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The Impact of National Innovation Capabilities and
Institutional Quality on Economic Growth

Hyeongrye Cho - Sunyang Chung

Abstract : The global economy is rapidly changing by technological innovation and
diffusion of knowledge across nations. Therefore it is still important issue to find a major
variables for convergence and divergence of economic development. The studies up to
present on the relationship between innovation and institution has limitations that they
have dealt with this issue only in term of cross—sectional study or mathematical research
models. This paper aims at analyzing the impact of innovation capabilities and
institutional quality on the economic growth. Empirically this paper will explore the
relationship among human capital capacity and FDI, R&D expenditures and innovation
capabilities and institutional quality. This paper analyzes 64 countries, which were
divided into 4 groups depending on the level of economic development. Based on the data
from 1995 to 2011 and by using a panel model, we look at the structural implications of
the research questions. According to our analysis, the weight of R&D and the innovation
capabilities were identified as important determinants of economic growth, and FDI was
significant factor for economic growth in the upper middle group countries. In case of the
innovation capabilities of countries, the diffusion and openness of innovation were most
meaningful variables for economic growth. Also, institutional quality has a significantly
positive impact. However, in the low-level economic group, innovation capabilities and
institutions have a negative impact on economic growth.

This paper identifies an important policy implications that of national innovation and
institutional factors should be properly invested in accordance with the level of a

country’s economic growth.

Key Words : Institutional quality, National innovation capabilities, Economic growth
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