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 I have very few quarrels with Professor Audretsch’s 

paper, and only a few comments to offer for your 

consideration. 

 It is certainly true that the success of the American 

model of entrepreneurial capitalism depends on wave after 

wave of what Joseph Schumpeter called “new men”, which 

is what I understand from Professor Audretsch’s paper he 

considers such as Michael Dell and Bill Gates -- at least in 

their original incarnations: before Dell’s business model 

became obsolete, and before Microsoft suffered from 

hardening of the intellectual and innovative arteries, and 

began to rely on anticompetitive tactics to preserve its 

market position. 

 Unfortunately, I am in no position to offer an opinion on 

Professor Audretsch’s tracing of the emergence of the new, 

high-tech industries to the decline in the respect for and 

legitimacy of the institutions that was triggered by the revolt 

of well-to-do students in the 1960s. I can’t help wondering, 
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however, whether their ability to rebel -- to refuse to go into 

“plastics”, as did The Graduate -- might have had more to do 

with their parents’ affluence, what Professor Audretsch calls 

their “idyllic suburban upbringing”, rather than what he calls 

their “idealism”, or a mere desire to be freed “from the 

constraining straightjacket and rigidities that enabled the 

1950s managed economy to thrive in the first place.” Recall 

Myron Magnate’s observation that the rich rebels could 

reverse course at any time of their choosing, return to 

graduate school, and reenter “the establishment”, leaving 

poorer rebels strewn across the gutters of Haight-Ashbury 

and the black ghettoes of America. These 1960s rebels had 

a “put”, and knew they did -- when they were finished acting 

out their rebellion, they could reclaim their inherited place in 

society. 

 I wonder, too, whether it is the case that “The 

entrepreneurial society is rooted in entirely different values, 

skills and priorities than was its precursor, the managed 

economy.” Or that, “The old lessons, and yes values, that 

evolved to support success and a middle class life in the 

managed economy can actually be a liability in the 

entrepreneurial society.” Leaving aside the question of 

whether “managed economy” is an accurate description of 
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the pre-1980s American economy, let me spend a minute on 

the question of values, skills and priorities. 

 Now I would be the last person to argue that the 

stultifying conformity of much of corporate America was 

desirable. But it also seems to me that values such as 

integrity, and a willingness to postpone instant gratification; 

skills such as the ability to guess at the possible market for 

new products and to assemble the resources to produce, 

advertise and market those products; and priorities such as 

maximizing profits, were not entirely absent from the pre-

1980s-revolution economy, which was, after all, the most 

successful the world has ever seen in producing wealth and 

distributing it widely. And the most important value of all -- 

this is difficult to describe here in Washington but is well 

understood in New York and other financial capitals -- 

integrity, or what economists call reputational capital, still 

matters a great deal. 

 Nor am I certain that it was the students who brought us 

drugs and, worse still, rock-and-roll, who prompted the shift 

from big steel, big autos, and Ma Bell to Google and Yahoo. 

I agree that to some extent the personal liberation that 

allowed a few bright kids in a Pizza parlor to found Yahoo -- 

and not a necktie between them -- played an important role. 
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But so, too, did an emerging technology that reduced the 

capital-intensity of new industries, and a financial system so 

flexible that a breed of risk-taking venture capitalists, and 

Milken-created financial innovators could emerge to fund 

these kids-with-ideas. I believe it is more than a quibble to 

cite Schumpeter for the proposition that not only do 

institutional values shape economies, but “economic 

evolution will shape human values, attitudes, legal 

structures, administrative practice, and so on, to some 

extent.”1 

 Which is one of the strengths of Professor Audretsch’s 

paper: its emphasis on the key role of the deregulation 

moves initiated by the otherwise appalling President Carter, 

and continued by his successors. A word about airline 

deregulation, if I may, and the role of Senator Kennedy, who 

Professor Audretsch notes presided over the hearings that 

provided “the impetus for deregulating the airline industry.” 

Actually, it was the work of several academics, led by Alfred 

Kahn, that led the way. You will recall that politicians’ interest 

was whetted when a small airline in California began offering 

$25 fares between Los Angeles and San Francisco -- and 

stewardess in scanty hot pants -- the latter being what may 

                                                
1 Joseph A. Schumpeter, “American Institutions an Economic Progress,” in The Economics and Sociology 
of Capitalism, Richard Swedberg, ed.. Princeton, New Jersey: Princeton University Press, 1991, p.439. 
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have really attracted Senator Kennedy’s attention. Alas, for 

his efforts all he got were the lower fares -- so far as I know. 

 I would also like to raise a question -- one to which I 

was certain I had the answer before discussing this issue 

with Irving Kristol. Professor Audretsch has little use for the 

old industrial institutions. I share that view, but not with the 

Professor’s degree of certainty. These institutions did 

provide a degree of stability to communities, social services 

to their employees, income certainty to pensioners and 

shareholders, and reliability to customers -- things that are 

no longer as widely available as they once were. (It may be 

significant that in their competition for staff both Google and 

Microsoft now offer free meals and transportation, on-site 

messages, elaborate health care, and other benefits 

associated with institutions no longer with us or effectively 

bankrupt.) There is no bigger fan of Schumpeter’s gale of 

creative destruction than I am. But I always have in the back 

of my mind Adam Smith’s caution, “That part of it [the capital 

of “the undertaker of a great manufacture] which was fixed, 

could scarce be disposed of without considerable loss. The 

equitable regard, therefore, to his interest requires that 

changes of this kind should never be introduced suddenly, 

but slowly, gradually, and after a very long warning.” 
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 To bring this talk both up-to-date and to a merciful 

conclusion: there is much to be said for the creative 

destruction. But it is not the entire story. Creative destruction 

does not distinguish between the hide-bound, slothful 

General Motors executive and the little old lady sewing t-

shirts in North Carolina, paying her taxes, and scrubbing her 

kids before sending them off to school and taking them to 

church. But public policy must attempt to make that 

distinction, to encourage continued acceptance of rapid 

economic change by ameliorating its consequences. That is 

no easy thing. 

END 

  

   

 
 


