
New Approaches to Economic Challenges [B15]
Ensuring productivity growth and innovation 
in the long run

Theme of The projecT

Productivity growth has slowed in many OECD 
countries …

The recent financial and economic crisis has 
amplified a general slowdown of productivi-
ty since the beginning of the 21st century. In 
addition, the slowdown in knowledge-based 
capital accumulation and the decline in busi-
ness start-ups have been notable. 

… raising concerns of a structural slowdown … 

The debate on the future of productivity has 
manifested itself in two polar views. A pes-
simistic view suggests that the slowdown is 
permanent that recent technological develop-
ments (i.e. ICT) are trivial compared to those 
that took place earlier in the 20th century 
(i.e. electrification; see Gordon, 2012). By con-
trast, technological optimists argue that the 
underlying rate of technological progress has 
not slowed and that the IT revolution still has 
a long way to run (Brynjolfsson and McAfee, 
2011).

that can be traced at the sectoral and firm level 

Aggregate growth accounting (Section 2) can 
help describe productivity developments but 
sheds only a little light on the economic forces 
that shape them. More insightful approaches 
utilise more granular, but harder to come by 
data at industry of firm level. For the very long 
run, long-term projections and scenarios can 
identify relevant issues for the future of inno-
vation and productivity. 

resulTs of The work sTream

Micro data shed light on the drivers of produc-
tivity … 

The economic forces shaping productivity 
developments can be better understood by 
distinguishing between: the globally most 

productive firms, national frontier firms and 
laggard firms. 

… which highlights a rising gap between firms at 
the technological frontier and others …

Productivity growth at the global frontier has 
remained relatively robust in the 21st century, 
despite the slowdown in average productivi-
ty growth. Labour productivity at the global 
frontier, for instance, increased at an average 
annual rate of 3.5% in the manufacturing sector 
over 2000s, compared to an average growth in 
labour productivity of 0.5% for non-frontier 
firms. This rising gap raises questions about 
how policies shape:

1. the ability of national frontier firms 
to adopt new technologies developed at the 
global frontier; and

2. the diffusion of existing technologies 
from the national frontier to laggards. 

… necessitating interventions in innovation, 
market environment, and skills development 

Three policy areas appear to be of key impor-
tance: i) foster innovation at the global fron-
tier and facilitate the diffusion of new tech-
nologies to firms at the national frontier; ii) 
create a market environment where the most 
productive firms are allowed to thrive, thereby 
facilitating the more widespread penetration 
of available technologies; and iii) reduce skill 
mismatches.

 Policies to sustain productivity growth include:

- Improvements in public funding and the or-
ganisation of basic research, which provide the 
right incentives for researchers, are crucial for 
moving the global frontier and to compensate 
for inherent underinvestment in basic research. 

- Rising international connectedness and the 
key role of multi-national enterprises in driving 
frontier R&D imply a greater need for global 
mechanisms to co-ordinate investment in ba-

sic research and related policies, such as R&D 
tax incentives, corporate taxation and IPR re-
gimes.

- Productivity growth via the diffusion of in-
novations at the global frontier to national 
frontier firms is facilitated by trade openness, 
participation in global value chains (GVCs) and 
the international mobility of skilled workers. 
- Well-functioning product, labour and risk 
capital markets as well as policies that do not 
trap resources in inefficient firms – including 
efficient judicial systems and bankruptcy laws 
that do not excessively penalize failure – help 
firms at the national frontier to achieve a suf-
ficient scale, enter global markets and benefit 
from innovations at the global frontier.

- A competitive and open business environ-
ment that favours the adoption of superior 
managerial practices and facilitates efficient 
firm exit facilitates the diffusion of technolo-
gies in general.

- Framework policies that reduce barriers to 
firm entry and exit and improve the efficien-
cy of matching in labour markets can improve 
productivity performance by reducing skill 
mismatch.

New approaches

Micro data at the firm level …

While growth accounting techniques have 
been widely used to account for productivi-
ty changes, they restrict our understanding to 
trends of averages. The truly new empirical un-
derpinnings of the project utilise cross-coun-
try, industry- and firm- level data to explore 
the structural dimensions of productivity and 
the multiple channels through which policies 
can affect it. To distinguish the firms’ produc-
tivity performance and their characteristics, a 
harmonised, cross-country firm-level dataset 
was built. In addition, to observe firm and em-

ployment dynamics, a novel methodology was 
used to construct aggregates of confidential 
firm-level data from OECD member countries 
sources. Novel, individual data from the OECD 
PIAAC survey was used to explore nature and 
consequences of skills mismatch.  

polIcY ImplIcaTIoNs

… suggests novel policy recommendations on 
firm entry and exit … 

Such data has enabled new policies to emerge 
that aim to support the creation and growth 
of young innovative firms, while allowing 
small but old and stagnant firms to exit the 
market. For instance, appropriate judicial and 
bankruptcy laws can help release resources 
trapped within inefficient firms thus support-
ing flow of resources will be towards more 
productive firms.

… on correcting skills mismatch and knowledge 
dissemination …

Reforms to policies that restrict worker mobil-
ity and amplify skill mismatch (e.g. high trans-
action cost on buying property and stringent 
planning regulations) will enhance the diffu-
sion of frontier innovations and the growth 
of productive firms. Reducing skill mismatch 
via these policies plus funding for lifelong 
learning will become increasingly necessary to 
combat slowing growth and rising inequality. 

… and improving on R&D incentives and IPR 
protection

Innovation policies, including fiscal incentives 
for R&D, collaboration between firms and re-
search institutions, and IPR protection, should 
be designed in a way so that they do not ex-
cessively favour applied vs basic research and 
incumbents vs young firms.
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