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Summary: Innovation and structural change matter

 Innovation is crucial for raising living standards

« Structural change important for getting benefits of innovation

— Innovation raises employment...but outside the innovating
sector

 Lots of sensible policy recommendations follow

— Education/skills, public and private investments in physical
capital and R&D

— More flexible labor and product markets



My main points

* [nnovation has both a global and a local dimension
= Whatever happens, there will be structural change
= Future pace of innovation highly uncertain



Innovation has both a
global and a local dimension



The U.S. productivity “frontier” is a benchmark

GDP per hour relative to the U.S.

2013 EKS$, US =100 Ratio
110
France
Germany 1 90
UK
Japan | 0
Greece

1 50

1 30

10

1950 1960 1970 1980 1990 2000 2010

Source: Conference Board.



U.S. productivity growth slowed prior to Great Recession

Business sector labor productivity
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I T-related innovation in U.S. slowed

Total factor productivity by industry subgroup
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Why not Continental Europe? Reorganization more difficult

GDP per hour relative to the U.S.
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Structural change will happen
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Similar structural change across regions

Employment, Eurozone vs. U.S.

Average annual percent change by industry, 1978-2007 U.S.
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Convergence: Reforms have been happening

Product market regulation Change in PMR
Index, lower value means lower burden 1998-2013
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Future innovation highly uncertain
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Robots, driverless cars, and artificial intelligence

INSIDE: A 14-PAGE SPECIAL REPORT ON FINANCIAL TECHNOLOGY
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Th c The self-service economy

ECONOmMIist  fimewopenupindonesia

Inside the anti-bribery business
Why humans cause heatwaves

Artnfiual Intellgence'




China, India, etc. closer to research frontier

R&D expenditures

As a percent of GDP Percent
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Conclusion: Thought-provoking paper

* |nnovation has a global and local dimension
— Frontier growth slowed prior to the Great Recesssion
* Uncertainty about the future pace is high
* Structural change is going to happen
— reforms are necessary to be ready, and gain the benefits



