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An Analysis on the Relationship between
R&D Investment and Growth of SW Companies
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Korean SW companies' global competitiveness has recently been found to lag
behind those in other major countries, raising concerns about the prospects of
the SW sector and related industries. Despite the unparalleled boom in the ICT
and software industries with a surge in demand for virtual services caused by
COVID-19, R&D investment remains primitive for building the foundation for
future growth. By the way, negative perceptions of economic feasibility have
been attributed as one of the leading causes of minimal R&D investment by SW
companies. However, little evidence shows that R&D investments by SW companies
contribute to higher economic outcomes or other benefits. This study objectively
demonstrates the impact of SW companies’ R&D investment on corporate growth.
Firm-level panel data were constructed using data from the "Software Industry
Survey" targeting Korean SW companies, and empirical analysis was carried out
using econometrics. We find that R&D investment positively affects corporate
employment growth, but this effect takes about one year to appear. In addition, the
R&D investment effect varies for corporate sales growth, but the positive effect
was large enough to offset any negative impact. Finally, our findings show that R&D
investment by SW companies generally has a positive impact on corporate growth.
This evidence is expected to directly provide the implications for policymakers and
indirectly enhance corporate perceptions of R&D investment as the study results

are spread throughout the industry.
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