to establish a composite model including the input variables, oper-
ational variables, output variables and other related variables of the financial innovation system and the
economic growth system to simulate and predict the current economic situation, based on the real data
pairs of China from 2009 to 2016. The simulation results prove that the model can simulate China’s eco-
nomic situation relatively stably, and predict that China’s economy will maintain a growth rate of below
6% in the next three years, and the financial industries still have the pressure of “de-reality and virtuali-
ty” . Through the policy simulation, the objective existence of the four mechanisms of the interaction
between financial innovation and economic growth is proved: interest-driven mechanism, competitive
cooperation mechanism, information decision-making mechanism, and learning and education mecha-
nism. This study finds that compared with the external environment (such as the increase in investment
opportunities brought about by changes in the proportion of fixed investment in the whole society) to
promote financial innovation activities, enhancing education investment can significantly enhance finan-
cial innovation. Under the constraints of economic growth, financial industries promote the rational in-
vestment behavior of system elements by upgrading the quality of system elements and providing energy
sources for innovation activities, so that they will develop behavioral patterns that match economic
growth. Thereby, financial innovation and economic growth will gradually evolve to a higher level of co-
ordinated development

Key words: financial innovation; economic growth; system dynamics; mechanism; policy simulation
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