Journal of Industrial Innovations 3 (2) (2025) 25 — 38

Industrial Innovations

https://jii.araku.ac.ir

ISSN: 3092-7811 A%

University

The Effect of Economic Complexity on the Wealth of Selected
Countries

Ahmad Chehreghani 2%, Ali Tavassoli Nia b, Zahra Heidari¢

“ Department of Economics, Faculty of Administrative Sciences and Economics, Arak University, Arak, Iran.
b Department of Economics, Faculty of Economic and Administrative Sciences, University of Mazandaran, Babolsar, Iran.
€ Department of Economics, Faculty of Social and Economic Sciences, University of Al zahra, Tehran, Iran.

Original Article

Use your device to scan
and read the article online

Citation: Chehreghani A, Tavassoli Nia A, Heidari Z. The Effect of Economic Complexity on
the Wealth of Selected Countries. Industrial Innovations. 2025;3 (2):25 -38.

d- https://doi.org/10.61882 /jii.3.2.25

KEYWORDS ABSTRACT

economic complexity; The present study aims to examine the impact of economic complexity on wealth in 48 leading
institution; knowledge-producing countries based on the Scimago ranking system during the period 2011—
infrastructure; 2020. To this end, the research model was estimated using the dynamic panel data approach and
human capital; the generalized method of moments (GMM) estimator. The findings indicate that economic
wealth. complexity, along with control variables including market complexity, business complexity,

institutions, human capital, research, and infrastructure, has a positive and significant effect on
wealth. Accordingly, it is recommended that policymakers and economic decision-makers
promote wealth creation and strengthen their international position by diversifying exports of
goods and services, improving product quality, enhancing productivity, optimizing resource
allocation, and reducing production costs, all of which can be achieved through the integration
and application of diverse knowledge.

Extended Abstract

1. Introduction

countries according to the Scimago ranking system during the period 2011-2020. Economic complexity has

recently emerged as a critical determinant of a nation’s ability to generate and distribute wealth efficiently. Wealth
creation and economic growth have been subjects of extensive study since the 1960s, with early research focusing on
conventional factors such as health, self-employment, savings, energy resources, commercialization of knowledge, natural
resources, and educational attainment. Scholars of development economics argue that a country's capacity to generate and
distribute wealth effectively depends on the efficiency and sophistication of its production structure. An efficient production
system enables a country to produce wealth and allocate income optimally, thereby fostering long-term economic stability and
social welfare.

Despite potential capabilities, many countries’ wealth levels are disproportionate to their resources, highlighting the
necessity for empirical investigation of structural and policy-related determinants of wealth disparities. Hausmann and Hidalgo
(2007) introduced the Economic Complexity Index (ECI) as a robust measure capturing the underlying productive capabilities
of countries. The index evaluates productive knowledge and sophistication based on the diversity and complexity of exported
goods, providing a framework for analyzing the relationship between production structure, economic performance, and wealth
creation. The ECI has become widely adopted in empirical research as it allows exploration of links between economic
complexity, income distribution, poverty reduction, and social welfare.

r I \ he present study investigates the impact of economic complexity on wealth in 48 leading science-producing
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2. Problem Statement

Despite the theoretical understanding of the role of production structure, the empirical evidence on the effect of economic
complexity on national wealth, especially in leading science-producing countries, remains limited. This study addresses this
gap by examining whether improvements in economic complexity contribute to wealth creation while controlling for other
critical factors such as human capital, infrastructure, institutional quality, business complexity, and market complexity. By
focusing on 48 leading countries in scientific production, this research highlights the role of knowledge and innovation as
drivers of national wealth, legitimacy, and international competitiveness. The research tests the hypothesis that higher economic
complexity enhances wealth accumulation over the period 2011-2020.

3. Methodology

The study employs a dynamic panel data model estimated using the Generalized Method of Moments (GMM). The
econometric model is specified as follows:

L(WEit)= B0 + BI*L(WEit-1) + B2*L(ECIit)+ B3*L(INFit) + B4*L(HCit) + B5*L(BCit) +B6*L(MCit) +B7L(INSit)+ eit
(1)

where WEWEWE denotes total wealth, ttt represents time, and iii indicates countries studied. All variables are
logarithmically transformed so that coefficients represent percentage changes in wealth in response to a 1% change in
explanatory variables. The lagged dependent variable (WE it-1) accounts for the persistence of wealth over time. The ECI is
the key explanatory variable, while control variables include institutional quality (INS), infrastructure (INF), human capital
and research (HC), business complexity (BC), and market complexity (MC). The model captures both structural and policy-
related factors influencing wealth creation and provides a robust framework for empirical analysis.

4. Results and Conclusion

The empirical findings indicate that economic complexity has a significant positive effect on national wealth at the 95%
confidence level. A 1% increase in the ECI is associated with a 0.12% increase in wealth. Human capital and research contribute
0.19% per 1% improvement, consistent with prior research. Institutional quality also positively affects wealth, with a 1%
improvement resulting in a 0.06% increase. Infrastructure development has a substantial impact, with a 1% improvement
increasing wealth by 0.30%. Business complexity and market complexity contribute 0.34% and 0.04%, respectively. The
lagged dependent variable confirms that prior wealth significantly influences current wealth, emphasizing the importance of
historical accumulation and structural foundations in wealth generation. The findings highlight that countries can enhance
wealth by promoting the production and export of complex and diversified goods. A diversified and sophisticated export
portfolio strengthens international competitiveness, facilitates sustainable growth, and maximizes returns on structural
investments. Policymakers should focus on improving human capital, developing infrastructure, enhancing institutional quality,
and supporting high-value-added production. Targeted short-term policies in education, skills development, technology, and
logistics further amplify wealth creation.

This study empirically demonstrates that economic complexity is a fundamental driver of wealth in leading science-
producing countries. Wealth creation is not solely dependent on natural resources or capital endowment but is strongly
influenced by a country’s ability to leverage knowledge, diversify production, and develop sophisticated export structures.
Dynamic panel analysis provides robust evidence that interventions focusing on economic complexity, human capital,
infrastructure, institutions, and market and business sophistication can effectively promote sustainable wealth growth. The
findings offer actionable guidance for policymakers aiming to strengthen national wealth, improve global competitiveness, and
ensure inclusive economic development. By emphasizing the multifaceted role of economic complexity in wealth creation, this
research contributes both theoretically and practically to the understanding of determinants of national prosperity.
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