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Overview

Creative destruction / QL models: continued product improvement is a key source of growth

This paper

What does the product improvement process look like in the data?

Aggregate dynamics → firm dynamics → product dynamics

Contribution

Data on firms’ product portfolio

Findings

The size distribution of product portfolios has ”fat tails”

Firms add products to their portfolios in bursts that also have ”fat tails”

Embedding this in QL model: effects of creative destruction on productivity growth ↑; concentration ↑
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Stylized facts

firm j, year t

nj,t = # products

∆(+)nj,t = gross # products added from t− 1 to t

1 nj,t follows a power law

2 ∆(+)nj,t follows a power law

3 ”churn” in nj,t contributes substantially to aggregate revenue growth
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Power law for ∆(+)nj,t
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This is a carboy (in case you were wondering)
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Some questions for the data

1. When a firm adds a product to its portfolio, does it also improve its quality?

Similar to quality-adjusting patent counts

What share of the market does the firm gain?

2. What else can we learn about ”product innovation strategies”?

Are newly added products close to the portfolio?

Are there firms that growth without continuous product churn?
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Model

Klette and Kortum (2004)

+ ”innovation bursts”

P(∆(+)nj,t = k) =
k−θ

ζ(θ)
θ ≥ 2

P(∆(+)nj,t = 1) = 1 θ → +∞ [Klette and Kortum]

v: value of incumbent (per variety)
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Entry and growth

w lS : cost of setting up a new firm

w lS =
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α̃ =

(
ζ(θ)

ζ(θ − 1)

)ψ
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KK + ”only” innovation bursts

Do innovation bursts change the quantitative predictions of KK?

3 Concentration: longer tails than KK

7 Aggregate growth

(Feature, not bug!)

What else is there in the full model?

Process innovation

But also, other small things: preferences 6= Cobb-Douglas; entrants cannot introduce multiple varieties;
non-homogeneous investment cost functions

Suggestion: KK + innovation bursts + ”only” process innovation
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Conclusion

Exciting set of stylized facts + nice articulation with model

additions to product portfolio↔ quality improvements in QL models?

what else can we learn about product innovation strategies of firms?

A paper people should read!


