IN SHORT

Productivity Gains from Innovation

Animportant debate in the economics of innovation concernswhether the fruits (“economic rents’)
of innovation spillover from the producers of innovation to the users of innovation. For example,
aretherentsgenerated from the technol ogical gainsin computers captured by the computer industry
or dothey flow “ downstream” to the many computer-using industriesthroughout the economy? One
way to assess the extent of such downstreaming is to consider the innovativeness embodied in the
types of equipment purchased in different industries and then to compare the productivity of these
industries. Thisexerciserevea sthat innovations do flow downstream to using industries. Themore
innovative an industry’ s equipment, the higher its (measured) multi-factor productivity (output per
unit of combined input—capital and labor) tendsto be. So, which industries use the most innovative
capital? The answers may surprise you (see the figure).

Which Industries Use Innovative Capital?
(Embodied R&D index for selected industries)
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Source: National Science Foundation and FRBSF.

For moreinformation see“Whereto Find the Productivity Gainsfrom Innovation?” FRBSF Economic L etter
2003-04.
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http://www.frbsf.org/publications/economics/letter/2003/el2003-04.pdf

