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PhD Thesis extract

Firms’ innovation activities play a crucial role in fostering productivity and economic growth
(Nelson and Winter, 1982; Dosi, 1988; Romer, 1990; Aghion and Howitt, 1992). Yet, Research and
Development (R&D) underinvestment is a well documented feature of contemporary economies,
and governments are seeking new ways to boost research in the private sector (Bloom et al.,
2019). Among different policy tools, mission-oriented innovation programs are gaining increasing
relevance, posing the question on whether public policy may contribute to spur economic growth
and channel the direction of technical change (Mazzucato, 2015).

In the US, military R&D expenditures arguably represent the best example of mission-oriented
policy (Mowery, 2012). They are sizeable, with a clear-cut public purpose (national defense) and
with the government being the exclusive beneficiary. Exploiting a longitudinal dataset linking
public R&D obligations to private R&D expenditures for US states, we investigate the impact of
defense R&D on privately-financed R&D. To address potential endogeneity in the allocation of
funds, we use an instrumental variable identification strategy leveraging the differential exposure
of US states to national spending shocks. We document "crowding-in" effects with elasticities
in the 0.11-0.14 range. These positive effects extend also to the labor market, when focusing
on employment in selected R&D intensive industries and especially for engineers. This work
contributes to filling a gap in the literature, where much of the empirical evidence on mission-
oriented policies is anecdotal and based on historical case studies (Nelson, 1982; Mazzucato, 2015;
Foray et al., 2012; Azoulay et al., 2019).
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