The Effect of Credit Rationing
on the Shape of the
Competition-Innovation Relationship

Jan Bena

LSE/CERGE-EI*
December 2008

Abstract

Using a dynamic model of a step-by-step innovation race between financially constrained firms,
I study how financial constraints affect innovation activity. The novel theoretical results derive
from an analysis of the interaction between the incentive effect of competition on innovation
and the effect competition has on the degree of credit rationing. I find that the negative effect of
financial constraints on firm- and aggregate-level R&D investment is most pronounced at both
high and low levels of competition. These predictions are supported by empirical evidence: The
competition-innovation relationship has an inverted-U shape in less financially developed
systems relative to the benchmark pattern observed in countries with highly developed financial
systems. Innovation-enhancing policies implemented through competition reforms ought to be
complemented by promoting financial development.

Abstr akt

V tomto ¢lanku vytvaifim dynamicky model, ve kterém firmy maji omezeny pfistup k externim
finan¢nim zdrojiim a soutézi v inovacich. S pomoci tohoto modelu studuji, jak omezené externi
finan¢ni zdroje ovliviiuji inovacni aktivitu firem. Nové teoretické vysledky jsou odvozeny z
analyzy interakce mezi tim, jak jsou firmy motivovany k inovacim v dusledku ptisobeni
konkurence na trhu a tim, jak konkurence ovliviiuje zavislost firem na externich finan¢nich
zdrojich. Zjistuji, Ze omezené externi finan¢ni zdroje maji vyrazn¢ negativni vliv na vydaje na
vyzkum a vyvoj (na firemni i agregatni Girovni celé ekonomiky) v ptipadech, kdy je konkurence
bud intenzivni, nebo naopak slaba. Tyto teoretické zavéry jsou potvrzeny empirickym
vyzkumem. Vztah mezi konkurenci a inovacni aktivitou ma v zemich s méné rozvinutym
finan¢nim systémem podobu vyraznéjsiho ‘inverzniho U’ v porovnadni se zemémi s vysoce
rozvinutym finanénim systémem. Ekonomicka opatfeni, jejichz podstatou je zvySeni
konkurence a maji tak vést k podpote inovaci, by méla byt soucasné doprovazena opatienimi,
ktera zlepsi fungovani finan¢niho systému.
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