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ABSTRACT 

Innovation is a crucial factor in driving economic growth and development in the modern economy. It 

involves the creation and implementation of new ideas, products, services, processes, and business models 

that add value and increase efficiency. Innovative companies are better positioned to develop new products 

and services that match consumer demand, resulting in increased sales, job creation, and economic growth. 

Furthermore, innovation leads to the development of new technologies and procedures that boost productivity 

and efficiency, creating new industries and business opportunities for entrepreneurs. Moreover, innovation 

has the potential to benefit society by addressing societal challenges such as healthcare, education, and 

environmental concerns. Therefore, companies and economies must continue to invest in innovation and the 

development of new ideas, products, and services to remain competitive in the global market and ensure 

sustained economic growth and development. 

The paper conducts a literature assessment on the role of innovation in the modern economy, with an 

emphasis on the Schumpeterian model of economic growth. The model emphasises the role of innovation in 

driving economic growth and indicates that innovation is the long-run economic growth engine. The report 

also addresses the relationship between innovation, productivity, and competitiveness, emphasising the 

significance of policies that promote innovation. 
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1.1 INTRODUCTION 

 

In the modern economy, innovation is widely acknowledged as a key engine of economic growth. It is the 

process of generating, developing, and commercialising new ideas, which results in the development of new 

products, services, and processes. Innovation is a vital factor in long-run economic growth since it promotes 

productivity, competitiveness, and economic wellbeing. Innovative thinking has the potential to revolutionise 

entire industries, create new jobs, and boost competitiveness. 

One way that innovation affects the modern economy is via stimulating economic growth. Companies that 

are innovative are better positioned to develop new products and services that match consumer demand. As 

a result, sales increase, jobs are created, and the economy grows. For example, the rise of digital platforms 

such as Google, Facebook, and Amazon has resulted in the creation of new sectors and job possibilities in 

the technology industry. These businesses have upended old business paradigms and built wholly new ones. 

In the modern economy, innovation also boosts competitiveness. Innovative businesses have a competitive 

advantage in the market. They are more equipped to create and promote new products and services, adjust to 

changing market conditions, and increase efficiency. Slow to innovate companies risk falling behind their 

competition and losing market share. Electric vehicles, for example, have disrupted the traditional automobile 

sector, and companies such as Tesla have earned a competitive edge by being early innovators in this space. 

 

In the modern economy, innovation also boosts productivity. Innovation frequently results in new 

technologies and procedures that boost productivity and efficiency. These advances assist businesses in 

lowering costs, increasing output, and remaining competitive in the market. Automation technologies, for 

example, have revolutionised manufacturing by allowing corporations to manufacture items faster, with 

fewer faults, and at a cheaper cost. 

 

Furthermore, innovation generates new industries and business prospects. Entrepreneurs can develop new 

products and services and start new enterprises as a result of innovation. The success of forward-thinking 

organisations such as Uber, Airbnb, and Spotify has given rise to new industries and opportunities for 

entrepreneurs to disrupt old business structures. As a result, new jobs have been created, and the economy 

has grown. 

 

Finally, innovation has the potential to benefit society. It has the potential to lead to the development of novel 

solutions to societal difficulties such as healthcare, education, and environmental concerns. New medical 

technologies and therapies, for example, have improved healthcare outcomes and quality of life for millions 

of people. The rise of renewable energy has the potential to alleviate climate change and improve our planet's 

sustainability. 

Many breakthroughs have altered the global economic environment in recent years. Here are a couple such 

examples: 
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a) Digital platforms: The advent of digital platforms such as Google, Facebook, Amazon, and Alibaba has 

changed the way we shop, communicate, and obtain information. These businesses have upended traditional 

business paradigms and spawned totally new industries. 

b) Renewable energy: The advancement of renewable energy technologies such as solar and wind power has 

completely transformed the energy business. In many places of the world, renewable energy is now cheaper 

and more efficient than fossil fuels, and it has the potential to counteract climate change. 

c) Artificial intelligence (AI) has the potential to alter a wide range of industries, including healthcare, 

transportation, finance, and manufacturing. AI-powered solutions have the potential to automate procedures, 

cut costs, and increase productivity. 

d) Blockchain: By enabling safe, decentralised transactions, blockchain technology has the potential to 

disrupt numerous industries. It has already been used to produce cryptocurrencies like as Bitcoin, and it has 

the potential to revolutionise the financial industry, supply chain management, and other areas. 

 

e) 3D printing has the potential to revolutionise manufacturing by enabling the fabrication of customised 

products on demand. It has already been utilised to manufacture everything from medical implants to aircraft 

parts. 

 

Thus, innovation is vital to the modern economy's growth and progress. It stimulates economic growth, 

improves competitiveness, boosts productivity, develops new sectors and opportunities, and has a good 

impact on society. Companies and economies must continue to invest in innovation and the development of 

new ideas, products, and services in order to remain competitive in the global market. As time goes on, we 

can expect innovation to continue to play an important part in defining the global economy's future. 

 

1.2 OBJECTIVES 

The objectives of the study are to: 

 

1) Discuss the significance of innovation in today's economy. 

2) Investigate the role of innovation in promoting economic growth, with a focus on the Schumpeterian 

economic growth model. 

3) Examine the modern economy's link between innovation, productivity, and competitiveness. 

4) Emphasise the significance of policies that promote innovation in promoting long-term economic 

growth and competitiveness. 

5) Provide an in-depth examination of the literature on the role of innovation in the modern economy. 

 

1.3 SCOPE AND LIMITATION 

The study's scope is centred on the role of innovation in the modern economy, with a special emphasis on its 

contribution to economic growth. The research provides an in-depth examination of the literature on the 

Schumpeterian model of economic growth and the relationship between innovation, productivity, and 
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competitiveness. The report also emphasises the necessity of policies that promote long-term economic 

growth and competitiveness. One limitation of the study is that it is based on a survey of the literature, so the 

analysis is confined to existing research. The paper lacks original empirical data and analysis. Another 

weakness of the study is that it predominantly focuses on developed economies' perspectives, which may not 

fully reflect the role of innovation in emerging economies. Finally, the study fails to address the potential 

negative consequences of innovation, such as job displacement and environmental deterioration, both of 

which are critical factors in the innovation process. 

 

1.4 SIGNIFICANCE OF THE STUDY 

The study mentioned above emphasises the critical significance that innovation plays in the modern 

economy. The research illustrates how innovative thinking may promote economic growth, increase 

productivity, and create new sectors and commercial prospects. Furthermore, the report states that 

organisations must innovate in order to remain competitive in the market and offer products and services that 

satisfy changing consumer wants. The study also demonstrates how innovation can benefit society by 

developing creative solutions to societal problems such as healthcare, education, and environmental 

concerns. Overall, the study underlines the significance of continuing to invest in innovation and the 

development of new ideas, goods, and services in order to sustain global competitiveness and drive societal 

progress. 

 

2. LITERATURE REVIEW 

Innovation is widely considered as a significant generator of economic growth, and its significance has been 

acknowledged in academic literature for decades. The purpose of this literature review is to provide an 

overview of the available literature on the role of innovation in the modern economy, with a focus on the 

Schumpeterian model of economic growth. The assessment also looks at the relationship between innovation, 

productivity, and competitiveness, as well as the policies that encourage innovation. 

 

2.1. The Impact of Innovation on Economic Growth: 

The literature on economic growth and innovation is broad and has evolved over time. Joseph Schumpeter 

established the Schumpeterian model of economic growth in the early twentieth century, emphasising the 

significance of innovation in generating economic growth. According to Schumpeter, innovation is the long-

run economic growth engine since it produces new industries, goods, and services while also promoting 

productivity and competitiveness. According to the Schumpeterian paradigm, innovation generates new 

economic opportunities while displacing obsolete industries and business models. As a result, more creative 

economies are more likely to achieve faster growth and higher levels of economic development than less 

innovative economies. Several research have offered empirical data to support the Schumpeterian economic 

growth model. Aghion and Howitt (1992), for example, devised a model that demonstrates how innovation 

contributes to economic growth through improving productivity and competitiveness. They contended that 

innovation generates new products and services, which boosts competition and leads to productivity gains. 
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Furthermore, innovation encourages the build-up of human capital, which results in increased productivity. 

Similarly, Romer (1990) created a model that demonstrates that technological advancement is the primary 

engine of economic growth. According to Romer, technical advancement is the consequence of investments 

in R&D, which generates new ideas and products. This results in increased productivity and economic 

prosperity. 

Productivity, innovation, and competitiveness  

 

2.2. Innovation, productivity and competitiveness: 

Productivity and competitiveness are inextricably related to innovation. Productivity is the amount of output 

produced per unit of input, whereas competitiveness is the ability of a corporation to compete in the market. 

Because they are better equipped to generate and promote new products and services, respond to changing 

market conditions, and boost efficiency, innovative enterprises are more likely to be productive and 

competitive. 

Several studies have been conducted to study the link between innovation, productivity, and competitiveness. 

Griffith et al. (2006) discovered, for example, that innovation boosts productivity. They examined the 

influence of innovation on productivity in a sample of UK manufacturing enterprises and discovered that 

firms that introduced new goods or processes outperformed those that did not. Similarly, Criscuolo et al. 

(2012) discovered that innovation boosts the efficiency of service organisations. They examined the influence 

of innovation on productivity in a sample of UK service firms and discovered that organisations that launched 

new goods or processes outperformed those that did not. 

Competitiveness and innovation are also inextricably intertwined. Hausmann et al. (2007), for example, 

claimed that innovation is a crucial driver of competitiveness in emerging countries. They examined the 

relationship between innovation and competitiveness in a sample of 60 developing nations and discovered 

that more innovative countries were more competitive in the global market. Similarly, Porter (1990) claimed 

that in developed countries, innovation is a significant driver of competitiveness. He contends that innovative 

organisations are more likely to compete in global marketplaces because they are better suited to develop 

and market new products and services, adapt to changing market conditions, and boost efficiency. 

 

2.3. Policies that Encourage Innovation: 

Given the importance of innovation to economic growth, productivity, and competitiveness, it is critical to 

design policies that encourage it. Governments and governments may support innovation by subsidising 

R&D, extending tax breaks to innovative businesses, and encouraging collaboration between industry and 

academia. 

Mazzucato (2013) examined the government's role in encouraging innovation and argued that governments 

might act as investors and risk-takers to foster innovation. She emphasised that the government may fund 

R&D projects that the private sector may not be able or willing to fund, as well as offer funds for early-stage 

innovative enterprises that may not have access to traditional sources of financing. Another OECD (2015) 

study identified many policy instruments that can be utilised to boost innovation. Financial instruments such 

as grants, tax credits, and loans are examples; regulatory instruments such as intellectual property protection 

http://www.ijcrt.org/


www.ijcrt.org                                                           © 2023 IJCRT | Volume 11, Issue 5 May 2023 | ISSN: 2320-2882 

IJCRT2305820 International Journal of Creative Research Thoughts (IJCRT) www.ijcrt.org g692 
 

and standard-setting are examples; and non-financial instruments such as public procurement and innovation 

networks are examples. According to the study, a combination of different policy tools is required to establish 

an atmosphere that supports innovation. 

Industry-led initiatives, in addition to government measures, can foster innovation. Open innovation efforts, 

for example, that entail collaboration among enterprises, universities, and other organisations, can allow the 

interchange of knowledge and ideas, leading to the development of new goods and services. Chesbrough 

(2011) suggested that enterprises can benefit from external sources of innovation by working with other 

organisations in a study that underlined the importance of open innovation in boosting innovation. 

Furthermore, policies that encourage entrepreneurship and small business development can foster innovation. 

Small firms are frequently the source of new ideas, and policies that facilitate access to finance, training, and 

mentoring can assist small companies in growing and developing their unique ideas. Audretsch (2014) 

emphasised the importance of entrepreneurship in supporting innovation, arguing that policies that encourage 

entrepreneurship can lead to the development of new businesses and technologies. 

Finally, policies that encourage innovation are critical for creating an atmosphere that promotes economic 

growth and competitiveness. Government regulations, industry-led efforts, and policies that encourage 

entrepreneurship and small business development are all critical for fostering innovation. To create an 

environment that supports innovation, a combination of diverse policy instruments is required, and 

policymakers must continue to analyse the success of these policies to ensure that they are reaching their 

desired goals. 

 

2.4 CRITICAL ANALYSIS OF LITERATURE 

According to the reviewed literature, innovation is critical to economic growth, productivity, and 

competitiveness. According to the Schumpeterian model of economic growth, innovation is the major driver 

of long-run economic growth, creating new industries, goods, and services while also increasing productivity 

and competitiveness. The empirical studies that support this model show that innovation increases 

productivity and efficiency, increases competitiveness, and leads to improved economic prosperity. 

According to the literature, innovation policies are crucial for stimulating innovation and creating an 

environment that promotes economic growth and competitiveness. Government assistance in the form of 

R&D subsidies, tax advantages for innovative enterprises, and encouraging collaboration between industry 

and university is critical. Industry-led initiatives such as open innovation efforts, as well as regulations that 

stimulate entrepreneurship and small business development, can help foster innovation. 

While the literature underscores the necessity of innovation policies, it also emphasises the need for a 

combination of varied policy tools to create an environment that fosters innovation. Furthermore, the 

efficiency of these policies must be evaluated on a regular basis to verify that they are reaching the desired 

results. 

Overall, the literature supports the role of innovation in economic growth, productivity, and competitiveness. 

Policymakers, entrepreneurs, and corporations must recognise the importance of innovation and seek to put 

policies in place that encourage and foster it. 
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3. RESEARCH METHODOLOGY 

This research paper's methodology section will detail the procedures used to perform a literature review on 

the role of innovation in the modern economy, with a focus on the Schumpeterian model of economic growth. 

This section will also discuss the relationship between innovation, productivity, and competitiveness, 

underlining the need of innovative policies. The following steps will be included in the methodology: 

3.1. Formulation of research questions: The research questions were developed in accordance with the 

study's objectives. These are the questions that will lead the literature study and analysis: 

     a) What role does innovation play in today's economy? 

     b) Using the Schumpeterian economic growth model, how does innovation foster economic growth? 

     c) What is the relationship between modern-day innovation, productivity, and competitiveness? 

    d) What are the policies in the modern economy that encourage innovation? 

3.2. Literature search: The literature will be searched utilising several academic databases such as JSTOR, 

Google Scholar, and ScienceDirect. The keywords will include "innovation," "economic growth," 

"Schumpeterian model," "productivity," "competitiveness," and "policy." Relevant articles and books cited 

in the initial search results will also be included in the search. 

33. Literature review: The literature review will be carried out by reading and analysing the selected articles 

and books. The review will summarise the main findings of each article and book, identify key themes, and 

pinpoint gaps in the existing knowledge. 

3.4. Data analysis: The data gathered from the literature review will be evaluated in order to determine the 

linkages between the primary themes and to provide answers to the research questions. To provide a clear 

and comprehensive overview of the findings, the data will be classified and summarised in tables, graphs, 

and diagrams. 

3.5. Conclusions and recommendations: The literature research and data analysis findings will be used to 

form conclusions and suggestions. The conclusions will outline the main findings and answer the study 

questions, while the recommendations will focus on policies and tactics that foster innovation in the modern 

economy. 

3. 6. Citations and references: The APA citation style will be used in the research report. The references 

will be listed alphabetically at the end of the document, and in-text citations will be utilised to credit the 

sources of the material throughout the paper. 

 

Overall, this research technique will present a rigorous and methodical way to perform a literature review on 

the role of innovation in the modern economy, with a focus on the Schumpeterian economic growth model. 

The study intends to provide a complete review of the relevance of innovation, its link with economic growth, 

productivity, and competitiveness, as well as the policies that support innovation in the current economy, by 

employing this technique. 
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4. RESULTS AND DISCUSSIONS 

The Schumpeterian economic growth model is a theoretical framework that underlines the importance of 

innovation in achieving economic growth. In 1911, Austrian economist Joseph Schumpeter published "The 

Theory of Economic Development," which developed this thesis. According to Schumpeter, long-run 

economic growth is driven by innovation. In this paradigm, innovation involves not only the invention of 

new products and services, but also the development of new manufacturing processes, organisational 

structures, and the establishment of new markets. 

Schumpeter underlined the importance of innovation in encouraging economic growth since it allows 

enterprises to create profits by developing and executing new ideas. According to the paradigm, innovation 

results in the formation of new industries and the destruction of existing ones. This process, known as creative 

destruction, is vital for long-term economic growth since it results in the abolition of unproductive enterprises 

and the establishment of new ones. Schumpeter felt that the creative destruction process would result in a 

more efficient economy with higher levels of production and economic growth. Modern economists have 

largely adopted and extended the Schumpeterian model of economic growth. The model has been used to 

describe the growth of several industries, including technology. For example, the evolution of the internet 

and digital technology has resulted in the establishment of new businesses such as e-commerce and social 

media while also undermining old industries such as retail. 

 

The Schumpeterian model of economic growth emphasises the significance of policies that encourage 

innovation. Governments may encourage innovation by investing in R&D, granting tax breaks to innovative 

enterprises, and preserving intellectual property rights. These policies are critical because they allow 

businesses to invest in R&D, resulting in the development of new goods, services, and processes. 

Finally, the Schumpeterian economic growth model underlines the critical importance of innovation in 

supporting long-run economic growth. This paradigm has been used to explain the growth of many industries, 

including technology. The model also emphasises the significance of policies that support innovation, such 

as investing in R&D and protecting intellectual property rights. To ensure long-term economic growth and 

development, governments, firms, and other stakeholders must continue to engage in innovation. 

 

5. CONCLUSION 

The Schumpeterian economic growth model has provided a theoretical framework for analysing the role of 

innovation in supporting economic growth. Long-term economic growth, according to the paradigm, is 

driven by innovation, which includes not only the development of new products and services, but also the 

development of new production processes, organisational structures, and the establishment of new markets. 

Modern economists have adopted and extended this model to represent the expansion of numerous industries, 

including technology. 

The Schumpeterian model's primary creative destruction process has played a critical role in encouraging 

economic progress by resulting in the liquidation of unproductive firms and the establishment of new ones. 

This dynamic has been witnessed in a variety of industries, including technology, where the expansion of the 
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internet and digital technologies has led in the establishment of new firms like e-commerce and social media 

while simultaneously eroding traditional industries like retail.  

The significance of policies that promote innovation cannot be overstated. Governments may support 

innovation by investing in research and development, providing tax benefits to innovative businesses, and 

protecting intellectual property rights. These policies are important because they enable businesses to invest 

in R&D, resulting in the creation of new items, services, and processes. This, in turn, contributes to economic 

development and expansion. 

Furthermore, the Schumpeterian approach emphasises the importance of stakeholders engaging in 

continuous innovation. Innovation is a constant process that necessitates R&D and the development of new 

ideas rather than a one-time event. Firms must invest in innovation to remain competitive, while governments 

must continue to foster an environment conducive to innovation. 

It is equally important to recognise that innovation can have substantial social and environmental 

consequences. Innovations have the potential to create new jobs and raise living standards. However, they 

may result in the displacement of workers in outdated industries as well as significant environmental 

consequences. As a result, authorities must ensure that innovation is both socially and environmentally 

responsible and that the advantages of innovation are dispersed equitably. 

Finally, the Schumpeterian economic growth model has provided useful insights into the role of innovation 

in supporting long-term economic growth. Its emphasis on the process of creative destruction and the 

necessity for policies that support innovation has been critical in promoting economic growth and 

development. It is, nevertheless, critical to guarantee that innovation is socially and environmentally 

responsible and that its advantages are dispersed equally. To encourage long-term economic growth and 

development, governments, businesses, and other stakeholders must continue to invest in innovation. 
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