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Fostering Innovation Through Entrepreneurship 


The National Commission on Entrepreneurship is extremely pleased that the National Science and Technology Council is undertaking a comprehensive review of the U.S. National Innovation System.    At a time when the American economy is booming, such a review may seem unnecessary.   We believe, however, that the transition from a Cold War innovation system to a new 21st century system remains incomplete.   If this transition fails to proceed smoothly and efficiently, our future prosperity may be at risk.  


In general, our Commission believes that academia and various levels of government have not effectively recognized and embraced the role of entrepreneurship is spurring the “New Economy.”    While the Internet and related technologies have created huge new advances, the impact of entrepreneurship is not limited to information technology or well-known technology clusters like Silicon Valley.    A revolution in business (not only technology) has transformed nearly every industrial sector and affected every region of the country.  


An effective national innovation system must recognize this transformation and be structured around new models of business organization and creation.   As we describe below, reforms to our current innovation system must begin with several key principles:

· High Level Commitment to Entrepreneurs 

· Support Entrepreneurial Innovation 

· Embrace Regions and Networks

· Above all, Do no Harm

· We are What we Measure

The present U.S. innovation system is rightly perceived to be the envy of the world.  Our proposed program simply seeks to build on years of progress to create a new system that is more user-friendly, more flexible, and more inclusive.  

The Power of Entrepreneurship


Our Commission recently released a joint study by Babson College and the Kauffman Center for Entrepreneurial Leadership that assessed the impact of entrepreneurship in the U.S.
  This Global Entrepreneurship Monitor,  which compared the U.S. and nine other developed economies, found that America’s strong cultural and institutional support for high-growth start-up firms provides our nation with a powerful competitive advantage.   Indeed, variations in entrepreneurship may account for nearly one-third of the variation in national economic growth rates. 


The numbers are compelling.  Our research has found that one in 12 American adults—16 million Americans in all—are now trying to start businesses on their own.
   Overall, the U.S enjoys a birth rate of 14-16 start-ups for every 100 existing businesses.    This rapid growth of new businesses has transformed our economy.  Consider that, in the 1960s, it took 20 years to replace 35% of the companies on the Fortune 500.  Today, that replacement takes place every 3-4 years.  


This dynamism helps create a competitive environment for innovation.   The key industries of the “New Economy,” such as biotechnology and personal computers, were all launched by entrepreneurs.    Today’s leading high-technology firms, like Genentech, Dell, and Intel were all small start up operations 20 years ago.  Indeed, since World War II, small entrepreneurial firms have been responsible for half of all innovation and 95% of radical innovation in the U.S.
  The record is very clear:  an effective innovation system requires entrepreneurs who help increase competitive pressures and spawn new industries.  


The Federal government has done much to foster this important activity, sometimes by design and often by benign neglect.   As we move toward a new innovation system, we do not believe that Washington can lead this change.  It must instead seek to partner with industry, academia, and other key players as we craft a 21st century innovation system.   A number of specific actions will help nurture these partnerships.

Recommendations

· High Level Commitment to Entrepreneurs


America’s international competitiveness is built on a foundation of entrepreneurial innovation and creativity.  We urge the Council to truly embrace the entrepreneurial revolution by supporting creation of a position of Senior White House Advisor on Entrepreneurship or a high level inter-agency working group on this topic.  The President has already created several posts that focus on information technology issues, such as the recently announced Electronic Commerce Working Group.   While we applaud these actions, we also believe that it makes little sense to create a false division between the high-technology sector and other parts of the economy where the entrepreneurial revolution also operates in full swing.


The “New Economy” is not simply a story of the Internet and its impact.  Yet, the vast majority of new White House-level initiatives have focused solely on information technology.  Limiting high level attention to the Internet and related issues will severely skew public policy and blind us to the real revolution now affecting business.   A Senior Advisor or high-level working group on entrepreneurship would signal that the White House truly understands the role of entrepreneurs as the engine room of the “New Economy.”   In addition, this new body can help insure that all Federal agencies are effectively and efficiently supporting entrepreneurs and entrepreneurial companies. 

· Support Entrepreneurial Innovation


Governments at all levels operate programs designed to support small business and promote innovation among these firms.  While these programs support existing small business, very few of these initiatives actually support high growth entrepreneurs or foster innovation.   For example, existing federal, state, and local government programs assist only 2-3% of small businesses, and very few of these firms are true high-growth start ups.
  


Nonetheless, several existing small business innovation programs work well and should be continued.   We strongly support continuation and expansion of the Small Business Innovation Research (SBIR) program.  The proposed reauthorization of SBIR for an additional seven years (now under review in Congress) makes sense.  A long-term commitment to the program is needed to ensure that grantees can effectively bring technologies to market.    

We also believe that the SBIR program should be reformed to assist firms with commercialization, an area where shortcomings persist.   For example, 

· SBIR grant sizes should be increased to account for changing technological and market developments.

· Firms who win multiple SBIR grants should be required to provide data on past commercialization successes.

· The Department of Defense’s Fast Track program should be expanded to other agencies.  

We are also beginning a new study to examine how Federal and university technology transfer policies can be revised to expand participation by small business and high-growth entrepreneurs.    We will share our findings with the Council as this study proceeds.  

· Embrace Regions and Networks


The region, rather than the city or state, has become the locus of technological innovation according to the emerging research consensus.  Areas like Silicon Valley, North Carolina’s Research Triangle, and the Northern Virginia suburbs have become key centers for new industries and new technological innovations.  As these regions prosper, a virtuous cycle emerges where local patterns of both competition and collaboration create new firms, new industries, and new technologies. 

While many of these innovation clusters emerged due to government investment or the presence of a major research institution, Washington can do little to create the next Silicon Valley.  Instead, the Federal government should continue to provide robust investments in R&D through continued funding of research universities and through expanded support for science and technology education.  These critical investments offer the best means to fuel innovation in regions across the nation.    


This regional innovation is based on extensive local networks.  As the structure of business has changed, networks between firms and between the public and private sector have grown in importance.   For example, a recent Commerce Department study found that firms who were engaged in significant interfirm collaborations tended to be more innovative in their daily operations and management.


We believe that federal, state, and local governments can play an important role in fostering networks—especially in the area of small business finance. Our studies have found that a substantial amount of capital is available to support new and existing companies.  For example, the U.S. private equity market exceeded $100 billion under management in 1996. America’s venture capital industry is the envy of the world, now controlling 71% of the world’s total available private venture capital.   In July, U.S. venture investments reached a new record with more than $13 billion already invested in 1999.

Our Global Entrepreneurship Monitor also uncovered huge amounts of informal private funds, known as angel capital, that can be invested in new or existing businesses.  We estimate that nearly $56 billion of informal capital is invested in start ups each year, supplementing our robust VC industry.
  These angel investor networks are truly critical parts of our national innovation system as they are a primary source of funds for new entrepreneurs.  


As these figures make clear, the availability of private capital to support innovation does not pose a major problem.  However, linking angel investors with entrepreneurs has proved to be a complex undertaking.   Efforts to create national angel networks, such as the ACE-Net Electronic Forum, have not worked as well as hoped.
  Since most innovation occurs at a regional level, public policy should focus on supporting regional angel networks through electronic forums or other networking programs.

· Above all, Do No Harm

While Washington cannot lead us on the path to the “New Economy,” many of its policies can have a pernicious effect on the ability of firms to develop and commercialize innovations.   For example, we believe that some current intellectual property and patent procedures and regulations impede entrepreneurs seeking to create and commercialize new technologies.  We strongly support efforts to modernize our patent system to mitigate the problem of “submarine patents” and other abuses of current patent rules.    These steps to reform our own patent rules should be supplemented with continued aggressive action to improve global intellectual property protections for America’s leading innovative firms.  

· We are What We Measure

Our ability to understand and support the innovation process remains severely hampered by a lack of comprehensive government data on innovation and entrepreneurship.  The National Science and Technology Council is ideally suited to press for improvements in this unglamorous but truly important exercise.  



In general, current government data provides a poor picture of how entrepreneurial firms develop and prosper.  In particular, our statistical system does adequately measure firm growth and expansion over time. The Census Bureau’s new Business Information Tracking System (BITS), formerly known as the Longitudinal Enterprise and Establishment Microdata (LEEM) file, represents a major advance.  However, we still need a means to coordinate the data that is already collected by the government.  For example, we still cannot adequately track brand-new, start-up businesses – including businesses that start with no employees – over time.  In addition, current data would be improved if we could link employer data with demographic data to begin to understand who is starting businesses and how those businesses grow and develop.   Additional funding for data collection and analysis is clearly needed. 

Conclusions


We believe that the American economy is undergoing a fundamental transformation that requires a similar transformation of government science and technology policies.  We believe that the "New Economy” does not simply reflect the emergence of new technologies; we believe that it also reflects new ways of doing business.   We urge the National Science and Technology Council to embrace this business revolution by working to ensure that our future innovation policies support entrepreneurial firms and that America’s entrepreneurs play an instrumental role in shaping and support these critical initiatives.  We stand ready to assist you in this endeavor.
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