
Abstract

Thepaper offersreasonsindicatingthat the spilloversfrominnovationactivityare
surprisinglylarge;and arguesthat individualswhohaveinvesteddirectlyor indirectlyin the
economy'sinnovationprocessescanbe estimated,conservatively,to obtainlessthan ten percent
of the total economicbenefitscontributedby newtechnologyandnew products.In contrast to
standardanalysis,the paper assertsthat there is a tradeoffbetweenincreasedflowof invention
and the distributionof benefitsbecauseof whichzero spilloverscannotbe expectedto optimal~
and that there is a rangeof valuesof what wiltbe calledthe spilloverratio, that is, the share of the
benefitsthat goes to personsotherthan the investors,suchthat allvaluesof the ratio withinthis
rangeare Pareto-optimal.It can be suspectedthat the highspilloverratio foundin realityfalls
withinthe range of Pareto optimality.The reasonis that, in contrastwith mostof the literature,
here spilloversare consideredto be capableof offeringsocialbenefits,anddo not alwayssimply
impedeor preventthe attainmentof optimaIity.The resultsof the paper mayoffera step toward
reconciliationof the poor innovationperformanceof our economythat standardtheory leadsus to
expect,and the historicallyunprecedentedactualperformancein termsof incomegrowth and
innovationof the free marketeconomies.
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