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“As a matter of fact, capitalist economy is not and cannot be stationary. Nor is it merely

expanding in a steady manner. It is incessantly being revolutionized from within by new

enterprise, i.e., by the intrusion of new commodities or new methods of production or new

commercial opportunities into the industrial structure as it exists at any moment.” - Schum-

peter, 1942

“A smart innovation agenda, in short, would be quite different from the one that most rich

governments seem to favour. It would be more about freeing markets and less about picking

winners; more about creating the right conditions for bright ideas to emerge and less about

promises of things like green jobs. But pursuing that kind of policy requires courage and

vision and most of the rich economies are not displaying enough of either.” - The Economist,

2010
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Abstract

This paper investigates the determinants of innovation among Australian regions, focussing on the

spatial dimension of innovation and innovative-related activities in creating spillover effects. Through

‘exploratory’ and ‘confirmatory’ spatial data analysis we find evidence that innovation activity is

spatially dependent, and that there is evidence of spatial clustering of highly innovative regions.

Applying spatial econometric techniques, we estimate a Spatial (panel) Durbin Model to control for

spatial autocorrelation to analyse the driving forces of innovation throughout regions. We find that

the number of university campuses within a region along with university research has a significant

and positive effect on local levels of innovation. In terms of spillover effects, we find that population

density creates a negative indirect effect; where neighbouring region’s population density adversely

impacts innovation levels.
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