
 

Innovation and firm dynamics – sources of differential productivity growth between countries, industries 

and firm groups 

Mika Maliranta, The Research Institute of the Finnish Economy ETLA and University of Jyväskylä 

Economic growth is essentially dependent on aggregate productivity growth, which in turn is stimulated by 

innovation activity of the firms. Successful innovation efforts of a firm create new types of the products and 

new forms of production that make older ones less competitive among other firms. This gives rise to 

productivity-enhancing restructuring among firms (i.e. “creative destruction”) that may be particularly 

strong when firms exert high innovation efforts. The process involves entries of profit-seeking new firms, 

expansion of successful firms and decline or exit of less successful firms. Thus one would expect that firm 

dynamics is particularly intensive when innovation is intensive, technological change is rapid and aggregate 

productivity growth fast.  

In this paper the intensity of the firm dynamics is examined with a variant of productivity decomposition 

method, advocated e.g. in Hyytinen and Maliranta (2013), which is particularly suitable for measuring to 

what extent aggregate productivity growth is based on the productivity growth of the firms (i.e. what is the 

average productivity growth rate of the firms) and to what extent restructuring among firms (i.e. what is 

the contribution of creative destruction to aggregate productivity growth). The method is applied by use of 

comparable data firm-level data and harmonized computation procedures for four countries (Finland, 

Sweden, Denmark and Norway) and different industries of the business sector in these countries (see 

Kauhanen and Maliranta, 2014). In addition, the method is also applied for different firm groups, defined 

on the basis of the innovation efforts, within the same industries in Finland.  

The results show that salient differences in aggregate productivity growth between countries or firm 

groups (in the same industries) typically derives rather from differences in creative destruction than from 

differences in the productivity growth rates of the firms. In fact, differences in the average productivity 

growth rates of the firms (i.e. within component) are usually surprisingly small between countries, when 

the differences in the industry structures between countries are controlled for. 

In addition, the results point to the importance of innovation as a source of creative destruction. The 

contribution of creative destruction is typically strong in R&D intensive industries such as machinery and 

electronics, and low in the service industries where R&D investments are generally low. In addition, 

creative destruction is strongest in the group of innovative firms (measured by the employment share of 

professionals and managers). Interestingly, this holds true also for industries where creative destruction 

generally is low, like services. 
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