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Introduction

I Aggregate productivity growth is the fundamental source of long–run
economic growth...
I ... sustained by business dynamism and factor reallocation.

I Striking trends in the U.S. over the past several decades (Akcigit and
Ates, 2020)
I a decline in business dynamism and entrepreneurship
I a slowdown in aggregate productivity growth.

Question Why is there a productivity growth slowdown and a decline in
business dynamism?



Motivation

1. Market concentration has risen.

2. Average markups have increased.

3. Average profits have increased.

4. The labor share of output has gone down.

5. Market concentration and the labor share are negatively associated.

6. The labor productivity gap between frontier and laggard firms has widened.

7. Firm entry rate and the share of young firms in economic activity have declined.

8. Job reallocation has slowed down.

9. The dispersion of firm growth has decreased.

10. The productivity growth has fallen, except for a brief pickup in the late 1990s.

11. A secular decline in real interest rates has occurred.



Results
I The model emphasizes strategic competition between leader and laggard firms.

I We run a horse race between alternative explanations.

I The decline in knowledge diffusion / implementation accounts for most.

Figure: Effects of Channels
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Concentration ↑ ←→ ←→ ←→ ↑ ←→ ↓ ←→
Markups ↑ ←→ ←→ ←→ ↑ ←→ ↓ ↑
Profit share ↑ ←→ ↓ ←→ ↑ ↓ ↓ ↑
Labor share ↓ ←→ ↑ ←→ ↓ ↑ ↑ ↓
Frontier vs. laggard gap ↑ ←→ ←→ ←→ ↑ ←→ ←→ ↑
Entry ↓ ↑ ←→ ↓ ↓ ↑ ↓ ↑
Young firms’ empl. share ↓ ←→ ↓ ↓ ↓ ←→ ↓ ←→
Gross job reallocation ↓ ↑ ↑ ←→ ↓ ↑ ↓ ↑
Dispersion of firm growth ↓ ↓ ↓ ↑ ↓ ↓ ↑ ↓

Source: Akcigit and Ates (2019)



Empirical Evidence on Knowledge Diffusion

Patent concentration has risen and inventors shift to mature firms.
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a) Share of Patents of the Top 1% Patenting Firms

Figure 11: Inventor Young Employer Share

Source: Inventor Employment History
Notes: Young employers are those firm age ≤5.
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b) Share of Inventors Employed in Young Firms

Figure: Patents and Inventors



Empirical Evidence on Knowledge Diffusion

Inventors’ productivity declines but earnings rise when employed by mature firms.
Figure 15: Hire Event Study Estimates: Applications

Source: Inventor Employment History
Notes: Estimates of ηj from the following regression equation

Yi,t,e = α+

4∑

j=−4
λjd[j]i,t,e + β1Incumbenti,e +

4∑

j=−4
ηjd[j]i,t,e × Incumbenti,e

+β4Agei,t,e + δj + γk + ψi + εi,t,e

(1)

For inventor i, relative year t, and hire event e. t = 0 is hire year (hire quarter and
following 3 quarters). Yi,t,e here is patent applications. Excluded time dummy in
estimation is t − 1. δj are fixed effects for groupings of 2-digit NAICS sectors. γk are
the year of the hire event fixed effects. ψi are inventor fixed effects. Standard errors
are clustered at the person level.
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a) Patenting by Switching Inventors

Figure 20: Hire Event Study Estimates: ln(Earnings)

Source: Inventor Employment History
Notes: Similar estimates as above but for ln(earnings).
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b) Earnings of Switching Inventors

Figure: Inventors’ Patent Production and Earnings after Switching to Mature Firms

Notes: Akcigit and Goldschlag (2020)



Summary of Empirical Findings

Patents

1. Higher share of patents produced by the top 1 percent of firms.

2. Higher share of patents reassigned to the top 1 percent of firms.

3. Patent concentration and share of litigated patents are positively associated with market
concentration, profits, and markups.

Inventors

4. Lower share of inventors in young start-ups

5. A decline in patents produced and citations received by inventors after starting a job in a
mature firm (relative to those that start in a young start-up)

6. A rise in earnings of inventors after starting a job in a mature firm

7. Start-ups founded by inventors have higher employment growth (relative to start-ups
founded by non-inventors)

8. Lower entrepreneurship by inventors since 2000

M&As and Lobbying

9. Higher M&A activity negatively associated with business dynamism at the sector level

10. Lobbying expenditure, most spent by old and large firms, increased during the 2000s



Country Experiences - ITALY

Factors constraining business dynamism elsewhere:

I Higher political connection and lower innovation intensity among leaders

Eight facts about the politics of business

Before describing the authors’ findings about 
local political connections and firm behavior, it 
is worth noting that their analysis is based on a 
detailed, large-scale micro dataset from 1993-2014 
that merges firm-level balance sheet data, social 
security data on the universe of workers, patent 
data from the European Patent Office, the registry 
of local politicians, and detailed data on local 
elections in Italy. These data allow the authors 
to exploit the differences in the type of political 
connections, based on the level or the rank of a 
position, or party affiliation of a 
politician employed.

Importantly, the authors focus on local politicians 
at the municipality, province, and regional level. 
Most existing research on this subject focuses 
on high-profile connections such as parliament 
members; however, low-profile connections are 
much more prevalent and those politicians hold 
sway over such factors as the provision of public 
services, issuance of permits and licenses, and the 
application of administrative burden. The authors’ 
unique dataset allows them to examine how firms 
change their competition strategy as they gain 
market power, revealing what firm-level outcomes 
are associated with (or implied by) political 
connections.

For purposes of their work, the authors define 
local political connection as when an individual 
holds a local political seat (like mayor or city 
council member), and also has a job in private 
industry. The authors’ analysis reveals eight facts, 
briefly described here and at greater length in 
the full working paper, that reveal the influence of 
local political connections on Italian firm behavior 
in the private sector:

Fact 1: Firm-level political connections are 
widespread, especially among large and  
old firms.

Large firms have much to gain through political 
connections, in terms of protecting their market 
share. And since it takes time to build those 
connections and to align with winning candidates 
and parties, older firms are often well connected. 
In Italy, while the average share of connected firms 
by industries is around 4.5 percent, connected 
firms account for 33.6 percent of employment 
across industries. Further, 45 percent of firms with 
more than 100 workers are politically connected.  

Fact 2: More connected industries face lower firm 
entry, but conditional on entry, entrants are more 
likely to be connected than in other industries.

Industries with more political connections are 
less dynamic (not as much entry and exit as 
otherwise), and incumbents in these industries 
are larger, on average. Entrants might seek 
political protection before entering a market. 
Consequently, connected industries have fewer 
young and small firms and, therefore, do not 
benefit from the innovation that these firms 
typically bring.  

Fact 3: Industries with higher share of politically 
connected firms have a lower share of young 
firms and show lower growth and productivity.

Following from the first two facts, the third 
result shows that industries with higher political 
presence grow less, on average, and are less 
productive. Most of this negative relationship 
stems from the fact that more connected 
industries are dominated by large and old firms.

Figure 1:  Leadership Paradox: Market Rank, Innovation,  
and Political Connection
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Figure: Political Connections and Innovation Intensity, Italian Firms
Source: Akcigit et al. (2018)



Country Experiences - TURKEY

Developing economies suffer from other problems, such as credit availability.

Factors constraining business dynamism in Turkey after 2013:

I Decline in relative credit availability for laggard firms (Akcigit et al.,
2020).



Conclusion

I We tease out mechanisms that drive declining U.S. business dynamism.

I We show that distortions to knowledge diffusion / implementation are the potential
culprits.

I Data show concentration of ideas and inventors in mature firms.

Policy implications

I Slower business dynamism and higher markups constrain the effectiveness of
monetary policy.

I Policies to prop up competition between incumbents and productivity growth.

I Reconsideration of policies that favor market leaders.

I Enforcement of anti–trust policies.

I Secondary market for diffusion of technologies.

I Foreign competition to boost business dynamism.
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