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Abstract

Many economic growth models consider innovation as a critical determinant of
economic development. The remarkable advancements in innovation over
consecutive years have heightened its importance, especially within economic
sectors. This study aims to explore the reciprocal and dynamic relationship between
innovation and economic growth, comparing this phenomenon across four income
groups and distinguishing between innovative and traditional economies. To address
the research questions, panel data from 107 countries, categorized into six groups,
were analyzed over the period from 2013 to 2022. Panel data vector autoregression
model is used for estimation. The findings indicate that, first, innovation positively
impacts economic growth across all income groups, with the effect being
particularly pronounced in middle-income countries. Second, short-term economic
growth fosters innovation, and this effect remains relatively consistent across
different income groups. The results also reveal that in high-income economies,
innovation shocks are the primary drivers of new innovations. However, in
economies with lower-than-average income, both democratic and economic growth
shocks significantly contribute to the emergence of new innovations. In examining
the differences between innovative and traditional economies, the study finds that
while innovation has a positive economic impact in innovative economies, its effect
in traditional economies is more volatile, sometimes contributing to economic
growth. In innovative economies, innovation itself is a major catalyst for further
innovations. Conversely, in traditional economies, economic growth shocks and
democratic shocks play a more significant role in driving changes in innovation. In
conclusion, the study suggests that in economies with slower innovation progress
and lower-than-average income, the development of institutional infrastructure is
essential for fostering stable economic and innovation growth. While innovation can
lead to economic growth, without adequate infrastructure, it may result in both
growth and the risk of obsolescence.
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