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WORKING PAPER  

Eswar, S., Ferguson, M. F., & Yoon, J, “The Second Mover Advantage: R&D and Absorptive 

Capacity.”  

Absorptive capacity (AC) is the extent to which a firm can translate R&D spillovers from its 

technological counterparts into its own productivity. We employ a new measure of AC based on Total 

Factor Productivity. Our measure of AC is positively related to real innovative outcome: small firms 

with high AC produce higher quantity and quality of patents. Small firms with High AC earn positive 

risk-adjusted returns. Therse returns are positively related to long-horizon mis-pricing factors, limits to 

arbitrage, and limited investor attention. They are incremental to other linkages between firm and other, 

recognized R&D underpricing factors. 

 

“R&D Spillovers and Firm Value: The Absorptive Capacity Channel” 

In this paper I identify the specific firm-level channel through which innovation fosters economic 

growth:  absorptive capacity (AC). AC is the ability of a firm to utilize external knowledge (i.e., other 

firm's R&D investments) to enhance its own productivity. I develop a simple model in which AC varies 

across firms. The model predicts that firm value is increasing in AC and that whether R&D intensity 

increases with AC depends upon the degree to which firms' R&D investments are strategic 

complements.   

 

“The Influence of Regulations on Firm Patent Activity: An Empirical Analysis” 

Innovation fosters economic growth and provides competitive advantage for firms. The purpose of this 

paper is to analyze the effect of regulations on firm patenting activity. Furthermore, determine what 

specific types of regulations: environmental, financial, and health, have the most significant impact on 

patenting activity. 
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