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Intro
• Broad-based explanations for declines in dynamism
• High tech explanations
• My suggestion
• Measurement
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Paper’s Thesis
• Facts:

• Fall in startups
• Decline in revenue growth skewness, esp in high tech

• Does declining business dynamism may account for 
slower productivity growth due to slower reallocation?

• Two phases:
• Prior to 2000: Trade and services
• After 2000: High tech

• Cause - increase in adjustment frictions 
• Increases dispersion in measured labor productivity (LP)
• Weakens covariance between measured LP and growth

• Relate this approach to frontier firm approach?
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Explanations for declines in dynamism

• Broad-based
• Demographic – e.g., post-war baby boom
• Regulatory - fixed costs of starting up have risen 
• Rising cost of health insurance (preference for stable 

job attachment)
• Failure of antitrust enforcement? – leading to less 

competitive pressure
• increased employment concentration, but only in trade and 

services
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High tech explanations
• Initial productivity boost from moving transactions to the 

internet not sustainable
• I suspect we are not done, but broadband may be a bottleneck

• Increasing returns in network sectors
• Network effects mean successful established firms from 

the 1990s are locked in post-2000 
• But innovation in high tech services continues – not all “unicorns” 

were born before 2000

• Network effects are especially strong in the information 
sector (tech and non-tech)
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What are the adjustment frictions?
• What is the production function in many of these sectors? 

• Capital, labor, and intangible capital 
• maybe there is very high dispersion in the left-out intangibles across firms, so labor 

productivity is mismeasured by a lot
• In some sectors, labor a very poor indicator of input 
• Many firms outsource or use contract labor

• Increases in the importance of firm-specific knowledge assets, implying 
increased adjustment frictions

• In the information sector especially, increases in the importance of 
network-related assets, again implying increased adjustment frictions

• Why do non-frontier firms survive? They are doing something different 
and not paying as much for intangibles so measured LP or TFP is lower

• But does not really explain why these high LP firms do not grow as 
much?

• Employment vs revenue – offshoring and outsourcing reduces 
employment

• Would be good to look more closely at the high tech sector broken into 
manfacturing, information, services
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High tech sector
Information and Communications Technology (ICT) High-Tech manufacturing
3341 Computer and peripheral equipment manufacturing 
3342 Communications equipment manufacturing 
3344 Semiconductor and other electronic component manufacturing 
3345 Navigational, measuring, electromedical, and control instruments manufacturing
Information and Communications Technology (ICT) High-Tech services
5112 Software publishers 
5161 Internet publishing and broadcasting 
5179 Other telecommunications 
5181 Internet service providers and Web search portals 
5182 Data processing, hosting, and related services 
5415 Computer systems design and related services 
Miscellaneous High-Tech 
3254 Pharmaceutical and medicine manufacturing 
3364 Aerospace product and parts manufacturing 
5413 Architectural, engineering, and related services 
5417 Scientific research-and-development services 
Source: Hecker (2015), BLS
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Measurement
• Trends in quality change and new products
• Sample (or population) sizes? What influence do big outliers 

(e.g., Google, etc) have on the results?
• How is revenue weighting done?

• Dispersion in productivity shocks may be due to increased 
within-NAICS dispersion of products and prices (real revenue 
at 3-digit price levels) 
• However, note that measurement is relative to 6-digit industry year 

means
• Are estimates without propensity score weighting very different? NO

• How should we think about M&A activity?
• Does the share that are missing revenue change over time?
• NAICS from dominant activity (based on employment)
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