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Foreword to 2018 Edition

Rediscovering Public Wealth Creation

I wrote The Entrepreneurial State in 2013, to combat the view that in order to restore growth after the 2008 financial crisis, all that was needed was to reduce deficits by cutting public spending. Besides reminding readers that the financial crisis was caused by private debt, not public debt, I argued that it was futile for countries to think they can ‘cut’ their way to growth, given that a key driver of economic growth has been public investment in areas like education, research and technological change. It is the quality not the quantity of debt that matters as the quality can affect long-run growth opportunities. A greater understanding is thus needed about the dynamic of the public investments that led to the Internet, to advances in health innovation, and to those that are today spearheading the green revolution. In all these examples, public funds provided the patience and the long-term strategy, that later made the more risk-averse private sector willing to invest. The problem here, however, is not public vs private, but how to reframe the debate about the state’s role in the economy away from ideology, and towards practical thinking that can steer economies in ways that addresses societal and technological challenges ahead.

I am thrilled that Penguin is bringing out this new edition, as the argument is more relevant now than ever, for two reasons.

First, at the turn of 2018, a decades-old debate among economists is hotting up again: does austerity help or hurt economic growth? Broadly speaking, the debaters fall into two camps: conservatives who call for limited public spending, and thus a smaller state; and progressives who argue for greater investment in public goods and services such as infrastructure, education, and healthcare.

Of course, reality is more complex than this simple demarcation implies, and even orthodox institutions such as the International Monetary Fund have come around to the view that austerity can be self-defeating. As John Maynard Keynes argued back in the 1930s, if governments cut spending during a downturn, a short-lived recession can become a full-fledged depression. That is exactly what happened during Europe’s period of austerity after the 2008 financial crisis.

Second, in this intellectual climate it has become much easier for politicians to call for public-sector downsizing than to defend public-sector risk taking. And, in the process, they attack not simply the size of public-sector budgets, but the sector’s organizational structure. Not surprisingly, US President Donald Trump has targeted the US Advanced Research Projects Agency-Energy (ARPA-E is the Department of Energy’s key innovation agency, and the sister organization of the Defense Advanced Research Projects Agency—DARPA—in the Department of Defense), while congressional Republicans routinely threaten the public broadcaster PBS. In the UK, the BBC’s prestige has not insulated it from years of fierce attacks.

The attack on public organizations, not just public budgets, means that the progressive agenda cannot be just about increasing public spending. It must also be about safeguarding the structures and organizations that, when dismantled, can take decades to reconstruct. While budgets come and go, organizations don’t. They take time to build and to take on the nature of the movements that created them—whether green movements, or movements for transparency and objective broadcasting.

As argued in the book, the spiritual fathers of creative thinking in the public sector include Keynes and Polanyi. Keynes called on policymakers to think not just about counter-cyclical spending, but also to think big. ‘The important thing for Government is not to do things which individuals are doing already,’ he wrote in his 1926 book The End of Laissez-Faire, ‘but to do those things which at present are not done at all.’ In other words, governments should not just ‘dig ditches’ on shovel-ready projects, but think strategically about how investments can help shape citizens’ long-term prospects.

The economic historian Karl Polanyi went even further in his classic book The Great Transformation, in which he argued that ‘free markets’ themselves are products of state intervention. In other words, markets are not freestanding realms in which states can intervene for good or ill; rather, they are outcomes of public—as well as private—action.

Businesses that make investment decisions and anticipate the emergence of new markets understand the need to think out of the box. Top managers, many of whom see themselves as ‘wealth creators,’ take courses in decision sciences, strategic management, and organizational behaviour. They are encouraged to take risks, and to fight against inertia.

But if value is created collectively, then those who pursue a career in the public sector should also be taught how to think outside the box, and how to be entrepreneurial. But they aren’t. Instead, public policymakers and civil servants have come to regard themselves not as wealth or market creators, but at best as mere market fixers, and at worst as impediments to wealth creation.

This difference in self-conception is partly the result of mainstream economic theory, which holds that governments should intervene only in cases of ‘market failure.’ The state’s role is to establish and enforce the rules of the game: level the playing field; fund public goods such as infrastructure, defense, and basic research; and devise mechanisms to mitigate negative externalities such as pollution.

When states intervene in ways that exceed their mandate to correct market failures, they are often accused of creating market distortions, such as ‘picking winners’ or ‘crowding out’ the private sector. Moreover, the emergence of ‘new public management’ theory, which grew out of ‘public choice’ theory in the 1980s, led civil servants to believe that they should take up as little space as possible, fearing that government failures may be even worse than market failures, and hence abide by a culture of restraint.

This thinking has caused many governments to adopt accounting mechanisms from the private sector, such as cost-benefit analysis, or have outsourced functions to the private sector altogether, all in the name of achieving ‘efficiency’. Not only has outsourcing and privatization often not led to greater quality or efficiency,fn1 but these trends have undermined confidence in public institutions, and have left them ill equipped to work with businesses to confront twenty-first-century challenges such as climate change and health-care provision for an aging population.

It was not always like this. In the postwar period, two US government agencies, NASA and DARPA, created what would later become the Internet. Both agencies, founded in the 1950s, were given ample funding and clear goals. Their mission-oriented approachfn2 allowed them to attract top talent, and their staff were told to think big and take risks. Similarly, ARPA-E, set up in 2009, has been responsible for significant innovations in the field of renewable energy, particularly in battery storage; and the National Institutes of Health (NIH) has funded for decades the development of many blockbuster drugs. In the UK, the BBC’s ambitious learning program in the 1980s—aiming to get kids to code—led to its investment in the Micro computer, with procurement of its parts allowing companies like ARM to scale up and become national powerhouses. These experiences contain lessons on using policy for experimentation and learning.

Today, the opposite is happening. This rich history is forgotten and mission-oriented public institutions are being weakened. NASA has increasingly to justify its existence in terms of immediate economic value, rather than the pursuit of bold missions. The BBC is evaluated according to increasingly narrow metricsfn3 which are able to justify investments in high quality news and documentaries but unable to measure the ambition and success underlying the BBC’s key success: public value creation independent of the format.

Public value cannot be about simply correcting problems around public goods by redistributing existing wealth. Public value can and must become more of an objective in itself, and a permission to co-create value in different spaces with new forms of collaborations focused on problem solving. When mission-driven public-sector actors collaborate to tackle large-scale problems, they co-create new markets affecting both the rate of growth and its direction.

But co-creating value and directing growth require experimentation, exploration, and trial and error. Yet the misguided ‘fixing’ framework has made civil servants feel like back-seat players; hence, they have become too risk-averse, fearing that a failed project might become front-page news. And when successes do happen they are interpreted as private successes. While market fundamentalists heaped criticism on the US government for funding the solar startup Solyndra, which eventually failed, they never mention the fact that the Tesla S, now a major success, received roughly the same amount of public support.

In 2018, the debate about growth should be more about its direction—and the underlying organizational capacity needed to welcome the risk-taking and experimentation needed by all organizations involved. Through this change of mindset, the progressive agenda can be re-awakened: it can and should make all actors feel like they are in the driving seat, thereby minimizing the ability of a more narrow group of self-acclaimed wealth creators to simply extract value, and to create a more dynamic conversation within civil society on which missions might be the best to bet on together.



Foreword to the 2023 Edition

Empowering the State to Direct Growth

When I wrote The Entrepreneurial State in 2013, it was in response to the austerity measures adopted in the aftermath of the 2008 financial crisis. The case the book makes for governments to invest—rather than cut—their way to growth has since become a more widely accepted wisdom. And yet a deep-rooted reluctance to embrace the role of the state in directing growth and shaping markets prevails.

The argument in The Entrepreneurial State is more relevant now than ever. We are seeing a renaissance of industrial strategy. Countries have invested heavily in economic recovery measures in response to the COVID-19 pandemic, and a new industrial strategy race is on. The United States government is investing over $2 trillion in a ‘modern American industrial strategy’ (the White House 2021) and the European Union has retaliated with an investment of close to €2 trillion in their own package of economic reforms (European Commission 2020). Countries around the world—among those that have the fiscal space to do so—from Japan (Ministry of Foreign Affairs of Japan 2022) to Latin America (CEPAL 2023), are pursuing similar strategies. While these investments are at least partially in response to the pandemic and climate crisis, and often framed by the language of ‘building back better’, they have so far fallen short of embracing the role of the state in directing growth, catalyzing innovation and crowding in investment that is designed ex-ante to be inclusive and sustainable. Instead, they are reverting to old forms of industrial strategy that focus on promoting individual sectors and technologies. Fostering resilient economies—and breaking out of a cycle of crises—requires a different understanding of the state.

First, it requires setting a clear direction. States have an opportunity, now, to orient these industrial strategy investments around bold goals—like the Sustainable Development Goals (SDGs)—to shape markets that benefit people and the planet. Eight years after I wrote The Entrepreneurial State, in 2021, I wrote Mission Economy: A Moonshot Guide to Changing Capitalism. This book explores the role of the state in catalyzing and coordinating cross-ministerial and cross-sectoral collaboration to tackle what I call moonshot goals, and the changes needed to policy instruments, such as public procurement, patient finance and evaluation tools, to make this happen. President Biden’s chief economic adviser, Brian Deese (2022), compared the scale of ambition behind the Biden administration’s industrial strategy to that of the Apollo space programme. But this ambition will only be realized with a clear direction. And unless this direction is aligned with sustainability, health and inclusion goals, a thriving, resilient economy will remain elusive. These goals must dictate how our economies are designed.

Second, states must bring a similar level of ambition and creativity to how they design the interface—the social contract—between the government, business and labour (Mazzucato, 2018). As The Entrepreneurial State makes clear, states have made bold investments that have led to breakthroughs with massive economic spillovers. These have ranged from investments by NASA and DARPA in what later became the Internet, to investments along the innovation continuum—all the way from funding for early-stage research to support for manufacturing and advance market commitments—leading to COVID-19 vaccines. The widely accepted view that innovation is the remit of the private sector, while governments should at best fix market failures, ignores this history. Innovation results from the public and private sectors working together, and states have a responsibility to maximize the public value of these collaborations. This can be reflected in the conditions placed on private access to public funds—including grants, loans, procurement deals and tax incentives (Mazzucato, 2018). Conditions can, for example, be designed to ensure affordable and equitable access to products and services (a condition that was tragically lacking in public-private deals related to COVID-19 vaccine development), to share intellectual property rights or profit (allowing states to take a portfolio approach to investments, knowing that some will succeed and some fail), to align with critical priorities like carbon emissions reduction and fair labour practices, and to require companies to re-invest profits in productive activities such as research and development and retraining workers rather than share buybacks. The United States Chips and Science Act has embedded some of this thinking in its ‘guardrail’ provisions, but it is not yet evident how firm these guardrails will be.

Third, it requires effective engagement of citizens to ensure that how innovation and growth are fostered and what they result in reflect the needs of the people they are for—and are seen by them to do so. The SDGs point to 17 of the world’s greatest challenges and reflect the input of stakeholders from around the world. These challenges are political as well as technological and therefore more challenging than landing a man on the moon and bringing him back. To succeed in tackling these challenges, a participatory approach that engages civil society as well as business is vital (Mazzucato, 2021). The direction set by the state must resonate with citizens, and they must be engaged in solutions development, as contributors to bottom-up experimentation and to ensure solutions are widely adopted and benefit from public support. As we saw during the COVID-19 pandemic, with uneven uptake of vaccines and other health measures, this is no easy task.

This more ambitious understanding of the role of the state requires dynamic public sector capabilities, tools and institutions. It requires investing in state capacity, rather than downsizing and dismantling critical structures and organizations through austerity measures. In my most recent book, The Big Con: How the Consulting Industry Weakens Our Businesses, Infantilizes Our Governments and Warps Our Economies (2023), I examined, with my co-author Rosie Collington, how government overreliance on the big consulting firms has undermined the ability of governments to confidently and ambitiously direct and shape markets. Skepticism about the potential of the state to fill these roles is a self-fulfilling prophesy: When critical functions of government are outsourced, government agencies do not develop the internal skills and knowledge needed to navigate massive challenges like a pandemic or the climate crisis. Yet governments are not just outsourcing specific technical tasks; they are abnegating responsibility for designing solutions and steering complex collaborations by bringing in consultants to lead on everything from test and trace programs to climate strategies. This trend is hollowing out the government capacity and capabilities needed to invest with a long-term lens, to design institutions—like innovation agencies—and tools—like procurement—that will give rise to new markets, to collaborate effectively with businesses and civil society, and to succeed in realizing economies that are resilient, sustainable and inclusive.

I founded the Institute for Innovation and Public Purpose at University College London just over five years ago, in 2017, to help counteract this trend: to reimagine the role of the state in shaping markets, undergirded by new economic thinking, and to help states translate this new thinking into practice—to build back their entrepreneurial capacity.

The Entrepreneurial State is not about big or small government; rather, it is about smart government that understands its role as one of shaping markets and directing growth to maximize public value.
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As a matter of fact, capitalist economy is not and cannot be stationary. Nor is it merely expanding in a steady manner. It is incessantly being revolutionized from within by new enterprise, i.e., by the intrusion of new commodities or new methods of production or new commercial opportunities into the industrial structure as it exists at any moment.

JOSEPH SCHUMPETER (1942 [2003], 13)

Businessmen have a different set of delusions from politicians, and need, therefore, different handling. They are, however, much milder than politicians, at the same time allured and terrified by the glare of publicity, easily persuaded to be ‘patriots’, perplexed, bemused, indeed terrified, yet only too anxious to take a cheerful view, vain perhaps but very unsure of themselves, pathetically responsive to a kind word. You could do anything you liked with them, if you would treat them (even the big ones), not as wolves or tigers, but as domestic animals by nature, even though they have been badly brought up and not trained as you would wish. It is a mistake to think that they are more immoral than politicians. If you work them into the surly, obstinate, terrified mood, of which domestic animals, wrongly handled, are so capable, the nation’s burdens will not get carried to market; and in the end public opinion will veer their way.

JOHN MAYNARD KEYNES (1938, 607; EMPHASIS ADDED)

It is a popular error that bureaucracy is less flexible than private enterprise. It may be so in detail, but when large scale adaptations have to be made, central control is far more flexible. It may take two months to get an answer to a letter from a government department, but it takes twenty years for an industry under private enterprise to readjust itself to a fall in demand.

JOAN ROBINSON (1978, 27)

Where were you guys [venture capitalists] in the ’50s and ’60s when all the funding had to be done in the basic science? Most of the discoveries that have fuelled [the industry] were created back then.

PAUL BERG, 1980 NOBEL PRIZE IN CHEMISTRY WINNER
(QUOTED IN HENDERSON AND SCHRAGE, 1984)



Introduction

Thinking Big Again

Across the globe, countries, including in the developing world, look to emulate the success of the US economy. In doing so, they look at the power of ‘market-driven’ mechanisms, versus what might seem like old-style, State-driven mechanisms in places like Europe or the ex–Soviet Union. But the United States is not what it seems. The preacher of the small State, free-market doctrine has for decades been directing large public investment programs in technology and innovation that underlie its past and current economic success. From the Internet to biotech and even shale gas, the US State has been the key driver of innovation-led growth—willing to invest in the most uncertain phase of the innovation cycle and let business hop on for the easier ride down the way. If the rest of the world wants to emulate the US model they should do as the United States actually did, not as it says it did: more State not less. A key part of this lesson should be to learn how to organize, direct and evaluate State investments, so that they can be strategic, flexible and mission-oriented. Only in this way will top minds find it an ‘honor’ to work for the State.

This is something that needs to be understood not only by the rest of the world, but in the United States itself, where the dominant political narrative is endangering funding for future innovation and economic growth. In 2013, US government spending for basic research fell below what it was a decade earlier—and will most likely continue to fall due to congressional gridlock over the public budget.

Rather than static discussions over the size of the deficit, there must be more debate about its actual composition; how to invest strategically in key areas, such as research and development (R&D), education and human capital formation, that will increase gross domestic product (GDP) in the future (bringing the debt/GDP ratio down as a consequence); and how to engage in a debate about the direction of change so that such investments will lead to growth that is not only ‘smarter’ (innovation-led) but also more ‘inclusive’ and ‘sustainable’.

These issues are urgent with the upcoming 2016 US presidential election, which could, if properly informed, change the parameters of the current static debate. The United States desperately needs politicians with the courage to swim against the tide of popular rhetoric and outline a bolder vision for the State’s dynamic role in fostering the economic growth of the future. In emerging economies such as China, the public sector is indeed investing billions in new green technologies with the expectation that these industries will be the engines of future growth. The United States could take inspiration from its own history. In 1961 an American president set out a bold, ambitious and risky vision to send a man to the moon. Who will have the courage to set out a new vision for America today?

Addressing today’s societal challenges, for example, those around climate change, require a vision, a mission and, most of all, confidence about what the State’s role in the economy is. As eloquently argued by Keynes in The End of Laissez Faire (1926, 46), ‘The important thing for Government is not to do things which individuals are doing already, and to do them a little better or a little worse; but to do those things which at present are not done at all’. This, however, requires the public sector to have vision and confidence—increasingly missing today. Why?

A DISCURSIVE BATTLE

What is the role of the public sector in economic growth? After the financial crisis, with public budgets bloated, mainly due to their role in ‘saving’ the private sector, across the globe we are hearing that in order for nations to be competitive, innovative and dynamic, we must have more market and less State. At best, we are told, governments merely facilitate the economic dynamism of the private sector; at worst, their lumbering, heavy-handed, and bureaucratic institutions actively inhibit it. The fast-moving, risk-loving and pioneering private sector, by contrast, is what really drives the type of innovation that creates economic growth.

According to this view, the secret behind an engine of innovation like Silicon Valley lies in its entrepreneurs and venture capitalists. The State can intervene in the economy—but only to fix ‘market failures’ or level the playing field. It can regulate the private sector in order to account for the external costs companies may impose on the public (such as pollution), and it can invest in public goods such as basic scientific research or the development of drugs with little market potential. To some on the political right even fixing market failures would be a sin, because such attempts would lead to a worse outcome in the form of ‘government failures’.

What all these views have in common is the assumption that the State should stick to fixing markets, not directly trying to create and shape them. A 2012 Economist article on the future of manufacturing encapsulated this common conception. ‘Governments have always been lousy at picking winners, and they are likely to become more so, as legions of entrepreneurs and tinkerers swap designs online, turn them into products at home and market them globally from a garage’, the article stated. ‘As the revolution rages, governments should stick to the basics: better schools for a skilled workforce, clear rules and a level playing field for enterprises of all kinds. Leave the rest to the revolutionaries’.

This book is committed to dismantling this false image, which underpins a global trend—promoted by conservative economists, politicians and the media—of bashing and diminishing the importance of the State. It focuses on what Tony Judt called a ‘discursive battle’: how we talk about the State matters. Depicting private business as the innovative force, while the State is cast as the inertial one—necessary for the ‘basics’, but too large and heavy to be the dynamic engine—is a description that can become a self-fulfilling prophecy. If we continue to depict the State as only a facilitator and administrator, and tell it to stop dreaming, in the end that is what we get, and ironically it also then becomes easier to criticize it for being lame and inefficient.

The book argues that the fabricated image of a lazy State and a dynamic private sector is one that has allowed some agents in the economy to describe themselves as the ‘wealth creators’, and in doing so, extract an enormous amount of value from the economy—in the name of ‘innovation’. Indeed, the biggest fall in capital gains tax in US history happened at the end of the 1970s when the National Venture Capital Association managed to succeed in their lobbying for a 50 per cent fall (from 40 to 20 per cent) in just five years (Lazonick and Mazzucato, 2013). All on the back of a narrative of the venture capitalists being the true entrepreneurs and risk takers—a story we will see is far from the truth.

This biased story line, describing some actors in the economy as the true ‘innovators’, wealth creators and risk takers, and the others—including the State—as wealth extractors or just distributors, is hurting the possibility of building dynamic and interesting public-private partnerships today. To put it bluntly, this fabricated story hurts innovation and increases inequality. And the problem goes beyond innovation. The story has been used to downsize the State through an increased number of public activities being outsourced to the more ‘dynamic and efficient’ private sector, chopping away at the very brains of the State—with fewer and fewer resources aimed at building its own internal competencies and capabilities—and reducing what was once a wholesome notion of public ‘value’ as something to aspire to into a narrow notion of ‘public good’ used only to delineate the narrow areas that merit some government intervention (e.g. infrastructure, etc.).

THINKING BIG

This conventional view of a boring, lethargic State versus a dynamic private sector is as wrong as it is widespread. The book concentrates on telling a very different story: in countries that owe their growth to innovation—and in regions within those countries, like Silicon Valley—the State has historically served not just as an administrator and regulator of the wealth creation process, but a key actor in it, and often a more daring one, willing to take the risks that businesses won’t. This has been true not only in the narrow areas that economists call ‘public goods’ (like funding of basic research) but across the entire innovation chain, from basic research to applied research, commercialization and early-stage financing of companies themselves. Such investments (yes governments invest, not only ‘spend’) have proved transformative, creating entirely new markets and sectors, including the Internet, nanotechnology, biotechnology and clean energy. In other words, the State has been key to creating and shaping markets not only ‘fixing’ them. Indeed, as is described in one of the longest chapters of the book (Chapter 5), every technology that makes the iPhone smart and not stupid owes its funding to both basic and applied research funded by the State. This of course does not mean that Steve Jobs and his team were not crucial to Apple’s success, but that ignoring the ‘public’ side of that story will prevent future Apples from being born.

Transformational public investments were often fruits of ‘mission-oriented’ policies, aimed at thinking big: going to the moon or fighting climate change. Getting governments to think big again about innovation is not just about throwing more taxpayer money at more activities. It requires fundamentally reconsidering the traditional role of the State in the economy. In the remainder of this introduction I delineate what this entails.

First, it means empowering governments to envision a direction for technological change and invest in that direction. Creating markets not only fixing them. Different from narrow attempts to identify and pick winners, envisioning a direction for economic development and technical change broadens the technological opportunity landscape and requires that the State creates a network of willing (not necessarily ‘winning’) agents that are keen to seize this opportunity through public-private partnerships. Second, it means abandoning the shortsighted way public spending is usually evaluated. Public investment should be measured by its courage in pushing markets into new areas, rather than the usual assumption of an existing market that the public and private actors must bump elbows in (one ‘crowding out’ the other). Third, it means allowing public organizations to experiment, learn and even fail! Fourth, precisely because
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