

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
		

		
            

		
		
		
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Scarcity of Ideas and R&D Options: Use It, Lose It, or Bank It

	
    
        
            
            







    
    










    
    
    
    











			
                    Gruter Institute Squaw Valley Conference â€“ Innovation and Economic Growth, 2010
 
        

    
	

	
	
		
		
			34 Pages
		
		

		Posted: 22 Apr 2009
		
			Last revised: 17 Feb 2011
		
		
	

	
		
			
			




	See all articles by Nisvan ErkalNisvan Erkal
University of Melbourne - Faculty of Business and Economics
Suzanne Scotchmer
University of California - Department of Economics (Deceased); University of California, Berkeley - School of Law; National Bureau of Economic Research (NBER)


		

	
	
	
	
	


	
	
		
			[image: Multiple version icon]There are 2 versions of this paper
		
	


	
		
		

		
			
				

				
					

					
						
							
						

						
							
								
									Scarcity of Ideas and R&D Options: Use It, Lose It, or Bank It

								
							
							
							
								Gruter Institute Squaw Valley Conference â€“ Innovation and Economic Growth, 2010
							

							
							
								
									Number of pages: 34
								
								
									Posted: 22 Apr 2009
								
								
									Last Revised: 17 Feb 2011
								
							

							
							
								
								You are currently viewing this paper
							

							
						

						
							
							Downloads
							  270
							
						

					

					
					

					
						
							
						

						
							
								
									Scarcity of Ideas and R&D Options: Use it, Lose it or Bank it
									

								
							
							
							
								NBER Working Paper No. w14940
							

							
							
								
									Number of pages: 35
								
								
									Posted: 12 May 2009
								
								
									Last Revised: 29 Oct 2022
								
							

							
						

						
							
							Downloads
							   50
							
						

					

					
				

			

		

	

	


	
	
	
	
		
		
	
	
		
			Date Written: November 27, 2010

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		We investigate optimal rewards in an R&D model where substitute ideas for innovation arrive to random recipients at random times. By foregoing investment in a current idea, society as a whole preserves an option to invest in a better idea for the same market niche, but with delay. Because successive ideas may occur to different people, there is a conflict between private and social optimality. We investigate the optimal policy when the social planner learns over time about the arrival rate of ideas, and when private recipients of ideas can bank their ideas for future use.  We argue that private incentives to create socially valuable options can be achieved by giving higher rewards where "ideas are scarce." 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Scarce ideas, imagination, innovation, real options, search models, rewards to R&D, unknown hazard rate

	
	

	
    

    
	

	
	
		JEL Classification: O34, K00, L00

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Erkal,  Nisvan and Scotchmer,  Suzanne, Scarcity of Ideas and R&D Options: Use It, Lose It, or Bank It (November 27, 2010). Gruter Institute Squaw Valley Conference â€“ Innovation and Economic Growth, 2010,  Available at SSRN: https://ssrn.com/abstract=1393129 or http://dx.doi.org/10.2139/ssrn.1393129 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Nisvan Erkal (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Melbourne - Faculty of Business and Economics  ( email )

			

			
			
				
				
				
					Victoria, 3010
Australia
+61 3 8344 3307 (Phone)
+61 3 8344 6899 (Fax)

				

				
			

			
				
				
					HOME PAGE: http://www.nisvanerkal.net
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Suzanne Scotchmer

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				University of California - Department of Economics (Deceased) 

			

			
			
				
				
				
					Berkeley, CA  94720-3880
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: University of California, Berkeley - School of Law]
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				University of California, Berkeley - School of Law 

			

			
			
				
				
				
					215 Boalt Hall
Berkeley, CA  94720-7200
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER) 

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      270

			

		
		
		
			Abstract Views

			    3,463

		

		
		 
		
			Rank

			  173,660

		

		
	


	

	
		
			
				       21 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    IO: Productivity, Innovation & Technology eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                IO: Productivity, Innovation & Technology eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,060

                                    

                                    
                                        PAPERS

                                           29,171

                                    

                                

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Patents, Secrets, and the First Inventor Defense

                        
                            By
                                
                                
                                    
                                    Vincenzo DenicolÃ²
                                     and 
                                
                                    
                                    Luigi A. Franzoni
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Profit Neutrality in Licensing: The Boundary between Antitrust Law and Patent Law

                        
                            By
                                
                                
                                    
                                    Stephen M. Maurer
                                     and 
                                
                                    
                                    Suzanne Scotchmer
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Profit Neutrality in Licensing: The Boundary between Antitrust Law and Patent Law

                        
                            By
                                
                                
                                    
                                    Stephen M. Maurer
                                     and 
                                
                                    
                                    Suzanne Scotchmer
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Patent Reform: Aligning Reward and Contribution

                            
                                By
                                    
                                    
                                        
                                        Carl Shapiro
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Scarcity of Ideas and R&D Options: Use it, Lose it or Bank it

                            
                                By
                                    
                                    
                                        
                                        Nisvan Erkal
                                         and 
                                    
                                        
                                        Suzanne Scotchmer
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Decision to Patent, Cumulative Innovation, and Optimal Policy

                            
                                By
                                    
                                    
                                        
                                        Nisvan Erkal
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Should Patent Infringement Require Proof of Copying?

                            
                                By
                                    
                                    
                                        
                                        Mark A. Lemley
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Trade Secrets as Private Property: Their Constitutional Protection

                            
                                By
                                    
                                    
                                        
                                        Richard A. Epstein
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.107 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
