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Product Complexity, Institutional Quality and Industrial Upgrading
Ma Haiyan, Yan Liang (China University of Geosciences (Wuhan))

Abstract According to product space theory, national economy can be regarded as a system for creating
products based on collective accumulation capacity, and industrial upgrading is the embodiment of development
of economic system structure. Based on product space theory and institution theory, this article constructs a
conceptual model of product complexity, institutional quality and industrial upgrading at the national level,
and empirically tests the model by analyzing panel data from 120 countries in 1990-2016 with the following
results. Firstly, the relationship between product complexity and industrial upgrading is inverted u-shaped, as
increased product complexity brings not only benefits but also costs and competition. When national product
complexity increases from low to high, it is positively correlated with industrial upgrading, but it is negatively
correlated with industrial upgrading when product complexity reaches the upper level. Secondly, institutional
quality has a significant positive moderating effect on the main relationship between product complexity and
industrial upgrading, that is, it is easier for countries with higher institutional quality to achieve the positive
effect of product complexity on industrial upgrading. Compared with economic institutions, the influence of
the quality of political and financial institutions are more stable. Therefore, this article provides a reference for
the theoretical research on the general rules of industrial upgrading, and a path available for China to facilitate
the supply-side reform and move from a large manufacturing country to a powerful manufacturing country.
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