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This video is a detailed presentation of a study on the specialization patterns of U.S. firms during the
1980s and 1990s. The presenter discusses their research using U.S. Census data, highlighting two
key trends: firms reduced the number of industries they operated in (shrinkage of production scope),
particularly among innovating firms, and a shift towards small firms doing more innovation while
large firms focused more on production.

The presenter posits that these changes were driven by improved patent trading markets and
stronger patent protections, which were influenced by technological and policy changes. The study
introduces a hypothesis suggesting that efficient patent trading reduces mismatches between
innovation outputs and a firm’s production capabilities, allowing firms to specialize more effectively
and lower management costs.

A structural model was developed to quantify the effects of these changes, concluding that improved
patent trading efficiency can explain about 25% of the decline in firms' production scope and about
58% of the shift in innovation activities from large to small firms. This video ultimately contributed
to a significant increase in the annual growth rates of the U.S. economy during that period.

The research contributes to discussions on patent trading, patent protection, and the theory of firm
boundaries, suggesting that policies should consider the implications of specialization resulting from
patent protection. Future research directions include extending the study to a global context,
examining how the alignment of patent systems across countries might affect innovation and
production choices.
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