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THE ENTREPRENEURIAL IMPERATIVE

America’s future in the global economy

FOR THE UNITED STATES TO SURVIVE and continue its economic and political leadership in the world, we must see entrepreneurship as our central comparative advantage. Nothing else can give us the necessary leverage to remain an economic superpower. Nothing else will allow us to continue to enjoy our standard of living. We either support and nurture increasingly entrepreneurial activities in all aspects of our society and around the globe, or run the very real risk that we will become progressively irrelevant on the world stage and suffer economically at home.

In short, entrepreneurship in our businesses and universities; in our approach to both government and foreign policy; and in our personal lives is the only answer if we hope to continue to thrive.

Aren’t there other solutions?

No.

Technology isn’t the answer, since everyone now either has the same technology or can easily obtain it. By definition, when everyone has access to the same asset, the asset itself can’t supply an edge. Only innovative, entrepreneurial ways of employing that technology can provide a comparative advantage.

Education will not keep us out in front. Many parts of the world surpass the United States in teaching skills needed for the future. While we must pay more attention to education, especially in math and the sciences, simply drawing even with countries now leading, such as Japan and South Korea, will not be enough—we won’t be ahead. We must learn new entrepreneurial ways to employ what we learn.

It is imperative that we do so: For example, we have largely given up when it comes to basic manufacturing because we simply can’t compete globally on price. Instead of running these factories, we need to exploit the advanced skills, niche opportunities, and geographic advantages that will allow American manufacturers to succeed. In a word, when it comes to manufacturing, we must become entrepreneurial.

Could our financial skills keep us ahead? It is true we possess a substantial edge in finance. We have huge sums of money to invest, and our capital markets are, indeed, the envy of the world, attracting money to our shores thanks to their efficiency and safety. But the fact is that all capital markets are now global and other parts of the world are beginning to enjoy or adopt our safeguards, so whatever sustainable advantage we have is bound to be fleeting. The only way to gain an edge is to back entrepreneurs and share in their success.

The only uniquely American resource at our disposal is entrepreneurial capitalism, and it is imperative that we nurture it. We must make sure that developing entrepreneurial systems reward risk takers who set out to be creative and innovative, who produce a product or service that allows us to do something better, faster, cheaper. It is the resulting efficiency of their efforts that permits wealth to be redeployed in ways that produce more wealth.

The message of this book is simple: entrepreneurship is America’s comparative advantage, and we need to exploit it fully both at home and abroad. We have an entrepreneurial imperative. The pages ahead explain what this means and what we must do to achieve its promise. They also discuss the effect that the entrepreneurial imperative will have on our nation and on our individual lives.

Specifically, this book examines the four key components of our nation’s economy—large corporations, government, universities, and start-up firms—and how different approaches to them will allow us to become even more entrepreneurial and what that means for us as individuals. These four institutions provide the greatest possibility for fostering entrepreneurial growth both here and abroad. Encouraging, managing, and supporting an entrepreneurial economy is central to our place in the world going forward. America enjoys both democracy and freedom, and this book shows that entrepreneurship is the force most likely to provide true freedom for individuals across the globe and here at home by giving everyone the opportunity to fulfill their potential.

Entrepreneurship is not only an integral part of our genius but also the only uniquely American resource at our disposal and we must exploit it fully.

Digging Deeper

This book discusses what it means to see entrepreneurship as our central comparative advantage and its impact on the way we:


       • Start companies

       • Lead large, existing companies

       • Run universities

       • Make our personal job decisions (where and how we choose to work)

       • Conduct foreign affairs



The starting point is to define what I mean by both entrepreneurship and being entrepreneurial, then talk about how the concepts can be applied in each of the preceding areas to provide us with the greatest comparative advantage and personal freedom and enjoyment.


Entrepreneurship is the process in which one or more people undertake economic risk to create a new organization that will exploit a new technology or innovative process that generates value to others.

The entrepreneur is one who undertakes personal economic risk to create a new organization that will exploit a new technology or innovative process that generates value to others.



As you can see from these definitions, entrepreneurship is an infinitely renewable resource. Every time an entrepreneur starts a business, convinced that she has spotted a niche in the marketplace or that it is the best way to control her economic fate, it is another step forward for democratic capitalism, a system of widespread participation and opportunity that protects political and economic liberties.

As renowned economist William Baumol has observed, the entrepreneur is “an indispensable component” of growth and prosperity—“the bold and imaginative deviator from established business patterns and practices, who constantly seeks the opportunity to introduce new products and new procedures, to invade new markets, and to create new organizational forms.”

We must make such trailblazing occur more often so that America can maintain and strengthen its position in the world marketplace. Generating additional ways to help us become more entrepreneurial as a people and as a nation, however, will not involve institutionalized programs or new bureaucracies. Trying to make entrepreneurship formulaic is both impossible and a strategy that repeatedly has proven to fail. The Small Business Administration (SBA) is an excellent example of this within our government. To be blunt, very few entrepreneurial businesses owe their genesis to the SBA.

A government agency like the SBA cannot be effective in fostering innovation for two reasons. First, in the broadest sense, government was never intended to predict what entrepreneurial activities will succeed. Government employees, many of whom have never worked in the private sector let alone run a business, cannot be expected to distinguish good ideas from bad ones or offer valuable advice to an entrepreneur.

Second, in the SBA’s case, the problem is compounded by political capture. The agency is constantly used to advance the ideas of small businesspeople who are well connected to politicians. The agency will serve the political interests of the White House of the day, and reality also dictates that this includes offering help to businesses they wish to reward.

If the agency wanted to make (low-interest) loans to everyone on the same terms, it might be effective in fostering the development of entrepreneurs. As it stands now, however, from the perspective of generating and supporting entrepreneurial ventures, it is not a wise use of resources.

But it is not just government that needs to change its structured approach to entrepreneurship. Businesses, especially large businesses, must embrace the creation of entrepreneurial cultures; universities must fundamentally change the way they operate to have more of an impact on the nation’s economy. All of us need to become more entrepreneurial.

The Impact on Corporations

If large corporations are to survive, they must become much more entrepreneurial—the key is to make strategy part of every corporate conversation, big and small. Focusing on where every idea under discussion fits within the overall corporate objective is the prerequisite for making the corporation more entrepreneurial—this keeps the company focused on what it is trying to accomplish and allows it to respond faster to changes in the competitive landscape.

Typically, corporate conversations are devoted to three areas: customer relations (marketing, sales, service), product and production, and the firm’s finances. Making strategy the fourth conversation is essential. Moreover, part of this strategy discussion clearly requires a global component. Even a new technology-based firm in the middle of Alabama must contemplate the world as its market, not the state, region, or nation.

Start-up companies are particularly good at having all-encompassing strategy discussions, global and otherwise. This fourth conversation dominates discussion at all levels of such firms, because they realize that their survival depends on it. Bigger companies—where strategy discussions become more sporadic—need to model the approach of their smaller brethren if they are to become more entrepreneurial.

Accordingly, several key ideas will reshape large companies as we know them. First, bureaucracies will be radically streamlined. As companies move to closely align their organizational structures with their overall objectives, departments, functions, and people perceived as obstacles must be either repurposed or left behind.

Second, the trend of pushing authority down through the ranks to allow the organization to move faster must be accelerated, as companies realize that:



       • Being entrepreneurial is their only true source of competitive advantage,

       • It is imperative to execute strategy before the competition does, and

       • The most effective way to make that happen is to give real authority to people who deal with customers every day.


			 

Third, companies must actively try to hire people with the ability to operate on their own with a minimum of supervision. These people must incorporate strategy into every conversation so the organization will become continuously more focused and entrepreneurial.

The Impact on All of Us

Every one of us will be forced to become more entrepreneurial. Without taking a stance on the current administration, that single sentence may explain what President Bush means when he talks about the “the ownership society.” Each of us will have to take more control—we will each need to “own” more—of our working and personal lives. The ultimate responsibility of what happens to us will depend on us in a way that characterized the self-reliant men and women who settled the West.

The notion of the “ownership society” imposes new levels of responsibility on us personally and new levels of risk taking on the economy as a whole. Everyone is naked in the new world. No government can be rich enough or impose significant enough barriers—such as trade restrictions—to protect all of its people from economic insecurity. No institutional force such as unions can protect against the rigors of world competition.

We individually improve our chances of economic security by encouraging a world market in which hundreds of millions of people equip themselves with education—especially in math and the sciences—and respond to an increasing level of global competition in a way that best suits their own individual abilities to thrive in this new environment. This ability to anticipate and adapt to the future is what has always made America great.

Responding to challenges and taking individual responsibility lie at the core of our national character. Perhaps living on the frontier helped to shape these traits, but their origin may be further back: centuries of immigrants needed great faith in themselves to leave home for America.

While self-reliance partially defines Americans, we simultaneously believe in the importance of learning from our mistakes. This characteristic helps explain many parts of our democratic capitalist system, including bankruptcy laws that allow people to make a mistake and move forward.

The Impact on Universities

Universities must make learning about entrepreneurship—a trait that is a central component of the American character—part of the educational experience of every student. Perhaps the best way is for universities to become entrepreneurial themselves. I would even suggest that universities should be encouraged to own and operate businesses, especially high-technology businesses, much like medical schools own hospitals. Becoming entrepreneurial in the truest sense—that is, risking their own time, money, and resources—will be critical to the creation of a risk-taking capacity within the university environment.

I’ll go further: the market should decide whether a university itself stays in business. Universities should be permitted to fail and go out of business if they don’t truly serve a need. The creation of new engineering schools and new “fusion” schools such as engineering and economics or engineering and environmental protection should be emerging, as they are at Arizona State.

The Impact on American Foreign Policy

If we seek to spread democracy, our best interests lie with encouraging successful entrepreneurial economies to make the entire world wealthier.

Entrepreneurial capitalism produces expanding economies: as the pie grows, more people benefit from expanding wealth. More people own their own businesses and shares in growing businesses. More ownership will secure and strengthen democratic government. Expanding economies, as a rule, produce stable democracies, thus increasing the chance for peace.

When ideas, capital, commerce, and technology flow easily over borders, when we are increasingly linked together in reciprocal ways, and when times are good at home, people ask, Why risk what we have by going to war? If expressed as a mathematical formula, it would look like this:


entrepreneurial capitalism + widespread economic participation + stable democracies = a better chance of peace!



The inarguable conclusion is that entrepreneurial capitalism is our single most important export! If others copy our economy and if we assist them in doing so, we can expect our own wealth to grow. A network of democracies practicing American entrepreneurial capitalism will become a virtual common market more powerful than the European Union. The cluster of new democracies in Eastern Europe, if they settle on the U.S. model, will eventually force Old Europe toward new growth and stronger democracy. The apparent power of France and Germany to thwart American foreign policy will decline as other countries catch up to them economically.

We Already Think This Way

This book attempts nothing less than a sweeping manifesto—one that will hopefully help change the way both government and corporations work and also the way we live our daily lives. In this sense the ideas advanced here may appear radical. When you dig into them, however, you will find that they naturally build on who we are as Americans and what we believe.

Entrepreneurship is a mindset. Indeed, some studies indicate that a large percentage of first-graders show all kinds of signs of creativity and innovation but that our school systems drill this out of students through a system of learning that presents a correct way—meaning only one way—to do and think about things. As a result, the natural impulse of children to be entrepreneurial is dampened.

The trick is to educate and encourage the largest number of people to feel comfortable with the notion that they can start a business, control their destiny, and contribute to society through their innovation and hard work. This is more common than you might think. At any given time, 15 percent of the population is running their own companies. Our goal should be to make starting a business as common as getting married or parenting.

Reaching that goal involves teaching the importance of entrepreneurship in our schools. As part of the curriculum, as early as high school, students should know that at some point in their lives starting a company is a very real option. And even if they don’t start a firm, students should know that they will have a role to play in keeping big companies entrepreneurial and in helping government assume a role supportive of entrepreneurs.

On one level, it appears that to meet the future we need sweeping reform of how we live and work. But on another, it is simply a call for us to return to what made America successful in the first place.

This country was founded on the principle that a new economy must be formed, one in which only the efforts and responsibilities undertaken by individuals would determine their future. This freedom of self-determination spawned an extraordinary culture of work. This work ethic has always been part of America. Benjamin Franklin and Alexander Hamilton, for example, both expressed their belief in a national economy centered on appreciation, diffusion, and implementation of technology. To succeed in the coming age of industry through the exploitation of that technology, education—indeed, practical education in the sciences and “manual arts”—would be important to the new republic.

Every citizen would have the chance to be the next John Fitch, who developed the steamboat. Believing that hard work holds the key to controlling your destiny is a very successful way to live your life. The work ethic engendered by individual freedom and social mobility may be the most important reason behind America’s economic evolution.

What is perhaps most interesting about the American work ethic is that it is most threatened when we become too comfortable. Our economic security is best served by economic discomfort. Whereas others might see the ultimate goal of a successful economy as insulating individuals from the insecurity that accompanies economic dynamism, it is this very insecurity that moves the economy at its core and enhances economic security. Yes, new companies and new technologies constantly displace the old, causing temporary hardships for those inside the established firms. But the net result is that our economy as a whole is stronger for it. (This theme will play itself out repeatedly in the pages ahead.)

One nation that outperforms the United States in any measure of entrepreneurship is Israel. When its just-retired chief scientist, Dr. Orna Berry, recently visited the Kauffman Foundation in Kansas City, I asked why her country is so entrepreneurial. She replied that Israel is, as a political and cultural matter, unavoidably insecure, and, in her words, the discomfort of this insecurity leads her nation to a life of innovation, creativity, and economic entrepreneurship as a means of controlling its destiny. Discomfort—and it may be intellectual discomfort—is the source of all entrepreneurial activity.

Why You Should Keep Reading

Why this book? Why now? There are four key reasons.

First, as the numbers make clear, we are in danger of losing our leadership role in the world economy. We do have a lead, one that our entrepreneurial spirit and drive created over the last two hundred and thirty years. But others—especially in Asia—are catching up. We have all the assets and ability to stay ahead, but we need to employ them effectively.

Second, after struggling through a period of stagflation in the 1970s, we have reformed our economy through what I will refer to throughout as entrepreneurial capitalism. This force grows out of our entrepreneurial society and our rich history, our constitutional protections of individual freedom and private property, and our accumulated success in business. Being economically successful is in our genes, and we need to nurture and support this in order to continue to prosper. Our entrepreneurial spirit is the basis of our strength and wealth. And propagating our economic model will only make us stronger.

Third, it is critical for us to maintain economic leadership because it is the basis of our political leadership. And, whether we like it or not, we are the country that must carry democracy and freedom into the world. It is America’s historic mission. President Kennedy said so in his inaugural address when he declared that we would “pay any price, bear any burden” to “assure the survival and the success of liberty” and that the United States would not shrink from “the role of defending freedom.” That mission has not changed in the intervening four and a half decades.

Finally, entrepreneurship must be the basis of our foreign policy—the American dream is not just for Americans anymore. Engendering economic success within countries is by far the most certain way to support the emergence of democracy. Fostering the means to create wealth in every country will make the world more stable. Schemes such as forgiving debtor nations have a very limited impact. Only when citizens can live in countries where wealth expands can democracy flourish. Failing to advance this model will inevitably result in a worldview that sees the issue of wealth through the lens of redistribution, not expansion.

Of course, the growth of worldwide capitalism will be good for us, since it will provide more markets for our goods, but it will benefit everyone. The opportunity to create wealth in an entrepreneurial way—that is, in a way that has it widely dispersed throughout a society—is the soundest approach to spreading democracy.

Developing and spreading entrepreneurial capitalism will revolutionize the world. It will bring stability, democracy, and expanded markets in which each country can exploit its comparative advantage. At home, creating wealth is the touchstone of our welfare and our freedoms. Every citizen should be prepared to participate.

Harold Evans and others have referred to the twentieth century as the American century. America can enjoy another American century, the twenty-first, built around the worldwide spread of democracy and the expansion of the underlying economy of democracy: entrepreneurial capitalism. But that can only happen if we see entrepreneurial capitalism as our chief comparative advantage and make it our chief export. Consider this book your guide to understanding how that can happen.
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THE ENTREPRENEURIAL AMERICAN

Entrepreneurship as our cultural history

IN 1964, LUIGI BARZINI wrote The Italians, a complete (and sympathetic) profile of an entire nation. Hailed and widely read, the book remains a best-seller more than forty years later because the truths he captured about the Italian people then remain truths that help define the country today.

We are taught that generalized stereotypes signal hostile prejudices, but the reality is that one nation’s people are distinct from another in such matters as culture, history, and religion. Americans are perhaps the most self-analyzing, and certainly the most analyzed, nation. We know we are different, and the world reminds us of that fact almost daily, in often disparaging terms filled simultaneously with envy and hate.

The perceptive American historian Henry Steele Commager spent a lifetime examining what he called the American character, and concluded that as a people we are enormously different from the rest of the world because we are all descended from immigrants. As a result, we are mindful of the perpetual newness of our nation and the extraordinary opportunity it held for our ancestors and continues to hold for each of us.

Frederick Jackson Turner, another American historian, suggested the most important feature of the American character was formed by the existence of the frontier. Unlike other nations, we had a physical horizon synonymous with a brighter tomorrow. We could always “go West” into a future that we could define and redefine as we went. It permitted Americans the chance to begin again if they failed somewhere else.

That was a huge advantage. It allowed our ancestors to take risks. If things worked out the way they hoped—if indeed they achieved the American dream—they could create the kind of world they wanted for their children and grandchildren. If they were really successful, they could give something back to the country. If not, they could just move on, knowing they would be welcome in the next place as newcomers who could add to the community and make it better. Their past would remain either unknown or ignored as irrelevant.

This attitude still characterizes all parts of America, and it is one of our greatest assets. It has washed over millions of Vietnamese, Guatemalans, Indians, Afghanis, and others who have become Americans in the last twenty-five years, just as the country welcomed all those who came before.

We are in every sense an exceptional nation and culture and were created to be exactly that. We began fully formed with beliefs that have remained remarkably consistent from the Declaration of Independence, the Constitution, and the Bill of Rights, through the Emancipation Proclamation and the declaration of war in 1917, which told the world that America would carry the burden for all as it attempted to defend and spread democracy.

Those beliefs continued to include the day we entered World War II to protect and defend liberty; the recommitment of President Kennedy in the Cold War to “fight any foe” of freedom; and, speaking in Berlin, President Reagan’s challenge to Soviet leaders to “tear down this wall,” which led to the freeing of millions of souls living under the oppression of communism.

Richard John Neuhaus, author and commentator on democracy and religion, is correct when he says we are the first “creedal” nation. We have been a light to the world as the Mayflower Compact said we should be.

Part of our uniqueness stems from the fact that our founders spent a lot of time debating how the nation would be different not only politically but also economically. They were convinced—and rightly so as it turned out—that our new system of democratic governance needed to be accompanied by a new economic order. It is probably more than a coincidence that the United States proclaimed its “self-evident” truths and independence in the same year Adam Smith published his extremely influential book, The Wealth of Nations.

Ben Franklin and Alexander Hamilton believed that technology would differentiate our commercial life. They came to see that Smith was expounding more than a transformative argument in economics, that his notions about the importance of individual action, free trade, and the role of the state in managing the economy were useful in the context of nation building as well.

America presented a tabula rasa: our economy could be shaped in a way that reflected our democratic principles. The founders decided that individual initiative would be key in exploiting emerging technology. Hamilton encouraged invention, and Franklin, the consummate progenitor of so many American institutions, created the American Philosophical Society as a place where indigenous thinkers and scientists could discuss and refine their insights. Franklin saw that discovery and innovation must be removed from aristocracy and democratized to create a new kind of economy and support the American political creed.

Our founding was thus a joint political and economic experiment that in time would provide the world a model of democratic capitalism.

The Founding Fathers’ Legacy Lives On

The influence of Hamilton and Franklin is felt daily. None of what we have achieved as a people or what we have given the world could have happened had we not been first and foremost a nation that could create wealth faster and with more predictability than any other place on earth. Our ability to build and maintain the world’s most successful economy is directly and intimately connected to our individual freedom, our confidence and ambition, and our ability to take risks (knowing that if we fail, we can always try again). We are a nation of entrepreneurs! It is our birthright and treasure. Ultimately, it is more important to our future than any other single characteristic or asset.

As stated in Chapter 1, for the United States to survive and sustain its leadership role in the world both politically and economically, we must see entrepreneurship as our central comparative advantage. We must take that which we have perfected since our founding, our economy’s entrepreneurial ecosystem, and push it for all its worth! If we don’t, the U.S. will not only fall behind the rest of the world but also damage the vital link between economic growth and the preservation of individual freedom. We either nurture and support increasingly entrepreneurial activities in all aspects of American society—and help export this perspective around the globe—or run the very real risk of becoming progressively irrelevant on the world stage and suffering economically at home.

The good news is that the world increasingly looks to the U.S. economy for the keys to growth and expansion. While domestic critics worry—as they should within bounds—about our balance of payments and our current federal deficit, most foreign countries are studying (and copying) the U.S. economy more intently now than at any other time since 1945—and with good reason.

Even as a certain portion of the world takes joy in pointing out problems with the American economy and implies that America’s salad days are behind her, the facts continue to intrude. Despite the post-Internet bubble bleeding of the equity markets, the mild recession of the early years of the new century, and the devastating costs that resulted from 9/11, our economy has continued to grow and, most astoundingly, has continuously achieved higher rates of productivity. Over the past four years, real gross domestic product (GDP) has increased by an average of 3 percent per year, while productivity growth averaged a robust 3.5 percent each year.

For all the ineptness of many corporate leaders, not to mention the recent villainy




Where We Are, Where We Need to Be
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