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ABSTRACT 

The present paper is made an attempt to analyse and critical evaluation of the role of 

innovation in economics, because the economics is a subject of social science, which dealing 

with the behavior of people, businesses and government and which try to satisfying the 

essential needs with available scarce resources. In economics, another major problem is 

allocating available resources at optimum level in different sectors like, consumption, 

production, storing and distribution activities. In all the areas/activities of economics, major 

requirement is an advancement in their operation and improve the value, so, the innovation is 

crucial in efficient operation of all economic activities, because, the innovation today plays a 

dynamic role in bring novelty in everything. In improving competitiveness in market 

operation, enhance productivity, efficiency in resource utilisation and quality in human 

resource etc. To have a prosperous society, innovation in all economic activities is a very 

paramount phenomenon, especially in the area of economic development/growth by improve 

level of production, employment and also enhance level of income to have standard of living 

of people etc. So, in this background the present paper is aim to evaluate and analyse the 

relationship between innovation and economic development. 
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INTRODUCTION 

Economics is not only the social science but also it is a dynamic subject, which deals with 

how people, businesses, governments and societies make choices about using scarce 

resources not only to produce goods and services but also distribute and consume goods and 

services, balancing unlimited wants with limited means. It is fundamentally analyzing 

about scarcity and choice and deals with how resources are allocated for maximum benefit 

and exploring concepts from individual decisions to national economies.  Whereas, 

innovation is the course of action of turning new ideas or inventions into practical solutions, 

products, services or methods that create value, solve problems or significantly improve 

existing things. Driving progress and competitiveness by renewing and updating how things 

are done. It is more than just an idea; it is successful implementation that brings new things to 

the market or within an organization, whether through new technology, processes or business 

models. 

In economics, particularly in the area of economic development, innovation is crucial as 

it drives growth by boosting productivity, creating new markets and jobs, enhancing 

competitiveness and solving societal problems, moving economies beyond mere capital 

accumulation to sustained development through new technologies, processes and business 

models. It fuels long-term prosperity by increasing efficiency, generating new wealth and 

improving living standards through new products and solutions, essentially acting as the 

engine for sustained prosperity by fostering efficiency and opening new markets. It 
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transforms economies by enabling more output with fewer resources, sparking 

entrepreneurship and solving societal challenges, making continuous investment in new ideas 

vital for remaining competitive globally. The present paper is made an attempt to analyse and 

critical evaluation of the role of innovation in economics, because the economics is a subject 

of social science, which dealing with the behavior of people, businesses and government and 

also which aim to satisfying the essential needs with available scarce resources. 

Objective of the Paper: 

The present paper aims to critical evaluation of role of innovation in economics, especially in 

the area of economic development, because the subject deals with behavior of people, 

business and governments towards increasing their level of satisfaction/profits by using their 

available resource in different activities. Innovation in the area of economic development 

plays a crucial role by increasing productivity of all factors, improving the human resources 

in different jobs and quality of life of the countries’ people. Finally all these improvements 

results in economic development. In this background, it is more important to evaluate 

critically the relationship between innovation and economic development. 

Methodology of the paper: 

The present study is made an attempt to analyze the significance of innovation in economics, 

which deals with people, organizations and government behaviour in the system. This 

analysis is being made on the basis of available secondary sources of information mainly 

books, journals, websites etc. It is just an analytical as well as descriptive work in nature. 

What is all about Economics? 

Economics is not only the social science but also a dynamic subject dealing with the how 

people of the society, businesses, governments and societies make choices about using scarce 

resources (like money, time, labor, natural resources) to produce, distribute, and consume 

goods and services, balancing unlimited needs/wants with limited means. It's fundamentally 

about scarcity and choice, explaining how resources are allocated for maximum benefit and 

exploring topics from individual decisions (microeconomics) to national economies 

(macroeconomics). The major concepts which the economics deals are as following- 

Scarcity: In economics, scarcity is the fundamental problem of having unlimited human 

wants and needs but limited resources to satisfy them, forcing choices and trade-offs about 

what to produce, how, and for whom, making economics the study of managing these limited 

resources. 

Choice: In economics, choice is the fundamental act of selecting one option from several 

alternatives due to scarcity-the condition where unlimited wants meet limited resources-

forcing individuals, firms, and governments to decide how to best allocate what they have, 

always involving trade-offs and resulting in an opportunity cost. 

Production, Distribution, Consumption: In economics, Production is creating  

goods/services from resources, Distribution is getting them to people (via income shares like 

wages/rent or market channels), and Consumption is the final use of these goods/services to 

satisfy needs/wants, forming the core cycle of economic activity. 

Production is a process of combining inputs (labor, capital, and raw materials) to create 

outputs (goods and services) with a goal of satisfy human wants and needs, for example a 

farmer growing wheat, a factory assembling cars, or a software developer coding an app etc. 
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Distribution is the produced wealth or income is shared among individuals or groups, and 

how goods reach consumers.  In the distribution there are two aspects they are- 1.Factor 

Distribution: Dividing national income into wages, rent, interest, and profit. 2. Market 

Distribution: Transporting, marketing, and selling goods to consumers, example paying 

workers wages (income distribution) or a trucking company delivering bread to stores 

(market distribution). 

Consumption is an act of using goods and services to satisfy wants and needs. It's the end 

goal of production and drives economic activity, often marking the conclusion of the 

economic cycle, example, eating food, wearing clothes, or using a phone. 

These three stages are interdependent: production creates, distribution moves, and 

consumption uses, making them fundamental to understanding any economy. 

Resource Allocation: Resource allocation in economics is the process of assigning scarce 

resources (like labor, capital, land) to different uses (producing goods/services) to satisfy 

human wants, aiming for maximum efficiency, productivity, and welfare by deciding "what," 

"how," and "for whom" to produce, often through markets (prices/competition) or planning 

(government). Efficient allocation means no waste, producing most valued goods cheaply; 

ensuring resources create the best outcomes for society. 

Efficiency: Using resources to get the most output, with no waste, or to make someone better 

off without harming others. 

How It Works: 

 Identify Needs: Determine what society or a business needs. 

 Assess Resources: Inventory available labor, capital, materials. 

 Distribute: Assign resources using market signals (prices) or directives (plans). 

 Optimize: Aim for the best mix of goods and services at the lowest cost. 

 Wealth & Finance: Money, banking, interest rates, and national wealth. 

 Human Behavior: How people respond to economic signals and make     decisions. 

 Policy: Informing government decisions on taxes, trade, and social programs. 

In simple word economics helps answer questions like: "How much should I save?" or "Why 

do prices change?" and "How can a country improve its living standards?" by analyzing 

patterns, making predictions, and understanding the complex interplay of human behavior 

and limited resources. 

What is Innovation? 

Innovation is the process of turning new ideas or inventions into practical solutions, products, 

services or methods that create value, solve problems or significantly improve existing ones, 

driving progress and competitiveness by renewing and updating how things are done. It's 

more than just an idea; it's the successful implementation that brings new things to the market 

or within an organization, whether through new technology and processes. 

Key Aspects of Innovation: Innovation has many aspects in its scope; they can be elaborated 

like following- 

 Newness & Value: It involves introducing something novel that delivers tangible 

benefits or economic value. 
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 Practical Application: It's about making ideas work in the real world, not just 

thinking about them. 

 Broad Scope: It applies to products, services, processes, business models, and 

management techniques, not just flashy gadgets. 

 Improvement & Disruption: It can mean making something better or entirely 

changing how things are done. 

 Systematic Process: It's a journey from concept to impact, requiring creativity, 

development, and implementation. 

The major examples of Innovation are, in the area of product innovation the first Smartphone, 

In the Process Innovation implementing just-in-time manufacturing, in the Service Innovation 

the subscription model for streaming media and in Business Model Innovation, the concept of 

sharing economy platforms like Uber or Airbus etc. 

An Analysis of Role of Innovation in the Area of Economic Development: 

Innovation is crucial for economic development as it drives growth by boosting productivity, 

creating new industries and jobs, enhancing competitiveness, and improving living standards 

through new products and solutions, essentially acting as the engine for sustained prosperity 

by fostering efficiency and opening new markets. It transforms economies by enabling more 

output with fewer resources, sparking entrepreneurship, and solving societal challenges, 

Innovation is crucial in economics as it drives growth by boosting productivity, creating new 

markets and jobs (creative destruction), enhancing competitiveness and solving societal 

problems, moving economies beyond mere capital accumulation to sustained development 

through new technologies, processes, and business models. These can be point out like this- 

 Technological Advancements: New tools, software (AI, ML), and processes 

streamline operations and create new possibilities. 

 New Business Models: Innovations in organization, delivery, and service (e.g., 

Amazon Prime, remote work) change how business is done. 

 Human Capital: Requires and fosters skilled labor, education, and problem-solving 

mindsets, as seen with IT and advanced analytics. 

 Productivity Growth: Innovation allows for more output with the same or fewer 

inputs (e.g., automation, AI), increasing overall economic efficiency. 

 Economic Growth & Wealth Creation: New products, services, and industries (like 

e-commerce, fintech) create jobs, attract investment, and expand the economy's output 

(GDP). 

 Creative Destruction: Joseph Schumpeter's concept where new innovations displace 

old ones, fostering dynamism and preventing stagnation, benefiting society overall. 

 Competitiveness & Market Expansion: Firms innovate to gain an edge, forcing 

competitors to improve, while new markets emerge, and increasing economic 

resilience. 

 Addressing Societal Challenges: Innovation offers solutions for healthcare, 

education, climate change, and inequality, improving well-being. 

 Structural Change: Drives fundamental shifts in economies, moving them towards 

higher-value activities and knowledge-based sectors. 



Academe Journal of Education & Psychology                                                             ISSN: 2249-040X  

Volume-16, (Special Issue: March 2026)                         Peer Reviewed & Refereed Journal (IF: 6.25) 

PP: 171-177  Journal Website: www.academejournal.in 

Published By: National Press Associates                                                                                                                         Page 175                    

Special Issue: The Significance of Multidisciplinary Research in Driving Innovations and Breakthroughs 

 

 

RESULT AND DISCUSSION 

Innovation has long been renowned as an essential driver of economic growth and 

development. From the industrial revolution to the digital age, technological and social 

innovations have reshaped the way economies function and succeed. The role of innovation 

extends far beyond the development of new products and services; it influences the very 

structure of economies, enhances productivity and addresses some of the most vital 

challenges of economies. 

Economic growth theories evolved so far, by a long way consider innovation is playing a 

central role in most modern economies. Classical economists such as Adam Smith and David 

Ricardo laid the groundwork for understanding the dynamics of production, but it was Joseph 

Schumpeter who first clearly introduced the concept of innovation as a key driver of growth. 

Innovation expands markets by creating new products, services, and industries. Believe the 

impact of the digital revolution, innovations in information technology 

(IT) and biotechnology (BT) and telecommunications have not only transformed existing 

sectors but also created entirely new ones, such as e-commerce, social media, and fintech. 

These new industries generate employment, stimulate investment, and contribute to economic 

diversification, which enhances the resilience of economies in the face of global shocks. 

In India’s rural economy, innovation has played a crucial role in driving growth. For instance, 

the introduction of Farmer Producer Organizations (FPOs) has empowered farmers by 

providing better access to markets, technology, and finance. This has led to increased 

productivity and income for farmers. The Unified Payments Interface (UPI) is a prime 

example of innovation in the financial sector. Launched by the National Payments 

Corporation of India (NPCI), UPI has revolutionized digital payments in India, making 

transactions seamless and boosting financial inclusion. Platforms 

like Flipkart and JioMart have transformed the retail landscape in India. By leveraging 

technology, these companies have made shopping more accessible and convenient for 

millions of Indians. 

In modern economic growth models, such as the endogenous growth theory, innovation is 

treated as an internal factor that drives sustained economic expansion. According to these 

models, investments in research and development (R&D), education, and technology are 

critical for fostering innovation, which in turn leads to higher levels of productivity and long-

term economic growth. Unlike exogenous growth models, which attribute economic 

expansion to external factors like population growth, endogenous models emphasize that 

innovation and human capital are the core engines of growth. 

Innovation fuels long-term prosperity by increasing efficiency, generating new wealth, and 

improving living standards, requiring investment in education, technology and supportive 

policies and many more. 

India has significantly increased its investment in research and development. The 

establishment of numerous R&D centers by multinational corporations like Oracle, IBM, 

and Microsoft has spurred innovation in sectors such as biotechnology, pharmaceuticals, 

and consumer electronics. This investment has not only boosted productivity but also created 

high-value jobs. 
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Institutions like the Indian Institutes of Technology (IITs), Indian Institute of Science 

(IISc), and various Indian Institutes of Science Education and Research (IISERs) have been 

pivotal in fostering a culture of innovation. These institutions produce a steady stream of 

highly skilled graduates who contribute to various high-tech industries. India’s advancements 

in digital infrastructure have been remarkable. The Digital India initiative, which aims to 

transform India into a digitally empowered society, has led to the widespread adoption of 

technologies related to e-governance, e-commerce, and digital payments. India has become a 

global hub for startups, with cities like Bengaluru, Delhi, and Mumbai ranking among the top 

startup ecosystems worldwide. The government’s support through initiatives like Startup 

India has provided a conducive environment for innovation and entrepreneurship. Their 

efforts in wind and solar energy have not only contributed to sustainable growth but also 

positioned India as a leader in the global renewable energy market. 

CONCLUSION 

It is unquestionable that innovation and technological advancements are the driving forces 

behind not only economic growth but also the transformation of societies and industries. 

These lookalike pillars of progress have always propelled nations forward by boosting 

productivity, enhancing competitiveness, and spawning entirely new sectors. While it is true 

that these technological changes can interrupt traditional employment patterns, it is equally 

important to recognize that they bring forth fresh opportunities. In addition, the international 

connectivity facilitated by technology opens doors to isolated work and international 

collaboration, transcending geographical boundaries. This not only expands the opportunities 

for individuals but also fosters diversity and innovation on a global scale. 
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