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In economic literature, institutional quality is recognized as a key determinant of
innovation and economic growth, as it provides the necessary environment for
innovative activities to flourish. This study examines the role of institutional quality
as both a moderating and threshold variable, focusing on how factors such as
investment in research and development affect innovation at different levels of
institutional quality. Data from 36 developed and developing countries over the period
2000-2023 were analyzed using the panel smooth transition regression method. The
results reveal the existence of a clear threshold level of institutional quality at which
the relationship between key variables and innovation changes. When institutional
quality is below this threshold, variables such as R&D investment, high-technology
exports, and foreign direct investment negatively impact innovation. However, once
institutional quality surpasses this threshold and improves, their effects become
positive. In contrast, highly educated labor and GDP per capita growth show no
significant impact on innovation in either regime. Therefore, the study emphasizes
that improving institutional quality should be a policy priority to achieve innovation
and sustainable economic growth.
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