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The Role of Innovation in Economic Development and Economic Cycles
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(1. Harbin Engineering University, Harbin Heilongjiang 150001, China; 2. Lanzhou University, Lanzhou
Gansu 730030, China,; 3. Central South University of Economics and Law, Wuhan Hubei 430000, China; 4.
Harbin Engineering University, Heilongjiang Harbin 150001, China)

Abstract: Innovation, as the core driving force of economic growth and a key influencing factor of economic
cycle fluctuations, its mechanism of action and cycle interaction law are the core issues in solving sustainable
economic development problems. This study is based on Schumpeter's innovation theory, economic growth
theory, and economic cycle theory. Through a systematic review of literature and mechanism analysis, it
focuses on two core issues: the multi-level path of innovation driven economic development, and the
interactive mechanism between innovation and economic cycles. The study constructs an innovation driven
framework with a three-level linkage of "micro (entrepreneurial spirit and resource allocation) - meso
(industrial structure upgrading and knowledge spillover) - macro (total factor productivity improvement)",
revealing the inherent relationship between innovation clusters and Kondratiev's long-term cycle, elucidating
the heterogeneity of innovation performance in the prosperous period (progressive characteristics) and the
declining period (disruptive characteristics), as well as the cyclical transmission paths of neutral and biased
technological shocks. Research has found that innovation drives long-term economic growth through
multi-level mechanisms and forms a two-way interaction with economic cycles. Technological shocks affect
cyclical fluctuations through the transmission of micro firm behavior, meso industry linkages, and
macroeconomic variables. Based on this, an innovation policy system that balances cyclical adjustments and
long-term orientation is proposed: during the prosperous period, market norms and intellectual property
protection are emphasized, while during the declining period, disruptive innovation support and factor
aggregation are strengthened. The institutional environment is optimized from three dimensions: cultivating
entrepreneurial spirit, incentivizing knowledge spillovers, and improving factor markets. This study integrates
the fragmented mechanism of innovation driven economic development, deepens the contemporary
interpretation of the theory of "creative destruction", and provides theoretical references and practical paths
for policy makers to achieve a balance between long-term growth and short-term stability.

Keywords: Innovation driven; Economic cycle Three level linkage mechanism; Creative destruction;

Technological shock; Policy optimization; Total factor productivity; Industrial structure upgrading
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