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Introduction, requirements 

 Main topics and the approach used to discuss them 

• This lecture presents the approach and the 
motivation applied during the course. The 
clarification of methodological issues  will focus 
on three questions: 

– The relation of normative and descriptive 
intentions on scientific inquiry 

– The specificities of institutional approach 

– The options and constraints for practical 
application of economics 

• The two key elements of economic and social 
change will be studied in the second half of the 
course: innovation and the role of entrepreneur. 
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Entrepreneurship and growth 
• Astonishing economic progress could have been 

witnessed in the last century. However, differences 

between countries were also significant. 

• Entrepreneurship can explain a good portion of 

variation. In a narrower sense, innovative 

entrepreneur provides a new product or service, 

whereas the replicative entrepreneur only produces 

or sells products or services that are already 

available. 

• The most successful economies have a mix of 

innovative entrepreneurs and larger, more-

established firms, that refine and mass-produce the 

innovations that entrepreneurs bring to the market.    



What drives economic growth? 
Economists focus on two main sources of growth: 1. brute force: the 

addition of more inputs 2. smart growth: innovation, technological 

change. Solow showed first that the latter was more important in 

generating additions to output over time. Institutions, especially 

prudent fiscal and monetary policies have important (but not 

exclusive) role in economic growth. According to the authors, the 

four elements of an economic growth machine in a capitalist 

economy are the following: 

1.It must be relatively easy to form or abandon a business without 

expensive bureaucratic red-tapes. Flexible labor-market and well-

functioning financial market are also needed. 

2.Institutions should reward socialy useful entrepreneurial 

activity: rule of law is important 

 



What drives economic growth? (cont.) 

3. Government institutions must discourage activity that 
aims to divide up the economic pie rather than 
increase its size (rent-seeking or criminal behavior 
for example). 

4. Government institutions must ensure that winning 
entrepreneurs and the established big firms continue 
to have incentive to growth and innovate (by antitrust 
laws for example). 

 
• Further aspects can be excluded through counter-

examples: culture (Russians who are successful 
abroad), geography (Swiss, Singapore), human 
capital (ex-Soviet-bloc), democracy (China) are all 
important, but not defining themselves. 
 



Why economic growth matters? 



Why economic growth matters? 
• Before it was adequate: higher incomes would make it possible 

for more people to purchase, use and enjoy more things and 

services. 

• However, it can have harmful side-effects, like air-pollution. 

• It is measured in GDP: problematic, as it only include goods 

and services, but for example charity not. However, it measures 

things that really contribute to people’s wealth as they enable 

them to enjoy a higher standard of living and are in positive 

correlation with the nonmarket activities not included in GDP. 

• Income inequalities are in one hand needed to stimulate 

growth, but can be harmful on the other: if they are too big they 

can cause political instability. The key is the opportunity of 

mobilization in the society. 

 



Doubts and criticism about growth 
• Economic growth is limited: we are running out of energy, 

resources and further growth will not be feasible. These fears 

proved to be baseless so far: with new technologies or changes  in 

consumption the problems were solved so far (for example oil 

price crisis). 

• Globalization and growth: both should be limited in order to 

reduce inequalities. They really increased the gap between 

countries but seem to reduced it between people. Economic 

growth is the only way out of poverty and globalization improves 

the standard of living.  

• Happiness and growth: money does not make you happy; but 

there are a lot of advantages of growth which people do not 

realize, but are happy about it: longer life expectancy, better health 

care, less pollution, etc. 



Doubts and criticism about growth 

(cont.) 
• Zero-sum game? Or good for everyone? Baumol claims 

the latter: it is also good for the richer countries if the less 

wealthier are developing (see by Marshall-plan); there can 

be problems of basing R&D abroad, but innovation is 

always a ”leaky process”. 

• Ageing societies and growth: on the one hand, growth is 

the cause because of better health care. On the other 

hand, governments can finance the costs of ageing society 

of the additional sources provided by growth. 

• Growth is also needed to motivate young people: 

growing countries can take advantage of the virtuous circle 

since the young can count on a better life assuming they 

work hard to achieve it. 



What drives economic growth? 



Theoretical explanations 
• Basically the aforementioned distinction between brute 

force and smart growth is valid. 

• The Solow-model goes far in explaining the effect of 

different inputs on growth. Meanwhile it considers 

innovation and technological change as exogenous 

variables, does not explain why innovation speed up or 

slows down in different countries (”Solow residual”). 

• Two trends in the researches on growth: those who 

are working on the base of the Solow-model, and those 

who underline the role of the institutions and the law 

(where Baumol et al say them belong). 
 



Empirical evidences 
• Problems: cannot be tested, unlike in physical sciences, 

economists cannot run controlled experiments, they are 

almost always looking backwards to develop policies for the 

future. Perfect policy cannot be described as it would 

assume the society and economy to operate in a same way 

or in a similar fashion, as in the past. 

• First researches (Madison, Matthews) found that standard 

of living measured in productivity converged over time 

between the richest and less-developed countries, so those 

that were legging behind grew faster, than the countries in 

the frontier. However it proved to be problematic to take 

1870 as basis year, as Japan and Europe received ample 

technical and financial aid after both World War from the 

USA to catch up with them.     



Empirical evidences (cont.) 
Analyzing the period after the II. World War, Baumol found a 

completely different trend: there has been a positive relationship 

between the initial level of productivity and the subsequent 

growth. Convergence could have been observed among the 

countries of each blocs, but not in general. General statements about 

further researches:  

• If the right model of economic growth can be indentified it 

will show that there is fundamental dynamic toward 

conditional convergence. It means that by controlling for the 

right variable one can show that countries with lower initial level of 

productivity grow faster than the richer countries. 

• Two groups can be identified: 1. those who believe growth is 

determined by external forces (climate, culture) that policy 

makers cannot influence 2. those who underline the role of 

endogenous factors, so growth can be accelerated by 

policies   



Empirical evidences (cont.) 

• There is a rough consensus about the importance 

of institutions. Still, debate is about how create 

them: 1. they evolve naturally 2. right ones can be 

manufactured or transplanted in a short period of time 

• Human capital is also important: a more educated 

workforce has a larger effective labor supply and 

more likely to innovate. Problem: reverse causation – 

may growth stimulates education and not the other 

way round 

• Foreign aid: does it enhance, has no affect of, or may 

even detract growth? 

 



The four faces of capitalism 
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The four faces of capitalism 

• An economy is said to be capitalistic when most or 

at least a substantial portion of means of 

production are in private hands. There is no 

perfectly capitalistic economy, for example, in the U. S. 

electricity is produced by municipal or federal 

government. The fundamental similarity is that they all 

respect private property. 

• There is no dominant type: economies can be and 

are different mixes of various types at different stages 

of their histories. Even some pre-capitalist economies 

can fit into one of the following archetypes. 



State-guided capitalism 
• These are capitalistic economies where 

governments and not private investors decide 

which industries or even which firms should grow. 

Market guide the prices, the state recognize and 

enforces the rights of property and contract, and 

private ownership remains in some small-scale 

activities. 

• Policy instruments: ownership in banks; tax breaks, 

exclusive licences or government contracts; tariffs 

against foreign competitors; guiding foreign investors, 

allowing them only into some chosen sectors. 

• These instruments should be distinguished from 

the basic goods and services (for example 

infrastructure) provided by the state, which do not 

seek to influence the competition.  



State-guided capitalism (cont.) 

• Advantages: faster catching-up with technological 

arrears – stimulation of FDI (cheaper workforce, best-

practice); ”reverse brain-drain” – encouraging 

students to go abroad and return; free-trade is the 

basic requirement of success. 

• Drawbacks and dangers: growth will slow down 

after reaching the leaders level; excess investment 

can sunk; when there is no more sample, it is hard to 

pick the appropriate winners; corruption; it is hard for 

governments to abandon interventions, if a supported 

industry is not efficient enough (not to lose face) 

• State-guided capitalism may operate well until the 

country catch up with the technological leaders, 

but then its drawback turn out quite fast.   



Oligarchic capitalism 
• Those capitalistic economies, where property rights 

protect those who have substantial property, but 

government policies are designed predominantly or 

exclusively to promote the interest of a narrow 

proportion of population or the ruling autocrat. Central 

objective is to enhance and maintain the economic power of 

the oligarchic few instead of the growth. 

• Inequality and sluggish growth: they can be related 

through inefficient allocation 

• Informality: it contributes to social wealth but could be lot 

more efficient were it formal. 

• Corruption: it reduces the resources of entrepreneurs and 

foreign and domestic investment as well. 

• Abundant natural resources: they can help cement the 

regim; as Friedman argued in NYT: the higher the price of oil, 

the less democracy   



Big-firm capitalism 
• Economies dominated by large firms, where the original 

founder of the company are no longer in power, ownership is 

widely dispersed among many shareholders (often including 

institutional investors), and therefore principal-agent problem 

arises. It is often accompanied by oligopolies. 

• Disadvantages: big firms operate business plans based on 

getting advantages of market position (rent-seeking); are less 

motivated in innovation; ask for help from government if they are 

not operating efficiently enough 

• Advantages: big firms able to mass-produce radical innovations 

cost-effectively. They stimulate the incremental, predictable and 

routine-like innovations as well. 

• Big firms can support constant growth, but at their worst, 

they can be reluctant to innovate, and resistant to change. 

 



Entrepreneurial capitalism 
• Capitalist system in which large number of actors 

in the economy have not only sufficient drive and 

incentive to innovate but also are able to 

commercialize radical breakthroughs, and raising 

the standard of living by doing so. 

• Innovative entrepreneurs can only be found in 

capitalist economies where the risk of doing 

something new can be handsomely rewarded. 

Individuals are more motivated in innovation as they 

can make more money of it, and they are their own 

boss (psychic rewards). 

• Large firms are better in incremental innovation, 

because of the complexity of the process and capital 

costs.  



Growth at the cutting edge 

28 



Growth at the cutting edge 

• Two ways of increasing wealth: getting a bigger 

portion of the pie or increasing the size of it. Before the 

industrial revolution, the former was typical, now the 

latter. 

• Miraculous change in incentive structure: 

appearance of new institutions that limited the benefits 

of wealth-grabbing, while offering greater reward for 

contributing to growth. 

• When a certain economy reaches a high level of 

technology it must be a mix of big-firm and 

entrepreneurial economy to stay on top. 

• There is no single recipe for growth, but four conditions 

are necessary to meet. 



Easy to start and grow a business 
• Low transaction costs of entering the formal business: 

the cost and time to fill required to fill out the necessary 

applications should be kept to a minimum, licensing 

requirements should be few, etc. These are also important 

aspects for foreign investors who take new technology to the 

country, besides their money. 

• Costs of abandoning a business should also be low: if 

bankruptcy protection is well-functioning, the risk is getting 

lower which stimulates entrepreneurship. 

• Easy access to finance: it assumes a mature financial 

system that enhance investments. Financial systems of 

entrepreneurial economies are more likely to finance new, 

risky firms as any other type’s.   



Reward for productive entrepreneurial 

activity 
• An entrepreneurial activity is productive if it aims to 

increase the size of the pie. Innovative and replicative 

entrepreneurs are the two types of it. These activities in 

case of being successful should be rewarded by the 

society. 

• The rule of law, property and contract must be ensured 

and enforced with coercive power. 

• Taxation is needed as found to provide public goods 

and services, but onerous taxation must be avoided. 

Governments should levy taxes on consumption rather 

than income, as it increases the savings. 



Reward for productive entrepreneurial 

activity (cont.) 
• Governments should reward new ideas, for example by 

giving temporal monopoly for the innovator. The 

innovation will anyway spread in the economy.  

• Governments should support R&D. It is important to be 

world’s first, but innovation will ”leak” anyway, as 

growth is not a zero-sum game. 

• Rewarding imitation in less-developed countries: by 

stimulating FDI-investments, supporting students to 

study abroad, importing goods or taking technology. 



Disincentives for unproductive activity 

• Activities, legal or not, that aim to get a bigger 

portion of the pie instead of trying to increase 

its size. 

• When such activities are allowed, the pie 

does not rest unchanged, but diminishes in 

size. 

• There are no magic recipes for minimizing 

unproductive activities other than making 

them effectively illegal. Otherwise, the society 

soon will be a disconnected set of individuals, 

a Hobbesian state of nature.  



Keeping the winners on their toes 
• Once entrepreneurs succeed it is vital that they be induced 

innovating rather than turning to rent-seeking to protect 

themselves of competitors.  

• Antitrust laws: competitive actors cannot control the prices; 

mergers that would unduly concentrate certain markets must 

be prohibited; large firms should not be allowed to use their 

power to cement their position; the authors think these are 

not sufficient devices, as they take to much time: innovation 

is a more dangerous challenge for the monopolies. 

• Welcoming trade and investment: a competitive environment 

provided by free-trade means new challenges for dominant 

companies; for example the American auto industry after 

World War II.   



Other factors 
• Culture determines everything? Then policy makers can do 

nothing. But history does not prove this: the last 20 years of China, 

India or Ireland; and successful immigrants – institutional 

environment matters. 

• Education: necessary but not sufficient requirement (importance 

of institutions again, see the Soviet Union for example); it is 

doubted whether to support elite (India) or mass (China) 

education. One is certain: education is likely to be more critical for 

economic success in the future.  

• Macroeconomic-stability: good macroeconomic policies (non-

inflatory monetary policy, exchange rate flexibility, small deficits) 

still cannot assure economies will grow at maximum rate in the 

long-run. 

• Democracy is good  for growth, but it is not proven that it is 

necessary also (see China). But growth stimulates democracy, as 

it makes the middle-class wealthier. 



Conclusion 

• The four basic requirements of economic growth 

are the following: easy to start and grow a business, 

reward productive entrepreneurial activity, 

disincentives for unproductive activities, keeping the 

winners on their toes. 

• Other factors can also have their importance, but 

those are not all necessary. What is more, democracy 

and culture can be influenced by the operation of the 

former four factors. 

• Some of these elements can also be found in state-

guided capitalism: authors believe that these 

economies will transition toward a blend of 

entrepreneurial and big-firm capitalism as the 

opportunities for imitation will bee exhausted. 



Unleashing entrepreneurship in less-

developed economies 
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Introduction 

• It is recommended for every economies 

regardless of level of technological 

development to encourage entrepreneurs 

either innovative or replicative ones. 

• Successful state-guided economies can 

not be expected suddenly to transform into 

entrepreneurial economies. Meanwhile, 

incremental changes can be expected. 

• Transition is the hardest in oligarchic 

economies as it would require the leaders 

commitment.  



Introduction (cont.) 

• The role of foreign aid is doubted: where it 

does work it is only effective on short-run. 

Basically, countries need to grow their own. 

• Micro-credit-institutions are important at the 

start of a business but cannot be major 

engines of sustainable economic growth as 

those companies are too small to achieve that. 

• A country is poor or less-developed, when 

the per capita income is below the level of the 

same figure of the richer countries. 
 



The many path to economic 

development 

• European and North-American economies 

were evolving naturally until the World War II. 

In the ideologically divided world the evolution 

of the economies of the two blocs became 

also separated. 

• The capitalistic economies fall in four broad 

categories: state-guided (Asian Tigers), 

oligarchic economies (Latin America), 

entrepreneurial capitalism (USA), and big-firm 

capitalism (Japan) 



The many path to economic 

development (cont.) 
• It is tempting to argue, especially seeing the Tigers success, that 

the state-guided model is the best for less-developed countries. 

However it is not proved that those efforts of governments aiming 

to choose the winners contribute to growth. 

• State control rather sets back, unexpected events or the 

entrepreneurs can stimulate growth in different ways (China, 

Taiwan). 

• Meanwhile, state has its importance in attraction of FDI or ensuring 

the institutional environment. 

• Encouraging entrepreneurship is the best strategy even for the 

less-developed countries. Sooner or later it will be the basic 

requirement in every country.  

• After all entrepreneurship will need to be unleashed even in the 

most successful state-guide economies. 



Moving away from state-guidance – 

elements of reform 
• Lowering the barriers to business formulation: 

Eliminate the involvement of courts in business 

registration, which should be standardized, easy and 

for a modest fee. 

• Formalizing legal systems: independent and non-

bribable courts, stable legal institutions; these are 

important factors for foreign investors as well. 

• Easy access to capital: state-owned banks should 

go private; new, maybe even foreign financial 

institutions should be welcomed. 

• Education: both universal and elite model can be 

successful, but income inequalities are higher by the 

latter.  



The pace of change 

• Shock-therapy? Problems occurred in Eastern-

Europe and Russia: political implementation, 

privatization lead to oligarchy. 

• Incremental change can be better: the notion is to 

encourage entrepreneurship while not necessarily 

dismantling the part of economy that is dependent on 

state-guidance. 

• First of all, motivation is needed: legging behind 

competitors or economic crisis. 

• It increases the possibility of success by the first 

steps if they do not hurt many interest, see by China. 



Transition away from oligarchy  

• It is more difficult as oligarchies are not 

interested in change, so foreign pressure or 

domestic revolution is needed, similar to the 

transition in Eastern Europe. 

• Recent transitions (Brazil, Venezuela) proved 

that transition away from oligarchy, even if 

democracy prevail does not necessary mean 

growth-aiming economic policies, maybe they 

only change the ruling elite. 



Transition away from oligarchy  (cont.) 

• It often entail a detour toward state-

guidance: the entrepreneurial attitude, the 

understanding of the rules of free markets do 

not occur immediately. 

• Richer countries have limited tools for 

pressure: it is really rare that UN uses 

coercive force. They rather bound a given aid 

to conditions. Another tool can be to help 

students from those countries to study abroad.  



Aid, savings, investments and 

economic growth 
• It is doubted if aid really stimulates growth: Sachs: by 

supporting education, health care, or infrastructure it 

does; however, if government misuse it, it can push up 

the country’s exchange rate, and thereby makes its 

exports less competitive on the world markets. 

• It can not be the engine of sustainable economic growth: 

it is only effective when it is given to growth-orientated 

economy (which is rare to happen); the best is to deliver it 

directly for the intended beneficiaries, leaving 

governments out. 

• On the short-run they can be useful against problems 

originating in low levels of investment and savings, but on 

the long-run, economies need to growth on their own, 

relying on entrepreneurship.    



Micro-credits and conclusion 

• Founding is credited to Yunus, who established Graeman 

Bank (1976) in India, mainly for groups of women, joint 

liability, small amounts of loans; they operating with state 

support, but prospects are limited. 

• The hope is that micro-lenders will induce more 

conventional ones to participate in the market. 

• These loans support basically the replicative 

entrepreneurs. For further growth, they need to transform 

to innovative entrepreneurs or larger firms because of 

economies of scale. 

• Micro-lending can be the first step out of poverty but can 

not be a solution on the long-run.  



The big-firm wealthy economies 
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Introduction 

• Constant fears: Japan, Western Europe or the 

Asian Tigers will eventually outrun the USA. 

These fears all proved to be baseless. Big-firm 

economies also need to change in order to 

accelerate growth. 

• Transformation toward entrepreneurial 

capitalism is needed: as a radical change is 

not likely to receive voters admiration, it 

should be incremental. 

• Accelerating growth is needed because of the 

ageing societies.   



Transition toward big-firm capitalism 

• Europe and Japan both drifted too far from entrepreneurial origins: 

governments support larger firms.  

• Reasons can be: 

– Involvences of organized labor in corporate governance 

– There is no public outcry against big-firm dominance (unlike in the 

U.S.) – antitrust laws came later (partly because of World War II) 

– Financial institutions also support big firms, banks are often 

shareholders 

– Governments thought after the World War II that it is the only way 

to stay competitive against American companies: but it lead to 

replicative entrepreneurship. 



Eurosclerosis and Japanese stagnation 

• Europe: high unemployment; expectations raised 

because of the adoption of euro and the integration 

but they failed to reach the level of the USA. 

• Japan: growth slowed down after the collapse of the 

stock market, government’s fiscal policy caused high 

debt but was inefficient, as people still increased their 

saving and companies did not invest. In both case, 

structural problems can be found. 

• Taxes and high social welfare spending: it is hard 

to prove that the high taxes in welfare states pull back 

entrepreneurs: it can stimulate entrepreneurship as it 

provides safety (health care for example).  



Eurosclerosis and Japanese stagnation 

(cont.) 
• Culture: after the World War II people both in Japan 

and Europe seek for safety, they were highly risk-

averse. Social reputation of entrepreneurs who got 

rich fast is really low because of the small income 

inequalities. Policies underpinning culture, as access 

to finance is not easy, and other transaction costs 

(registration) are also high. 

• In Japan, as imitation and incremental development 

slowed down, problems of the financial institutions 

turned out quickly, especially excessive investments. 

In Europe, national champions (firms) are not 

stimulated for further growth, it is hard to hire and fire 

workforce, the economy is not flexible enough. 



The European post-war miracle – can it 

happen again? 

• Policy makers are in aware of the problems but 

the proposed reforms are not radical enough 

(Lisbon treaty and Kozumi’s reforms).  

• However, radical reforms are not supported by 

societies: French and German people voted 

against them (in case of the treaty and Angela 

Merkel). Most of the voters are employees who 

appreciate safety and do not intend to make 

the economy more flexible. 
 

 



The European post-war miracle – can it 

happen again? (cont.) 
• Where reforms were successfully 

implemented (Ireland, England) it was 

because of the worse state of economy, 

therefore voters supported change. Japan, 

Germany or France are not in such a bad 

situation.    

• Meanwhile, incremental changes can be 

expected which can be the base of 

sustainable economic growth. 

 



Toward innovative entrepreneurship – 

on the margin 
• In order to accelerate economic growth, 

governments should support innovative 

entrepreneurs instead of replicative ones. 

• The Green Paper of the EU points out the 

appropriate elements: education of 

entrepreneurship, easier access to finance, 

the importance of risk-financing. 



Toward innovative entrepreneurship – 

on the margin (cont.) 

• Easier to hire and fire workforce: high 

transaction costs can reduce growth. It is 

especially important in Japan, where people 

tend to work in life-long jobs. 

• Authors believe that culture is not wholly 

determinant: reforms can and should be 

implemented. It is possible to ease voters 

anxiety for example by wage insurance. 

• Education of entrepreneurship should get a 

higher importance. 

 



Conclusion 

• There are two requirements of acceleration of 

growth in big-firm economies: first the 

elimination of obstacles to the entry of new 

firms created by innovative entrepreneurs, and 

creation of incentives for big-firms to engage 

energetically in innovative activity. 

• It is not known if these proposals are feasible. 

However, even if the efforts of realization fails, 

more aggressive reforms can still be 

implemented.  



Conclusion (cont.) 

• Authors believe that culture can be changed: 

but there was no such shock in 2007 that could 

have provoked such a change. 

• First we should attract the youngs for reforms: 

his situation improves the most, and they can 

calm their parents down that reforms are not 

against them.  

 



The care and maintenance of 

entrepreneurial capitalism 



Introduction 

• The USA as a leader: why it is sustainable 

and what dangers threaten that? 

• Danger of becoming a big-firm economy: 

entrepreneurship still need to be encouraged, 

and prevent unproductive activities. 

• USA in focus: authors know it best, most of 

the readers are American and it can be useful 

for others as well. 



The productivity miracle, so far 
• Labor productivity by definition measures output generated 

per unit labor input, typically per hour. It is the most important 

economic indicator. The (increase of) productivity shows the 

average (increase of the) standard of living. It is hard to define all 

the causes of growth, but innovation is certainly the most 

important one. 

• The differences in terms of the long-run earnings has 

enormous importance for future generations. Fluctuations 

according to historical evidences do not last long. Their affect 

depends on the nature of the next big breakthrough: some 

innovations (as Internet) provide huge social benefits, some do 

not (biotech). 

• Because of the ageing societies it is vital to sustain growth, 

which has three requirements: adequate incentives for 

productive entrepreneurship, disincentive for unproductive ones, 

and continued rivalry among and innovation by large firms to be 

ensured.   



Incentives for productive 

entrepreneurship 
• Removing impediments to the launch of productive 

enterprise: registration became easier via Internet; 

small firms sell their innovation to bigger ones instead 

of going public and commercialize it. 

• Taxation policy: besides the easier taxation it is 

important to provide the sufficient founds for 

government expenditures therefore tax raise is 

needed. In principal, consumption should be taxed as 

it stimulates savings and investments. Drawbacks: it 

can be inequitable and could make the resources 

needed for production more expensive. 
 



• Financial report requirements: Sarbannes-

Oxley Act means additional costs of going 

public; reports should emphasize the risks 

more, let shareholders decide which ”level of 

404” they want 

• Legal protection of intellectual property: it 

can stimulate but also hold back 

entrepreneurs. Their aim is to protect the 

innovator but meanwhile to spread it in the 

society. Uncertainty around getting patents 

should be eliminated.  

 

Incentives for productive 

entrepreneurship (cont.) 



Discouraging unproductive 

entrepreneurship 
• Lobby groups are interested in increasing their 

portion of the pie. 

• Misuse of antitrust laws: losers of the competition 

can use them against winners; litigation to be paid by 

the loser of the case; the benefit of the plaintiff should 

be reduced. 

• Reining in other, unmeritorious litigation: class 

action lawsuit is threatening as lawyers are paid after 

cases so they have incentives to create them; chance 

of blackmailing; evidences should be presented before 

considering it as a class action suit. 
 



Keeping winners on their toes 
• Antimonopoly rules and cooperative innovative 

activity: latter can reduce the costs of R&D, the risks of 

investment. 

• Open borders to enhance competitive pressure: 

constant fear of cheap workforce (outsourcing), but 

historical evidences show that even so, by faster 

innovation, standard of living is increasing in the USA. 

Competition is good for consumers. Skilled workforce is still 

an advantage in getting a job. Development opens new 

markets, and innovation is spreading (JIT, Japan). 

• Facilitate transfer of foreign technology: every country 

needs that. It is made by entrepreneurs but government 

must help: costs of getting the information is high but the 

spreading is really cheap. Monitoring institutions should be 

founded for that purpose.  



Keeping the winners on their toes 

(cont.) 
• Encouraging innovation through the corporate 

income tax system: in order to enhance long-run 

consideration, stock options should be exercised after 

5 years. 

• Encouraging the commercialization of the 

university-based research: standard process for 

giving out patterns, common offices to solve problems 

with economies of scale, the main objective should be 

the maximum realized innovation instead of profit-

maximization, in some fields make the innovations 

available for everyone. 



Concluding thoughts 

• The political economy of growth: political implementation could 

be problematic by the proposals. Policies rather react to 

unexpected situations, crisis rather than in preventive actions. 

Explanation can be that society see the growth rather as a cyclical 

phenomenon and not as structural problem. 

• Why accept the analysis? Because the case of India, China or 

Ireland is useful for others as well. General recipe cannot be 

prescribed because of different cultural traditions and historical 

background, but a list of ingredient can. Two conclusions can be 

underlined: incentives matters – countries stimulating productive 

activities grow faster than those are not. Second, entrepreneurs 

play a central role in growth. It is vital, to let them commercialize 

their innovation, and to stimulate them to doing so, because they 

are the engines of a sustainable growth.  


