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Abstract

This paper studies how innovation shapes the financial structure of the economy. Using
a panel of 75 countries from 1982 to 2021, we find that innovation activity fosters a
shift from bank-based to market-based financing, but this relationship is amplified by
both a country’s level of development and institutional quality. Several institutional
indicators support this transition only at intermediate levels, with excessively high or
low institutional quality sometimes dampening the effect of innovation. Furthermore,
innovation’s impact on financial structure is both immediate and persistent. However,
the positive role of institutional quality, while significant in the early stages, gradu-
ally fades by around the tenth year. These findings highlight that innovation acts as
a catalyst for a change in financial structure, with its effects shaped by the stage of

development and institutional context.
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