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Endorsements

E

veryone wants more and better innovations, but how? Policymakers have long searched for magic bullets – state-funded

incubators and science parks, targeted subsidies and prizes, entrepreneurship training, improved patent systems, and the like
– but none seems to work. As this book demonstrates, the best
policies to promote innovation are those that promote economic
activity more generally: private property, free and open markets, sound money, and a legal system that favors competition,
not particular competitors.
PETER G. KLEIN
Caruth Professor of Entrepreneurship,
Baylor University & Norwegian School of Economics

G

overnments today are well aware of the importance of entrepreneurship, and they covet the growth and jobs that in-

novation provides. Academics are often all too willing to oblige
with activist “innovation policies” like government subsidies
or tariffs directed to favored sectors. As this excellent Ratio Institute study reaffirms, however, the most effective policies a
government can use to spur innovation are actually the kind that
curate the background conditions necessary for what Joseph
Schumpeter called creative destruction. A genuinely “entrepreneurial government” is not one that picks winners but one that
clears obstacles from the path of private entrepreneurship.
RICHARD LANGLOIS
Professor of Economics, University of Connecticut
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O

n its face it seems unlikely that bureaucrats in Stockholm
and Brussels and Washington are good at choosing winners.

The economic history is not encouraging. But if you still hope
they might be entrepreneurial, and if you are willing to consid-

er elegant economic science marshalling novel data to explore
the hope, you need to read this book. In fact, everyone concerned
about innovation, entrepreneurship and growth should.
DEIRDRE MCCLOSKEY
Distinguished Professor of Economics, History, English, and
Communication at the University of Illinois at Chicago

D

espite their many differences, the U.S. and Sweden have followed similar paths to successful innovation. Bureaucrats or

Markets in Innovation shows that – in both countries – for-profit
entrepreneurship has delivered a massive wave of valuable new
ideas and products. Giving governments more power to help
“spur” innovation is a solution in search of a problem.
BRYAN CAPLAN
Professor of Economics, George Mason University

I

n one of the most interesting economic articles of the past two
decades, Jeremy Greenwood and Boyan Jovanovic (1999), ar-

gued that the arrival of the information technology revolution in
the 1970s created the need for new firm. The technology breakthrough favors new firms for three reasons: (1) awareness and
skill; (2) vintage capital; (3) vested interests. The stock market
incumbents of the day in both Europe and the United States were
not ready to implement the new technologies and it took new
firms to bring the technology to market after the mid-1980s.
Stock prices of incumbents fell immediately. New capital flowed
via venture capital to the startups that built the new industries.
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One of the outcomes of this revolution was the restructuring of
the traditional field of industrial organization that focused primarily on large firms to startups. The creation of new fields more
closely organized around technology, innovation, entrepreneurship, economic geography and organizations to explain the role
of new technology and the need for new firms. While this happened in the United States (Google, Amazon, Apple, Facebook,
Uber) it did not happen to the same extent in Europe. Why not?
The answer to this question can be found in part due to deficiencies in the two major conceptual frameworks emerging in
the 1990s to explain the evolution of this technological revolution. The first was the National Systems of Innovation framework. The main theoretical underpinnings were that knowledge is a fundamental resource in the economy, that knowledge
is produced and accumulated through an interactive and cumulative process of innovation that is embedded in a national
institutional context. National systems assumed that all of this
takes place in existing firms, so there is no role for new firm or
entrepreneurship to bring the technology to market. The second concept framework was Porter’s Diamond that defined a
system of regional clusters that propelled a country to prominence. The Porter Diamond put the emphasis on supporting
institutions that may be missing in a cluster that are needed to
incorporate new technologies. However, the Jovanovic insight
was missing.
Clusters and National Systems of Innovation had two assumptions in common. First, they both argued that institutional
embeddedness was important and second, they both relied on existing firms to implement and deploy the new technologies! Both
of these approaches had a large theoretical literature, empirical
research and policy recommendations. Because they both left out
of their analysis the role of new firms that was Jovanovic’s great
insight they were limited in their usefulness for implementing
the new information technologies. Why new firms were left out
of these approaches is a subject in and of itself.
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However, while the approaches did not have a large following
in the United States they were immensely popular in Europe, especially National Systems of Innovation. The National Systems
approach was in part a Swedish discovery and helps explain both
the Scandinavian disdain for startups and the European Union’s
unwillingness to view innovation and entrepreneurship in the
same unified approach. This theoretical misstep set Europe on
a false path in the late 20th century and still haunts Europe as it
falls further and further behind the United States and China in
the digital age.
This important new book by Sandström, Wennberg and
Karlson takes us a long way to try and bring Europe back to the
realization that new firms and the financing of them is fundamental to productivity and economic growth.
References
Greenwood, J. & Jovanovic, B. (1999). The Information-Technology Revolution and the
Stock Market. The American Economic Review, 89(2), 116-122.

ZOLTAN ACS
Professor of Economics and Public Policy,
George Mason University
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Foreword
Innovation policy matters
Innovation is the discovery and application of new knowledge to
create economic value. It is the fundamental driver of economic
growth and prosperity (Mokyr 2016; McCloskey 2016).
Yet incredibly, there is actually little consensus about the
underlying economic theory of innovation and the implications
this has for policy.
This is why some new Swedish empirical research evaluating
firm-level outcomes of innovation policy experiments matters.
The findings presented in this book help us better understand
what is, perhaps, the most fundamental question in economics:
namely on the origin of wealth and of the role of government in
facilitating that.
Innovation policy (which is in reality a complex and contested suite of industry policy, research policy, science and technology policy, tax, regulatory and fiscal policies, intellectual property, higher education and skilled migration policies, among
others) is increasingly the lodestar of modern economic policy.
On a long enough time-frame, it is the only economic policy that
matters. That is why new empirical investigations of its effects,
and new theoretical models of its mechanisms, are of prime importance to policy discussion.

Innovation policy and its discontents
Modern innovation policy is broadly based on the economic
theory of market failure in the incentives to produce new ideas
and knowledge (Arrow 1962; Martin and Scott 2000). This mainstream economic theory explains why a free-market system
will undersupply the economic good of ‘innovation’, or specifically the level of private investment in producing new knowledge, from a social welfare perspective.
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Market failure theory defines the innovation problem as an
allocation problem that can be resolved through various instruments to correct the misallocation of resources, such as through
direct public support (e.g. public science or government grants),
indirect subsidy (R&D tax credits), or by creating high-powered incentives for private investment (e.g. through intellectual property rights). The overarching policy idea through, based
squarely on economic theory, is that innovation has public good
characteristics, and therefore needs to be publicly supported.
And that in the absence of such government support, innovation
will be undersupplied, and consequently economic growth will
be retarded, with enormous social welfare implications.
The problem, however, is that the evidence is rather mixed
and selective. An authoritative OECD survey (Box 2009: 5) finds
that “it is unclear whether the social benefits [of R&D tax support] outweigh the costs”, and using cross-country comparisons finds little evidence that innovation policy actually affects
aggregate economic growth rates.
A long line of influential work, beginning with Vannevar Bush
(1945), has argued that government support for basic science is
necessary to create new technologies and industries. Recently,
Mariana Mazzucato (2013) has argued that most of the technology in the Apple iPhone was the product of publicly funded research, inferring that without public support we wouldn’t have
the enormous economic and societal benefits of smartphones.
But that confuses invention with innovation. The innovation of
the iPhone and its social and economic value was an entrepreneurial discovery. The value was discovered in the marketplace,
not in the laboratory.
Market failure theory assumes that ‘the innovation problem’ is
in essence an allocation problem in funding R&D. The policy implication is that the misallocation (compared to the social welfare
optima) can therefore be resolved with a reallocation of scarce
economic resources. This offers a clear role for government in
supporting innovation by targeted spending of public resources.
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However, there is growing evidence that support of innovation
is not the main economic problem. Scholars of open innovation
(e.g. von Hippel 2005), knowledge commons (e.g. Frischmann
et al 2014), and intellectual property (e.g. Boldrin and Levine 2007) emphasise that organisations and markets regularly
work their way around knowledge investment and appropriation problems.
What is emerging instead is a new theoretical approach to the
innovation problem that emphasises coordination and knowledge problems rather than resource allocation problems, and
that draws on Public Choice theory, Austrian market-process
theory, and New Institutional economics (see e.g. Allen and
Potts 2016; Davidson and Potts 2016; Potts 2014, 2018, 2019).
These new theoretical models emphasise that the economic
problem is discovery of value not invention of new technology,
and so they focus on the innovation problem in a market context, rather than on the invention problem in an organisational
context. The new approaches emphasise the role of entrepreneurship in the market discovery process and the role of institutions to coordinate such discovery, and they focus attention on
the barriers to innovation that come from within the economy,
particularly regulatory and political constraints. They find that
innovation resources are more than just the technical details
of an invention but also crucially include market information
about the nature of the entrepreneurial opportunity.

The problem with innovation policy
A nice property of modern innovation policy is that, conceptually at least, it has a clear and simple rationale, namely to correct market failure in producing new ideas through some form
of targeted public spending, whether as tax credits, subsidies,
grants or loans.
In practice, however, the problem is that targeting is far from
easy. It’s hard to figure out who, exactly, is experiencing the
market failure, where it is specifically manifest, and with what
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consequence. And even if those factors were unambiguous, delivery of support involves measurement problems, information
problems, design problems, knowledge problems, and agency
problems. It is clear what to do in general, yet hard to know what
to do in particular. Furthermore, the attempt to address these
accountability problems through processes and rules creates
further risk of perverse or misaligned incentives in pursuit of
these rents. Which is to say that government itself creates a lot
of the costs and barriers that entrepreneurs face in seeking to
introduce new ideas (Lougui and Nyström 2014).
So, we ought not be surprised when evaluations of innovation
policy interventions find evidence of only temporary positive effects (Gustavsson Tingvall and Deiaco 2015, Gustavsson Tingvall
and Videnord 2017). Or that the subsidies and rents themselves
distort firm behaviour, such that firms begin to specialise in
getting grants rather than in discovering market opportunities.
They become ‘subsidy entrepreneurs’ (Gustafsson et al 2017).
These knowledge problems mean we ought not be surprised
that the state has no better track record in venture capital funding, and indeed, given its political incentives in the allocation of
capital, actually has a worse record (Engberg et al 2017). Market
failure theory is difficult to apply in practice and as the Swedish
empirical studies confirm, often results in policy failure.
So, what is to be done instead?

Friends and enemies of innovation
Modern innovation policy enacts the idea that if you want more of
a thing then you find those doing the thing and support them with
resources. You advance easy credit, afford them tax breaks, subsidise their costs. Call this the ‘support your friends’ approach.
But another way to advance innovation is to target the things
that are against innovation (Juma 2016). Call this the ‘engage
your enemies’ approach.
Enemies of innovation expect to be harmed by a specific new
innovation and thereby seek to stop its progress or mitigate
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its effect. They are not necessarily anti-new technology or anti-progress but are against this specific new technology or innovation (e.g. horseless carriages, synthetic biology, artificial
intelligence, driverless cars) because of specific concerns about
the harms that this particular innovation will bring to them.
Friends of innovation focus on the benefits of innovation for the
many. Enemies of innovation focus on the costs to the few.
The ‘help your friends’ approach to innovation policy is politically popular, with concentrated benefits (among politicians,
government agencies and business firms) and diffuse costs
(over taxpayers and entrepreneurs). Your friends will value your
support: they will vote for you, say nice things in the media. The
‘help your friends’ approach is also sensible from an aggregate
public welfare perspective, given the overarching net social
benefit from innovation.
But ‘engaging enemies’ is often what is actually needed. Innovation means that people adopt new ways of doing things.
This devalues old ways of doing things, writing off the skills and
capital investments that had been sunk into those. From this
perspective it is for some people individually rational to oppose
a particular new technology, to worry about job loss, or public
safety, and to imagine catastrophe. This rent protection raises
the cost of the new innovation, reducing its supply.
A better and more practical form innovation policy lies in
brokering ‘grand Coasean bargains’ paying-off or trading out
regulatory protections or other rents in order to get the enemies
of innovation to stand down, or to accept a broader social compact that minimises rent creation and lowers the cost of innovation for anyone.
What this looks like in practice is less attention to targeted
innovation support (i.e. spending), and more attention to minimising the costs, frictions and distortions in the business environment (i.e. deregulation). Note this involves clear long-term
thinking and hard political bargaining (i.e. politics), and not just
short-term politically-delivered economic support.
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Effective innovation policy should aim to enact broader reforms making it easier to run businesses. Innovation means doing new things, and reducing the costs of introducing new ideas,
of starting new businesses, transferring capital assets into new
purposes, finding and hiring new staff, and creating new business models. Fixing these problems is less about supporting innovators by pushing public resources to them, but rather about
lowering costs and reducing barriers to doing new things. The
best innovation policy is a good business environment.
JASON POTTS
Professor of Economics and Director of Blockchain Innovation Hub,
RMIT University, Melbourne, Australia.
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1. Summary
How can innovation best be promoted? This is a question that
developed and developing countries alike seek to answer in order to enhance competitiveness, productivity, employment, and
growth.
In a major interdisciplinary research program, the Financing of Innovation (2013–2018), at the Ratio Institute in Sweden,
critical conditions for innovation have been studied in a systematic way, combining detailed quantitative modeling of all
Swedish companies with a large number of case studies. Echoing international studies on the same topic, results show that
innovation policy needs to focus more on supplying the right
competencies and on improving the institutions of the market
economy rather than on various targeted interventions such as
financial support or research and development (R&D) subsidies
for particular types of firms. Markets rather than bureaucrats
are thus decisive for an innovation policy for growth.
Innovation is about the commercialization of new knowledge through entrepreneurship. Hence, favorable conditions for
new firms and well-functioning markets are central to innovation policy. The evidence suggests however that a lack of financial capital is not the biggest problem for (new) innovative companies. Since the major sources of “competent” capital evident
to spur the creation and growth of new innovative companies
comes from founder(s)’ own savings, business angels, or venture capital (VC), lower taxation on entrepreneurship and personal incomes produce more “competent capital” than various
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types of subsidies. Further the effects of direct public support for
companies seldom match the expectations of policymakers. Instead, political attempts to solve alleged market failures often
create various type of policy failures such as skewed incentives,
unfair competition and regulatory capture.
Our studies show that, in Sweden, the greatest potential for
enhanced conditions for innovation comes instead from (a)
improving the general institutional conditions of market-related competitive conditions and the supply of human capital
and skills (“competence”) through a better-functioning labor
market and educational system, (b) moderating the frequently
increasing regulatory burden, and (c) addressing infrastructure
problems.
Generally, policy focus needs to shift away from an input-based logic toward an output-based logic. Instead of focusing public support on what is presumed to lead to innovation,
policy should prioritize overseeing the basic institutions of the
market economy and removing various obstacles to innovation.
Instead of maintaining a large and expensive bureaucratic system of governmental subsidies for private firms (“input-related” policies), more emphasis is needed on attending to “outputs” in terms of growing the number of innovative firms and
their impact.
An innovation policy for growth must put greater emphasis
on entrepreneurship and the overall institutional conditions for
enterprises. A reform process with such a focus would undoubtedly yield much stronger long-term improvements in the innovative capacity of the Swedish economy.
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2. The Financing of Innovation
Research Program
This book is based on the results of Ratio’s research program
Financing of Innovation, which conducted a large number of studies on the condition of innovativeness and growth in both new
and established firms. The purpose was to investigate the economic and legal challenges facing innovation and growth-oriented
entrepreneurship. The program was founded on a comprehensive empirical base with studies of companies at different development phases with an interdisciplinary perspective based
in economics, finance, law, and management studies. Research questions include: How can the interaction between financing and entrepreneurship be improved to facilitate innovation,
competitive production, and long-term growth? Which legislation is appropriate in the different phases of development of
companies? Are public support and financing systems effective?
The program ran from 2013 to 2018 and produced 49 scientific
articles, 17 working papers presented at conferences and symposia, and 18 reports, books, or book chapters, within the framework of the program’s five sub-areas:
1. Financing of new and fast-growing companies
2. Financing of disruptive innovation
3. Public support and innovation
4. Legal aspects of financing of innovation
5. Corporate governance and innovation
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A complete list of all scientific references is available at the end
of this book.
The program was supported by a steering group of experts and
decision makers from various stakeholders in innovation processes and entrepreneurship, including representatives of government authorities, commercial banks, VC companies, business
organizations, and inventors. The main financier of the program
was Vinnova, Sweden’s innovation agency. All studies and conclusions provided are of course those of the authors alone.
The continuous dialogue with these and other key stakeholders represented an important part of the program. Entrepreneurs, innovators, top executives, politicians, and other
decision makers contributed practical insights and broadened
perspectives on a continuous basis. A total of 25 open conferences and seminars were arranged. Ratio’s researchers in the
program also participated 131 times at external lectures and
conferences, and results from the program have been mentioned in the Swedish media 127 times.
What general conclusions can be drawn from such an extensive research program? How can the interaction between financing and entrepreneurship be improved to facilitate commercialization of new knowledge and innovation that can increase
competitiveness, jobs, and growth? What other conditions are
essential in strengthening development, entrepreneurship, and
innovation in Sweden?
The introductory chapter 3 of the book describes the general need for a more innovative economy in the modern Swedish welfare society, as well as various theoretical and political
perspectives on how such a development can be achieved. The
chapter provides a cursory theoretical overview of how innovations emerge and spread, and what role public policy can play
in these processes. Here, we derive three critical conditions for
successful innovation, namely capital, competence, and institutions (laws, rules, and social norms related to entrepreneurship
and innovation in society). We devote a chapter to each of these

critical conditions (chapters 4–6) where we also discuss international evidence of public policy interventions targeting entrepreneurship and innovation. Chapter 7 provides a summary
and conclusions drawn from the research program. At the end of
the publication there is a list of the articles and reports produced
within the framework of the program.
We would like to thank the financiers who have contributed
to this research program. In particular, Vinnova has both assisted Ratio with funding and input as well as important initiatives
in the development of research on public support schemes. Vinnova also generously funded Ratio’s earlier Skills for Growth
program, where ideas on the importance of competencies for innovation and entrepreneurship initially emerged. We also want
to thank the steering group of the program, as well as the many
people providing input on each of the specific research projects
– too numerous to name everyone here. Our deepest gratitude
is directed toward all the researchers who have been involved
in the program. A special thanks goes to Anders Gustafsson and
Christoffer Rydland who contributed valuable comments on the
manuscript and reviewed parts of the international research literature in the field, and to Samuele Murtinu who provided helpful criticism. We are also indebted to Klara Hvarfner for editorial
assistance.
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3. Innovation, Entrepreneurship,
and Prosperity
Like many industrialized economies formerly dominated by large manufacturing firms, the Swedish economy has undergone a
transformation in recent decades and in some respects become
very entrepreneurial. During the past decade or two, Sweden and
in particular Stockholm have seen more “unicorns” per capita –
companies with a market value of more than USD 1 billion – than
any other region outside Silicon Valley. Companies like King
(Candy Crush), Skype, Klarna, iZettle, Northvolt, and Mojang
(Minecraft) highlight the significant presence of high-technology start-ups. Today, more than 20,000 such “tech firms”
exist in greater Stockholm. The growth of the technology sector
is also mirrored in its occupational structure where the single
most common occupation in Stockholm today is that of software engineer. Around 18 percent of all VC investments in “fintech” (financial technology) in Europe since 2009 have come to
Stockholm (Wharton 2015).
Sweden also performs well in various international comparisons with respect to innovation capacity. In June 2018, the European Commission published its European Innovation Scoreboard, which measures how innovative different economies
are within the Union and between countries. As usual, Sweden
ended up among the highest-ranked countries. However, the
results have been criticized by several researchers, including
Charles Edquist and Jon Mikel Zabala (2018), who claim that
the European Commission does not actually measure innovative
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output but different types of input factors. Public investment in,
for example, R&D or primary education are of course important
preconditions for innovation. These can be seen as crucial public investments, but do not in themselves indicate the presence
of innovation and economic change. According to Edquist and
Zabala, the EU Commission combines inputs and outputs into a
simple mean value, which becomes misleading as an indicator
with excessive weight attributed to costs instead of results. In
Sweden, as well as in many other European countries, significant resources are spent on what is expected to lead to innovation, but this allocation of resources does not necessarily translate into more innovation and entrepreneurship.
Such significant investment in R&D without seemingly
sizable effects on realized outcomes has for a long time been
called “the Swedish paradox.” Previous research suggests that
Sweden appears to have problems in two areas: the entrepreneurial climate and innovation-led high-tech production
(Edquist & McKelvey, 1996). Kander and Ejermo (2006) believe
these conditions stem, first, from Swedish R&D still being disproportionately conducted in only a few multinationals – in
itself an indication of weak entrepreneurship – and, second,
Sweden continuing to lag behind the OECD average in medium- and high-tech exports, although it is catching up. Given
Sweden’s very high R&D intensity, this prevailing relative scarcity of high-technology start-ups and exports of medium- and
high-technology products indicates that bottlenecks for innovation do not come from a lack of innovative inputs, but rather somewhere else in the economic system.

Innovation as an increasingly important engine of growth
What is meant by innovation and what is its connection to entrepreneurship? Our point of departure here is Joseph Schumpeter’s
(1934) assertion that economic development is a result of innovative entrepreneurship, that is, commercialization of new, productive knowledge in a broad sense. In this sense, innovative out-
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comes can rather be regarded as innovations being commercialized
on an industrial scale (Dahmén, 1950).1 For this to be possible, the
business and legal conditions set by the state must be effective,
not only for entrepreneurs, but also for complementary actors
such as venture capitalists, industrialists, a labor force with adequate education and work experience, and customers (Eliasson
& Eliasson 1996). Fundamentally, this is about allocating different types of competencies across related sectors and markets
efficiently. Especially important are competent investor-owners
who can provide both financial capital, knowledge, and social
network resources (Gompers & Lerner, 1999).
An innovative industry enhances productivity and strengthens
the competitiveness of the economy, that is, its capacity for renewal and adaptation (Johansson & Karlson, 2006). “Innovation”
is here defined as something new – a product, process, or business
model – of commercial value. “Entrepreneurship” is about the
process of identifying opportunities for these to be developed and
realized in the form of growing companies (Drucker, 2014). Briefly, innovation is about commercializing new knowledge.
In a 1950s study, Stanford researcher Morris Abramowitz
(1956) showed that only 15 percent of US economic growth over
the period 1870–1950 could be explained by an increase in traditional factor input (land, labor, capital). The remaining 85 percent of the increase was linked to something else in the form of
increases in productivity in different parts of the economy. In
other words, new manufacturing methods, new technologies,
and new ways of organizing activities had accounted for a significant part of US prosperity, even during an era that was in all
likelihood more industrial and commodity-related than today’s
economic growth. Similar findings regarding the importance
of innovation have been confirmed by other researchers, such
as the Nobel laureate Robert Solow (1957), and these studies,

1) For micro-evidence on innovative inputs vs. innovation outcomes, see, for example,
McKelvie et al. (2017).
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among other things, form the basis of a field in economics called
endogenous growth theory. Scholars such as 2018 Nobel laureate
Paul Romer (1990) have in recent decades worked to develop
models of economic development that reflect the fact that a significant part of economic growth actually comes from innovation and changes in human capital rather than the consumption
of more natural resources.
There are plenty of illustrative examples of the link between
innovation and prosperity to date. For example, in relation to
digital technology, with the electronics of the 1940s, the computer power in a modern smartphone would have required a
computer the size of more than 200 buildings and consumed
50TW energy. With such energy consumption, a phone battery would have run out in less than a nanosecond. In the early
2000s, the Stockholm Stock Exchange had a daily turnover of
around SEK 20 billion. Annual turnover was around SEK 2 billion in the 1970s. In other words, the entire 1970s volumes were
traded in one day. Productivity measured as turnover per unit of
time would thus be about 2,600 times higher in the early 2000s
than in the 1970s. Such progress can only be made possible by
innovation, in this case in the form of the emergence of a completely digital and (later) privatized stock exchange (Jörnmark &
Ramberg, 2004; Cheung, et al., 2017).
In a world characterized by international competition from
low-cost countries and developed economies alike, innovativeness represents a central competitive edge. Companies that do
not renew their offers to the market or streamline their processes tend to face price competition, with eroded sales and declining margins as a result. In Sweden, both historical and contemporary export successes are in many cases based on innovation.
Astra became a global company with the help of the gastric ulcer drug Losec, and Axis was the first in the world to launch a
network-based video camera in 1996, a product innovation that
made the company a world-leading actor in the security industry (Berglund & Sandström, 2017). Victor Hasselblad’s one-eyed
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mirror camera laid the foundation for the company Hasselblad,
and Volvo’s investments in safety and quality gave the company a strong international position during the 1960s and 1970s,
partly thanks to the diagonal seat belt.
In an economy characterized by mounting competition and
technological turbulence, firms need to manage and measure
innovation systematically (Richtnér et al., 2017) and the absence of sufficient innovation is quickly translated into struggling performance. The Swedish pharmaceutical industry is
facing patent expiration and have not yet succeeded in creating
new drugs that fully compensate for this. Nokia’s mobile phone
business collapsed in the transition to smartphones, and Ericsson has encountered major problems in recent years due to increasing competition from, among others, Chinese Huawei.
Innovation is also essential to the labor market and wage
formation. New technology and new ways of organizing businesses lead to increased employee productivity, which means
that there is room for real wage increases. More recently, the effects of digitalization on the labor market have been described
as negative in the sense that jobs disappear. This is misleading
as it is not professions or occupational groups that disappear,
but rather specific tasks. Time is then freed up for employees
to devote their efforts to other, more value-creating activities
such as qualified services (McAfee & Brynjolfsson, 2015). Traditional industrial companies such as Swedish SKF (ball bearings)
and Ericsson are today largely knowledge-intensive product
and service companies where services generate an increasing
share of the profits. Increased efficiencies lead to lower prices
for customers, higher salaries for employees and, at least in the
short run, higher company profits. In the longer run, competition between new and existing companies subdues profits and
keeps the companies investing in innovation to maintain their
competitive advantage, with positive societal outcomes (Aghion
et al., 2009). As an example, as the hearing-aid industry recently moved from manual manufacture of earplugs to 3D-printed
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products and customized production software, several companies were able to increase their productivity by a factor of eight,
at the same time increasing product quality and improving their
companies’ profitability (Sandström, 2016).
A large theoretical and empirical literature on competition
and productivity illustrates that innovation-driven industry
dynamics is the most important factor behind growth and productivity development (e.g. Aghion et al., 2009). The fact that
companies can both enter and leave a market is something that
drives productivity forward. In other words, productivity increases are mainly due to high-productivity companies taking
market shares from companies with lower productivity (Jovanovic & MacDonald, 1994). Thus, exit of unproductive firms and
the “creative destruction” instilled by new entrants are both essential elements in achieving higher productivity (Caves, 1998).
However, the productivity gains of innovation can lead to
higher unemployment, where not enough new jobs are created
in other parts of the economy. In a study from 2009, two Ratio
researchers showed that not a single new job had been created
in the private sector in Sweden during the period 1950–2005
(Bjuggren & Johansson, 2009). Put differently, the high rate of
transformation that characterizes today’s business means that
old jobs are disappearing rapidly, but that this decline has not
been mitigated by the creation of new firms and jobs.
Other studies at Ratio have shown that new jobs tend to be
created in fast-growing companies rather than in mature and
established companies (Coad et al., 2014). There are also international studies showing that smaller and growing companies
account for a significant share of the more groundbreaking innovations in an economy (Acs & Audretsch, 1988). New companies also seem to have a particularly prominent role in industries dominated by a smaller number of large incumbent firms.
It is therefore clear, not only that innovation is important, but
also that entrepreneurship is essential in realizing opportunities for economic renewal.
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But how do innovations come about? Clearly, entrepreneurial ventures play a key role in bringing innovations to market,
but new productive knowledge can also arise elsewhere, such as
at universities and colleges and in large or small companies.
Previous research in this area has shown that universities
account for a relatively small part of the innovation in an economy. In a historical study of pioneering innovations in the United
States during the first half of the 20th century, it was shown that
the majority of these were created by entrepreneurs and small
companies (Jewkes et al., 1958). This is remarkable, especially
considering that the large companies of the time built their own
extensive research laboratories. Later studies have confirmed
the picture that smaller and growing companies account for a
significant share of new innovations and, above all, the more pioneering innovations (Acs & Audretsch, 1988).
Does publicly funded research not play a part in creating
new innovations? Out of the 100 American innovations rated
most prominent by R&D Magazine annually, only about 6 percent came from universities (Block & Keller 2008). Granstrand
and Alänge (1995) studied 100 significant Swedish innovations
during the period 1945–1980. According to their data, 80 percent
of these innovations could be derived from large companies,
while the remaining 20 percent came from small companies
and independent inventors. Of these innovations, Granstrand
and Alänge showed that universities were involved in just less
than 20 percent.
Sweden thus seems to follow the same pattern as the United
States where the business sector accounts for the greatest share
of innovation, but with a greater dominance of large established
companies. Publicly funded research instead seems to have a
more indirect role, in that results from basic and applied research alike spread more slowly through teaching and individuals who move between research institutes and business (Almeida & Kogut, 1999; Audretsch & Keilbach, 2005; Sandström et al.,
2016; Wennberg et al., 2011).
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There is also a large academic literature on the universities’
and companies’ innovation propensity which is based on patent
data. Although inventions and patents are not strictly the same
as innovation, the literature gives an insight into where innovative activity tends to occur in an economy. Here too, the role of
universities appears to be primarily indirect, although it has become more prominent over time. In a study by Ejermo (2011), it
was demonstrated that most inventors were found in the manufacturing industry. Ejermo’s study shows that, in 2004–2005,
there were 1,567 inventors in the manufacturing industry compared to 190 in academia, that is, more than eight times more in
manufacturing.
However, US universities’ share of patents increased during
the late 1990s from 1.5 percent (1975) to 2.5 percent (1988), an
increase that has continued as commercial revenues have become more important in financing universities and colleges
(Henderson et al., 1998). A similar pattern can be seen in several European countries (Lissoni et al. 2008) where university
patents tend to be more common in chemistry, biochemistry,
medicine, and similar subjects. The universities’ share of the total amount of patents was between 4 and 6 percent in France,
Italy, Sweden, and the United States. In a Swedish doctoral dissertation from 2013, Bourelos (2013) estimated that universities
accounted for approximately 6 percent of the patents in Sweden (Bourelos, 2013), approximately the same proportion as the
share of prominent innovations in the United States (Block &
Keller, 2008).
Does the increase in university patenting universally lead to
more innovation and entrepreneurship? Not necessarily. The
sprawling literature on university–industry collaboration – often called “academic entrepreneurship” – highlights that the
majority of university patents are commercialized by private
companies, given universities’ significant information asymmetry when seeking to gauge the commercial value of their ideas.
Universities around the globe have set up technology transfer
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offices (TTOs), university incubators, and sometimes university-sponsored/managed VC funds to increase the rate of inventions that are commercialized. Yet, the literature suggests that
those TTOs that are effective often tend to be so due to non-university factors such as the regional level of VC and skilled labor,
or factors rather unrelated to the creation of these institutions
such as the overall quality of the academic institution and its research (e.g. Chapple et al., 2005; Clarysse et al. 2011; Croce et al.,
2014; Mowery et al., 2015). Further, rigorous studies comparing
university start-ups supported by university incubators in different countries with similar firms started without such “support,” rather unanimously show that university incubators are
not very effective at enhancing the prospects of start-ups (e.g.
Amezcua et al., 2010; Ejermo, 2018; Lukes et al., 2019; Schwartz,
2013). Why is this? Kolympiris and Klein’s (2017) study of a large
number of US universities provides a clue by finding that, when
a university-affiliated incubator is started, it is often followed
by a reduction in the quality of innovations and licensing income
for the university. This indicates that university incubators
compete for resources with TTOs and other campus programs
and activities, meaning that the useful outputs they generate
can be partially offset by reductions in innovation elsewhere.
But where do the new innovations emerge from, then?
Sandström (2014) studied 100 of Sweden’s foremost innovations created by individual entrepreneurs, by established companies or by universities. The results are similar to the studies
presented above: The overwhelming majority of innovations
came from the business community, and universities had a more
limited role. In this study, forty-five percent of the innovations
came from established companies, 35 percent from individual
inventors who started companies, and the remaining 20 percent emanated from universities. Of the university innovations,
the overwhelming majority were found in medicine and health.
Sandström’s (2014) results indicate that commercial industry
and independent inventor-entrepreneurs dominate when it
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comes to innovations that become commercially successful on
a large scale.
To sum up, entrepreneurship and innovation, that is, commercialization of new productive knowledge, are crucial for development, productivity, prosperity, and job creation. Although
Sweden performs well in some respects, it is clear that significant development potential remains to be realized.

Challenges of innovation policy and innovation systems
A narrow interpretation of the above results would imply that
market actors, in particular private firms, are vastly more important for innovation than universities. This, of course, would
be an oversimplification as private firms – new and established alike – rely on universities for recruiting skilled personnel,
commissioned research projects, etc. Tracking and understanding the origin of innovation is a complex issue that requires a
broader and more systematic approach. Here, then, the role of
policy needs to be discussed.
The state can be more or less active in fostering innovation
and focus on indirect as well as more direct policies. A large international research literature on so-called “innovation systems” has emerged over the last few decades to discuss these
issues. Several Swedish researchers have been involved in this
field, which is sometimes called Innovation System Studies (e.g.
Edquist & Johnson, 1997; Bergek et al., 2008; Lundvall, 1992,
2010). The literature today is extensive and has moved in different directions, but there are several different schools of thought
sharing different views on the role of policy and the importance
of entrepreneurs. One common feature is to emphasize the systematic and evolutionary nature of innovation, the complexity
of how related systems of actors evolve, the need for cross-border collaboration, and the resistance of established interest
groups and institutions.
According to the Systems of Innovation approach, system
thinking or a system-wide approach is essential. Innovation
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systems, which exist at both national, regional, and local levels, comprise actors who all have different roles in a coherent
system. This theory posits that absent links in the system create
problems. Both politics and the market are important, although
the importance of entrepreneurs is usually underscored. A different, partially complementing version of the same thinking is
at times referred to as the “Triple Helix,” where three central
actors are identified: universities, authorities, and private companies. The overarching idea is that collaboration between these
actors is crucial for the strength of the innovation system (Etzkowitz, 2000; Etzkowitz & Leydensdor, 1995).
Some research, however, questions this approach as being
too “top-down” and as a consequence it fails to capture the importance of well-functioning market mechanisms and incentives for private entrepreneurs in the emergence of innovation
(Baumol, 2004; Elert et al., 2019; Woolthuis et al., 2005). A fundamental idea in this approach is that the role of policy should
focus on overseeing the functionality of basic institutions of the
market economy and to ensure that different forms of “bottleneck” disappear. Those bottlenecks could be anything from the
basic educational system, the taxation system, regulations on
new firms, supply of VC, etc. (Acs et al., 2012; Borrás et al., 2009;
Elert et al. 2012). From that perspective, the innovation system
is less something “designed” or “moldable” by top decision
makers but rather grows organically, “bottom-up” from the
actions of entrepreneurs and inventors. Similar assumptions
can be found in the literature on Evolutionary Economic Geography where competition among individual companies, often
clustered together with similar and complementary companies,
forms the basis of innovation and growth (e.g. Nelson & Winter,
1982; Rigby & Essletzbichler, 1997 Boschma & Lambooy, 1999).
The fact that markets and entrepreneurship are important
for innovation does not necessarily imply that the government
should support these actors; it may be enough just to ensure that
competition is fair and no monopolies are created. There are,
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however, theoretical reasons why innovative work in an economy may be underfunded. Certain types of knowledge production, such as long-term investment in R&D, fulfill the criteria
of being a public good that is difficult to finance privately. The
development of new research is associated with costs, while the
benefits can be appropriated by many actors where anyone can
use the resource (Acs, 2002). This is a type of positive externality in that knowledge “spills over” to a wider variety of actors.
This is known to benefit society and economic development but
comes at a cost borne by the actor creating the new knowledge.
There is, therefore, a risk that some actors free ride on others
who, in turn, will be less likely to invest in R&D (Arrow, 1963).
This means that there is a risk of a suboptimal amount of R&D
in a society that then comes to rely solely on profit-maximizing
companies and the free market.
This explains why it may be difficult to attract private funding for R&D (Hall & Lerner 2010). R&D is inherently risky, and it
is common for projects to fail. The high risk, and the difficulty of
properly conveying information about an R&D initiative (which
is often technically complex and specific for the individual company), means that traditional financing opportunities such as
bank loans can be difficult to secure. Moreover, it is generally
difficult to use knowledge from an R&D project as a guarantee
for a possible loan, one exception being cases where R&D investments have resulted in patents that can be commercialized
and sold (Ullberg, 2015).
Further, the introduction of innovations is rarely a painless
process. In order for new structures to be able to grow, old structures, in the form of companies, competencies, and institutions,
need to change or, in some cases, be removed completely. Innovations that lead to redundancies or the loss of competitiveness
often result in conflicts. Schumpeter coined the term “creative
destruction” (Schumpeter, 1942) to describe how innovations
lead to structural transformation. Not infrequently, these conflicts cause innovation to be blocked by incumbent firms and
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actors with a vested interest in the old way of delivering goods
and services (Potts et al., 2016). For the innovation capacity of
a country it is therefore crucial to handle the tensions that exist between established interests and new ones constructively,
through antitrust policy (scrutinizing and avoiding the creation
of monopolies) and regulations that encourage new firms to enter existing industries as key mechanisms of the state.
Some research has emphasized the importance of public initiatives to both finance the development of new innovations and
ensure that innovations do not get stuck in different structural
locks in the economy (Mazzucato, 2015). These researchers often have a Keynesian perspective when arguing that innovation
processes require government intervention. Capital markets
are assumed to be inefficient and are characterized by different
types of market failures that justify public efforts as support for
innovation. We will return to this question in the next chapter.
There are several examples of countries that have achieved
economic growth through a more active or interventionist industrial policy. Taiwan built up a world-leading semiconductor
industry, partly through a combination of state-owned, publicly
funded technology imports (mainly from Silicon Valley) and the
formation of technology parks (Saxenian, 2002). The Japanese
development model during the post-war period was also clearly
characterized by public initiatives. Through the Ministry of International Trade & Industry, both exchange rates and technology development were controlled in tandem with business and
industry, while domestic industry was protected from foreign
competition. However, it is unclear to what extent this contributed to the Japanese economic miracle (Okimoto, 1989). Japan
has been in long-term economic stagnation since the 1980s,
and a lack of entrepreneurship has been emphasized as one of
the main problems. A more contemporary example is the small
country of Singapore which, with few domestic resources, has
developed over the past 40 years into one of the world’s leading
economies with high economic prosperity. Free trade, major in-
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vestment in the secondary and tertiary education sectors with
a focus on both breadth and excellence, and active retrieval of
technology and knowledge from developed countries with low
taxes and generous working conditions for international expertise, are just some of the suggested recipes for success.
There are also examples of how costly and, in the short run,
unprofitable R&D has been subsequently successfully commercialized by private companies. AT&T’s Bell Labs in the United
States is one of the most famous examples in this field where,
among other things, researchers invented the transistor, the laser, radio astronomy, the image sensor, and several programming languages – no less than eight Nobel Prizes to date have
been awarded to Bell Labs. During the 1970s, several of the information society’s building blocks were developed at the Xerox Palo Alto Research Center (PARC), such as laser printers,
the modern PC, graphical user interfaces, object-oriented programming, and advanced semiconductors. Kodak Research Labs
is behind several of the technologies that have been crucial for
the development of digital photography, including the first digital camera in 1975 and the world’s first megapixel sensor in
1986 (Paxton, 2012). Large Swedish companies have also devoted themselves to significant and long-term development work.
For instance, Astra’s development of world-leading drugs such
as Losec and Xylocain was a long and costly process spanning
many years, Ericsson developed the AXE system with electronic switches, as well as Bluetooth and several other technological
innovations within telecom.
How, then, have private companies managed to finance the
innovation work that, at least in theory, is a public good? There
is no clear answer. In the cases of Bell Labs and Xerox PARC,
there were large profits from the core business that could be invested generously in various development projects. At the same
time, it is evident how often these organizations failed to reap
the rewards of their innovation work. Researchers at Bell Labs
had to leave the organization in order to continue working on
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the transistor. Although Eastman Kodak developed digital photography and had thousands of talented engineers, they failed
to complete and realize the value of their technological achievements. It should also be pointed out that R&D can only partly be
understood as a public good: R&D is frequently embedded in machines and brands, customer relations, and different processes,
often in such a way that other actors cannot replicate anything
fully. Replicability differs among innovations and sometimes
established companies can commercialize an innovation despite
a lack of intellectual property rights (Teece, 1986).
These examples suggest that private-sector actors often find
ways to finance long-term, groundbreaking innovation, even
if they themselves do not always manage to capture the rents
that these innovations create. However, there are other examples of government intervention that suggest caution over such
involvement. Harvard professor Josh Lerner’s book Boulevard
of Broken Dreams (2009) contains countless examples of unsuccessful active business and innovation policies around the
world, ranging from abandoned science parks in Malaysia and
EU funds distributed so widely through political deliberations
that they could not make any difference, to incubators in Australia which themselves consumed a large part of the resources
earmarked for entrepreneurs.

Fundamental information and incentive problems
The fact that innovation and entrepreneurship are important for
the economy therefore does not necessarily imply that R&D or
small business should be supported by the state. While there are
theoretical arguments for state intervention, we can identify several factors that urge a more cautious approach.
One important reason is that policy, just like the market, can
fail. An alleged market failure is not an adequate reason for political intervention: It also requires demonstrating that politics
really can solve the problem in question, avoiding policy failures. As we shall see, this is an important challenge for inno-

41

42

Bureaucrats or Markets in Innovation Policy?

vation policy. Challenges can be divided into problems of information and incentive (Karlson, 1993; Boettke and Leeson, 2004;
Leeson and Subrick, 2006; Pennington, 2011).
Information problems concern the difficulty a public actor
has in collecting the information and acquiring the knowledge
that enable correct decision-making regarding, for example,
the allocation of resources. According to many economists, it is
practically impossible to aggregate information and knowledge
about production conditions, business opportunities, customer
preferences, etc. to a central unit in society. Instead, this information is scattered, local, and time-bound in character (Hayek
1945). For example, an investment decision is made by a particular individual, with specific expertise and with specific social
networks. The considerations made by the individual cannot be
measured or summed up and centralized in society. This is why
a market economy is usually superior to a coordinated economy: The price mechanism provides aggregate information about
customers’ demand, and the companies’ profits and losses. Information and knowledge are thus conveyed between market
actors, and this information is hard to extract from its origin.
Industrial development in a market economy is often a complex evolutionary process. Through an experimental search process characterized by failures and unpredictable breakthroughs,
the economy develops over time (Aldrich, 1999). Individual
market actors make mistakes and invest in the wrong technical
solution or the wrong business model for a new technology. Over
time, adjustments are made continuously, and, through exclusion, new solutions are selected in a process that can be likened
to Darwin’s natural selection.
If the actors themselves who operate in a market are unable
to know which technology or business model is optimal, there is
reason to question how a public actor in the form of a government agency or a policymaker can perform this task satisfactorily. Government involvement in the form of “picking winners,”
that is, attempts to generate growth through government se-
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lection of technologies or companies, risks becoming expensive
for taxpayers. An example is how the municipality of Örnsköldsvik in northern Sweden spent several billions trying to extract
ethanol from cellulose, resulting only in municipal debt and an
absence of economic growth. While the municipality continued
investing and obtained more state funding for doing so, ethanol has since lost its appeal and instead electric cars are gaining
momentum.
Incentive problems are about the driving forces of public actors. Are political decision makers and administrators really
driven by the right incentives, or are their actions more about
pursuing different types of self-interest, such as vote and budget maximizing, rather than promoting what is of public interest
(in this case, innovation)? Such issues have been studied within
public choice theory which has found significant support for the
claim that politics is influenced by profit from special interests
at the expense of taxpayers and the public (Buchanan & Tollison,
2009; Niskanen, 1975).
For example, different public programs tend not to be closed
down, even when they have no positive effects. Government
initiatives can also lead to companies developing opportunistic behaviors which, ultimately, can result in both cheating and
corruption. Furthermore, even support or cheap loans are not
free as they are always associated with a search process that
requires personnel resources, both for the company and the administrative body. Competition may be distorted, and selective
support can create skewed incentives where companies spend
more time applying for grants and lobbying for support than
they do developing their products and services (Baumol, 1990).
Furthermore, there is a risk that politicians prioritize what
benefits them in the short term rather than making decisions
that benefit society in the long term. There is always a risk,
then, that support schemes and an active innovation policy will
be exploited by opportunistic politicians as well as authorities
and companies. One example comes from recent developments
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in Spain, where an overly supportive scheme for renewable energy resulted in a bubble of solar cells and wind power, as well
as considerable levels of corruption. The support was so generous that growth became unmanageable for the government,
which eventually had to withdraw the support it had assured
would apply for years to come (Calzada et al., 2009). This shows
that public initiatives for innovation are associated with both
information and incentive problems.
To sum up, there are several theoretical arguments why a
market’s conditions would produce an insufficient supply of innovation, suggesting that policy efforts are needed. These are,
however, associated with their own difficulties, both with regard to access to relevant information and current incentives.
A functioning policy for growth therefore needs to strike a balance: Political failures may be as problematic as market failures.

Capital, competence, and institutions
To provide an analytical structure for the continued discussion
of the challenges related to innovation policy, we focus here on
three fundamental conditions for innovation: capital, competencies, and institutions. Contemporary models of economic growth
are often based on a similar structure (Solow, 1957; Romer, 1990).
Capital is a prerequisite for investments in innovative operations and commercialization of new knowledge (Kortum &
Lerner, 2001). The same applies to competencies. The importance of human capital for economic development is well documented in research (Becker, 1964). For innovation processes,
competent2 employees (in academic jargon: human capital) are
particularly important. Further, it is not uncommon for radically new innovations to create entirely new requirements for
competencies. Access to capital and expertise can ultimately

2) We use the term competence as the potential capacity of an individual (or a team) to handle
certain situations or complete a certain task or job successfully, according to certain formal
or informal criteria, set by themselves or by their employing organization (Ellström, 1998).

only create innovation if there are functioning institutions that
enable commercialization of new knowledge. Here, institutions
refer to laws, rules, and social norms related to entrepreneurship and innovation (North, 1990).
A successful innovation policy is therefore no trivial issue.
Chapter 4 highlights the functioning of the capital market and
the various public initiatives in the area. Chapter 5 deals with
the provision of competence, and Chapter 6 discusses the formal and informal institutions required for innovation. Finally,
the results and a number of policy conclusions are summarized
in Chapter 7.
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4. Financial Capital and Innovation
Access to financing and VC is a prerequisite for new knowledge
to be commercialized. This applies in the early stages of development but is also important for innovations to be commercialized on a large, industrial scale. An important issue for business
policy in general and for financing firms in particular is therefore whether the capital markets work well or not. In the latter
case, the state may have an important part to play.

The capital market for innovative start-ups
The purpose of the capital market is to allocate capital from
those with a surplus, savers, to those with needs, investors. It
is fundamentally about managing risk, as all investments in a
changing world are uncertain. This applies, in particular, to original business ideas.
There are several types of savers, ranging from private individuals and fund savers, or those with money on traditional
bank accounts, to global actors such as insurance companies
and investment banks. Financial markets enable companies that
have good ideas for new products, services, or other solutions
to obtain the financial resources needed. In return, those who
provide the capital must be able to make a profit, for example
through interest on a loan, by taking advantage of the profits if
one is an owner, or through share dividends (Malkiel & Fama,
1970; Fama, 1991).
However, financing innovation is characterized by various
types of information problems. The entrepreneur potentially has more information about their project than the financier,
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which in turn makes it difficult to determine the quality of the
project (Akerlof, 1970). It is also possible that the entrepreneur
knows less about the project than they believe, as many entrepreneurs are overly self-confident (Koelinger et al., 2007). In
addition, financing of innovation needs to solve what Cooter and
Schäfer (2012) called the problem of “double trust,” where the
financier wants insurance that they are not deceived, and the investment is sound, while the entrepreneur does not want to risk
the innovation being stolen or copied by the financier.
Theoretically, the bank cannot solve this uncertainty solely
by raising the interest rate to compensate for risk. A higher interest rate will lead to sound projects obtaining funding in other ways, which means that the bank will be left with poorer and
poorer projects as interest rates increase. This in turn leads to
most banks rationing credit by not granting risky loans (Stiglitz
& Weiss, 1981).
If banks are able to provide risk-adjusted interest rates to
borrowing companies, the problems are reduced, and it is even
theoretically possible for all companies that need to borrow to do
so (Arnold & Riley, 2009). Banks declining credit to some small
companies are often criticized in the popular press or in entrepreneurship circles; however, from a societal perspective this
also serves the purpose of preventing poor business plans from
being funded, which in turn prevents unnecessary bankruptcies
(De Meza & Southey, 1996). The market is a mechanism for allocation of limited resources. This means that all companies cannot and should not receive funding for all their ideas or projects.
The theoretical literature thus cannot in itself explain if
information problems in the capital markets actually lead to
market failures, but empirical studies are needed nevertheless.
Studies of market failures in finance are however difficult to
properly design and execute. In a sense, studying a market failure is about trying to investigate whether there are transactions
that would have taken place if the market lacked information
problems. It resembles how physicists observe black holes, that
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is, not by studying them directly, which is impossible, but by observing effects in their surroundings.
To make the issue even more complicated, access to credit
will vary over the business cycle (Becker & Ivashina, 2014). The
financial crisis in 2008 marked a serious reduction in credit,
which in turn affected companies’ access to financing. Not least,
the tightening of banks’ lending as a result of the regulations in
Basel III reduced the opportunities for bank financing of new innovations. For example, in Spain, which was severely affected
by the crisis, this led to companies with limited access to credit
being given preference for bank funding over other firms which
may have shown more promise in the long term (Garicano &
Steinwender, 2016).
In a review of the OECD (2006) before the financial crisis, the
situation in the member countries was described as follows:
OECD countries do not report any generalized small and
medium-sized enterprises (SME) financing gap. Most SMEs in
OECD countries are able to obtain sufficient credit from banks
and other credit institutions, supplemented in some cases by a
modest volume of official guarantees.
The OECD (2006) report also shows that poor access to credit
is an increasingly major problem in non-OECD countries with
poorer functioning institutions and legal frameworks. Other research reaches the same conclusion (Aghion et al., 2007).
Several studies within Ratio’s Financing of Innovation research program have looked at the Swedish capital market.
Some of the initial studies indicated that small, new companies
indeed have difficulties accessing both equity and debt markets.
New companies often rely on their own savings, and bank loans
are unusual. According to one study, 87 percent of a large sample of Swedish start-ups primarily made use of founders’ own
savings for setting up the firm (Bjuggren & Elmoznino Laufer,
2015). In this study, many respondents expressed their frustra-
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tion with funding, even established SMEs. The results also show
that many entrepreneurs have temporary jobs to finance their
start-up companies, and that they occasionally avoid paying
themselves a salary. The result can be interpreted as there being
so much friction within the capital market that sometimes it is
just easier to use one’s own assets. The international literature
also shows that established SMEs finance a lower proportion of
their investments using external funding, particularly where
bank funding is lacking (Beck et al. 2008). One policy conclusion
of the above could be that it needs to become easier to accumulate private savings in Sweden (Wennberg & Laufer, 2014).
Distinct from debt funding, which largely comes from commercial banks or various types of governmental “soft loans,”
there are several distinct sources of equity funding for innovative start-ups. Most central types of equity funding come from
business angels, commercial VC and, more recently, various
forms of government venture capital (GVC). Studies within the
Financing of Innovation research program have shown how
business angels and new forms of financing such as crowdfunding have in recent years gained a more prominent role as equity
funders of new firms (Elmoznino Laufer et al., 2014; Elmoznino
Laufer, 2016). Crowdfunding has received significant scholarly
and public attention and, as a phenomenon, experienced rapid growth in Sweden as well as elsewhere (e.g. Sorenson et al.,
2016). In Sweden, crowdfunding platforms struggled with some
legitimacy problems, not least after a number of scandals that
weakened trust in these platforms and spurred public discussions of new regulations (Elmoznino Laufer, 2017).
Business angel investment has been subject to significant
stress in recent decades. Being early-stage investors, business
angels tend to put great emphasis on the ideas and people they
fund, often based on perceptions of trust and their own insight
into the uniqueness of an entrepreneur or an idea (Mason, &
Rogers, 1997). Since investments are entirely private, no public record exists of the total number of transactions made or
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the financial sums (Avdeitchikova, 2009). As private investors
often supplying smaller but important early-stage funding for
start-ups, research shows that business angels take significantly greater risks than other investors. A 2004 study of 252 active
Swedish business angels estimated median investments to be
at around SEK 300,000 (in 2004 figures) but with significant
variance. Compared to the 1990s, contemporary business angel
investments are more often “syndicated,” that is, two or more
business angels co-invest in specific companies. A more recent
study of 193 Swedish business angels revealed that the majority
were “highly aware” of potentially losing their money. Most of
the angels surveyed invested smaller amounts: One in three had
the capacity to invest over SEK 1 million per company (Elmoznino Laufer et al., 2014).
VC has been noted to have several positive effects on the companies that receive it, even beyond the VC’s ability to efficiently
screen and “select” fruitful investment companies (Croce et al.,
2013). In addition to contributing capital, VC investments usually lead to increased competencies and improved governance of
the companies that receive money. The potential downside of VC
from the entrepreneurs’ perspective is that investors may gain
control over firms, precisely in order to better manage them
(Kaplan & Strömberg, 2001; Gompers & Lerner, 2001). Many entrepreneurs, however, are skeptical of external owners and oppose VC investments, even when they are offered more than the
current company value (Bornhäll et al. 2016; Croce et al., 2019).
This may seem irrational but is consistent with the broad literature showing that factors other than profit maximization drive
entrepreneurs (e.g. Benz, 2009; Hurst & Pugsley, 2011). Long
term, successful entrepreneurs may also seek to put their company on the stock exchange through an initial public offering
and, in doing so, keep controlling rights of the company even
as it grows (Wasserman, 2012). Private VC investments roughly amount to between 0.2 and 0.4 percent of GDP in the United
States, Canada, and the United Kingdom (Avdeitchikova, 2008)
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and in Sweden it has been estimated at 0.1 percent of GDP (SOU
2015: 64). To what extent these discrepancies across countries
represent a tangible shortcoming for the financing of innovative
new firms in Sweden, or elsewhere for that matter, is impossible
to gauge. A potential shortcoming in the market for VC can be
explained by many factors, such as national taxation rules, market accessibility, interest rates, etc., yet none of these reasons
represents a “market failure.”
Governments can influence the financing of new firms in
various ways, from designing the institutional framework in
which investors and companies operate to direct investment
in companies. Indirect strategies may, for example, be changes in legislation affecting private investors, tax relief for private VC investments, or support for business angel networks.
Direct strategies mean that the state plays a more active role.
The latter is often characterized as GVC, which generally can be
divided into three groups: “investment guarantees,”3 “fundin-funds,” or “direct investments.” The latter can take place
through co-investments with private players or by means of the
government investing on its own. Just as with private investors,
government funders look for suitable investment objects, to
support companies with various non-financial initiatives, and
of course aim to achieve successful exits. However, the government has a broader goal structure than private investors, that
is, to stimulate the country’s innovation capacity and contribute to regional growth. This approach is thought of as being
“market-complementary” (i.e., based on a market failure logic). A common ambition with government investments is often
to “signal” to private players that there are good opportunities
for returns in segments in which private investors are not currently active. A common hope is that a GVC program would, in
the long term, increase the amount of private VC investments

3) For example, the government could commit to covering a proportion of any losses that
might be incurred by private VC actors.
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in a country, which, given the positive effects that seem to exist
from VC investments, could increase economic growth. However, academic studies have challenged the effectiveness of GVC
(Brander et al., 2015; Cumming et al., 2017). A Canadian study
showed that state intervention crowded out private capital to
such an extent that the total amount of VC in Canada actually
declined (Cumming & MacIntosh, 2006). A study using the VICO
dataset on 8,370 European high-tech firms found that GVC investments themselves did not exhibit any positive long-term
effects on sales growth among investees, but a positive effect
when combined with private VC (Grilli & Murtinu, 2014). Similar findings were noted in Lerner’s (1999) well-known evaluation of the largest GVC initiative in the United States – the Small
Business Innovation Research Program (SBIR). Analyzing 1,135
firms, where approximately half of the sample received support
from the SBIR program, Lerner found that firms which did receive grants grew faster in sales and employment over a 10-year
period, but only among those firms located in areas with substantial early-stage financing from venture capitalists.
In a review of previous international studies on GVC’s abilities to support young innovative firms, Colombo et al. (2016)
highlight that GVC programs may have both “systemic effects”
(such as nurturing the development of a private VC industry,
with Israel being a common “success story”) and “treatment
effects” by enhancing the productivity and viability of invested firms, measured as successful exit, innovation, and growth.
However, they find mixed evidence for both types of effects.
When GVC does seem to work it is when investments are made
in tandem with private actors who may exert their “competent screening” by investing their own money, which the government investment vehicles obviously do not (Engberg et al.,
2017; Grilli & Murtinu, 2014, 2015). However, a problem is that
GVC tends to mimic private VC by investing more in established
rather than new ventures, thus not contributing to solving the
alleged market failure in early venture phases (Svensson, 2018).

53

54

Bureaucrats or Markets in Innovation Policy?

Trying to study which companies have limited access to credit
is difficult. In an article which attracted much attention, corporate cash flows were studied in relation to investments as a measure of credit limitation (Fazzari et al., 1988). However, the measure has been criticized and debated (Kaplan & Zingales, 1997;
Fazzari et al., 2000; Kaplan & Zingales, 2000). Unfortunately, almost all external criteria on which companies are credit-restricted seem to be problematic and often unsuccessful at predicting
behavior (Farre-Mensa & Ljungqvist, 2016). Since it is difficult to
show which companies are genuinely affected, it is also therefore
difficult to judge exactly how extensive the problem is.
In this context, it should be emphasized that there is a difference between a market failure and a financing gap. A financing
gap means that companies operating at a suboptimal scale or capacity, and seeking to grow using outside capital, do not receive
this capital despite having sound plans and finances, resulting in
the company remaining at a suboptimal scale. The reason for this
may be a market failure according to the above theory, but there
may be more than information problems at play which could explain why a market does not work well. For example, this could be
about taxes and rules that make it difficult to accumulate capital.
The reason for the lack of capital in such cases is not a market
failure but rather a policy failure. An improvement is then more
easily achieved by changing the laws, rules, and taxes that affect
the business enterprise. The Swedish government’s official report outlining how Sweden can become more innovative (SOU
2015: 107m p. 211) states that the existence of a market failure is
not sufficient to justify a public intervention:
Market failures are in practice difficult to observe and probably
differ quite a lot between markets and industries, but above all
between different types of research. The existence of market
failures is also not a sufficient motive for why the public should
intervene, especially when it comes to R&D and innovation
activities in the companies. [Author’s translation]
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The effectiveness of government support schemes
Since the 1970s, governments around the globe have implemented policies to facilitate the funding of new innovative firms.
These policies range from direct subsidies, tax cuts (directed especially at new or small businesses), special grants for working
capital, business training, and counseling services (Rotger et al.,
2012). Other policies seek to provide financial resources such
as loans, R&D subsidies, or contracts through agencies or GVC
funds (e.g., Brown & Earle, 2017). Through such policy interventions (also referred to as “input-related” policies), governments seek to provide support aimed at narrowing the knowledge
and resource gaps entrepreneurs face as they launch and run
their businesses. Implicit in these interventions is an effort to
address presumed market failures for these entrepreneurs to
close these knowledge and resource gaps themselves (Audretsch et al., 2007). Given the resources devoted to business support
programs, it is natural to ask whether these interventions (“inputs”) are effective at growing successful ventures (“outputs”).
Several studies offer widely different answers to this basic question (e.g. Amezcua, 2010; Autio & Rannikko, 2016; Grilli & Murtinu, 2014; Lerner, 2009).
To determine whether state and other public direct and indirect support schemes for companies are effective, careful empirical work is needed. However, carrying out empirical evaluations of selective support/subsidies is often a difficult challenge
since these are unfortunately rarely distributed in such a way
that they can be systematically evaluated. For example, in medicine it is common for studies to investigate whether a new medicine is better than its predecessor through randomized control
trials. Since the group that has been given the new medicine is
randomly selected from the total group of patients, there should
be no systematic differences between the groups receiving the
new and the old medicine, respectively. It is thus easy to compare the effect between groups, and if there are any differences
they will only depend on which medicine the patient received.
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Unfortunately, it is still unusual for economic policy initiatives to be designed and evaluated the same way, although it has
become more common, especially in the United States. A common practice in many government support schemes is still to
distribute funds to the companies that actively seek and qualify
for such support. Such companies differ from other companies
in several ways: They can be more successful than other companies, as they passed an evaluation to receive their support, or
they may be less profitable than other companies, as they needed to apply for public support. This makes it difficult to study
the effect of support schemes. If these firms do better (or worse)
than the average company in Sweden, is it because of the aid or
because these companies were different to begin with? This is a
problem referred to in the econometric literature as “selection
bias,” that is, since the companies themselves have chosen to
seek support, they are probably different from the average (Angrist & Pischke, 2009).
Trying to deal with selection bias is one of the greatest challenges in empirical social science, and over the past 30 years a
variety of methods have been developed to address the issue
(Angrist & Pischke, 2010). Unfortunately, these methods demand carefully designed studies using detailed data, which often hinders systematic evaluation.
Another problem for government efforts is to prevent their
interventions from crowding out the availability of resources
already provided by market mechanisms (e.g. Cumming et al.,
2018). For example, if authorities offer lenient loans, support, or
other measures on more favorable terms than the private sector,
there is a risk that companies simply replace private money with
public money without a net increase in the amount of capital.
Instead of crowding out, the goal is to achieve additionality, that
is, that the public effort adds productive value over and above
that already existing, not only for an individual firm but for the
economy as a whole. In order to achieve high additionality, public money should ideally be invested in companies and projects

Bureaucrats or Markets in Innovation Policy?

that are sufficiently profitable that they will succeed in the market, but not so profitable that they could receive private funding.
Given these evaluation problems, it is not surprising that the
empirical results around active measures to increase the amount
of innovation within companies, or otherwise to strengthen (especially) SMEs, diverge. Hence, there is a great need for studies
that try, as far as possible, to deal with the problems related to
selection bias (Klette et al., 2000). There is also widespread disagreement in the existing research, where some researchers are
positive about government initiatives (Mazzucato, 2015) while
others are more skeptical (Lerner, 2009). At the same time,
there are strong reasons for increasing the amount of R&D, and
the efficiency of the R&D being implemented, as several studies indicate that it has become more difficult to find new breakthroughs, which will reduce long-term economic growth (Erixon & Weigel, 2016; Gordon, 2016; Bloom et al., 2017).
The international experience of R&D support is extensive,
but highly mixed. A study on Israeli innovation support found
positive effects on small businesses, but negative if the aid was
given to large companies (Lach, 2002). A German study indicated
that support did increase private companies’ R&D investments
(Hussinger, 2008). A study on US R&D support for small businesses found that support primarily crowded out private money
and did not produce any positive effects (Wallsten, 2000). Recent research has however found positive effects of innovation
subsidies on innovation in the US energy sector (Howell, 2017).
Overall, results seem to differ depending on the method used,
the sector and region that is subsidized, and how the subsidies
are distributed (Colombo et al., 2011).
A literature review summarizing 77 different studies of government support schemes produced unclear results and had
methodological problems, mainly related to companies that
benefit from multiple supporting activities (Zúñiga-Vicente et
al., 2014). Evaluating efforts where companies receive more than
one type of support is methodologically complicated and there
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are few developed econometric methods to solve the problem.
When firms have received several support initiatives, it becomes
difficult to distinguish which of the supports had a possible effect or if the effect arose cumulatively. One of the countries with
the longest history of offering a range of policies in support of
entrepreneurship is the United Kingdom. In a long-term study
of various UK government initiatives to support new and small
firms, Bennett (2008) surveyed more than 2,000 firms in 1991,
1997, 2002, and 2004, finding that, overall, government intervention is difficult to make effective at reasonable cost–benefit
ratios. Bennett finds little evidence of market failure for growing and more innovative firms, but rather than systemic market
failures in the United Kingdom only seems to influence very early-stage start-ups. Over the study period, the UK government
partly decentralized previously centralized programs, which
had marginal benefits for the number and type of recipient companies on the one hand, but sharply increased public costs and
the bureaucracy recipient companies had to negotiate on the
other. Bennett’s survey also highlights the stark gender bias in
a highly disproportionate number and sum of support provided
to male-led firms, compared to the average level of male- and
female-led small and new companies.
Not surprisingly, the Swedish experience also shows mixed
evidence. Norrman and Bager-Sjögren (2010) examined the
Swedish Innovation Center’s EUR 56 million initiative to support “innovators in their absolute earliest phases of development with financial capital, advice and networks” between 1994
and 2003. The support came in two forms: (1) an “innovation
subsidy” of approximately EUR 4,000, distributed to all participating companies, and (2) a conditional loan of a maximum
of EUR 43,500, which only had to be repaid if the project generated revenue. Using a comparative sample of applicant firms
that either received or did not receive the support, they found
the impact of the program to be “weak or non-existent.” They
also found that the projects that program officials considered to
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be “the most promising” did not perform any better during the
six years following the support than other firms, leading Norrman and Bager-Sjögren (2010, p.615) to conclude that “given eligible applications, supported firms could just as well be
picked randomly.” One more recent study using a similar design
as Norrman and Bager-Sjögren’s, where rejected and accepted
applicants are compared, found positive effects of Vinnova’s
innovation support program (Söderblom et al., 2015). Other
contemporary studies concerning Vinnova’s research schemes
“Forska & Väx” and “Vinn Nu” found negative effects instead
(Daunfeldt et al., 2014). A closer look at the regional variation
of these schemes showed that they had some positive effect in
large cities, but the average effect became non-existent because
the effect was significantly negative in sparsely populated areas (Tingvall & Videnord, 2018). The same was true in a more
comprehensive study of all support from Vinnova, the Swedish
Agency for Economic and Regional Growth, and the Swedish Energy Agency: short-term effects but no long-term ones (Gustafsson et al., 2016). A common issue among these programs,
from the 1990s until today, is that evaluations had to take place
post hoc using available data, even though program evaluation
is already suggested to be an integral part of the program planning and initiation steps. No medical authority or clinical doctor
would prescribe a medicine that has not been randomly tested
in several independent studies. When it comes to (rather expensive) innovation support, however, such care in design and evaluation of various interventions is still lacking in Sweden, despite
tools and structures being readily available and often mandatory
in other countries such as France, the United Kingdom, and the
United States.
Policies enacted are also highly heterogenous. Some government support comes in the form of free or subsidized advisory services, rather than as financial support. A recent study by
Widerstedt and Månsson (2015) examined the effect of business
counseling support from a 2004–2007 Swedish grant program,
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aimed at companies in peripheral regions, in which 1,244 firms
that applied for and received advice were compared to more than
90,000 control group firms in a matched sample. The authors
found that while value added and number of employees seemed
to increase more rapidly for firms that received advice compared
to the control group, this effect was mainly due to increased
use of labor and capital rather than increased efficiency, and
the differences disappeared when self-selection of companies
seeking advice was controlled for.
Other government support comes in the form of subsidized
or wholly funded incubators and science papers, where companies can apply for subsidized facilities, business advice, networking support, etc. What makes such incubators more (or
less) successful has been amply studied in the innovation literature (e.g. Bruneel et al., 2012; Phan et al., 2005). However,
studies that identify whether incubation is actually, on average, advantageous for beneficiaries and a cost-effective way
for society as a whole to foster the creation of new innovative
firms are scarce. Recent evidence from the United States, Italy, and Germany suggest that incubators are very heterogenous
and that, on average, incubated firms perform no better than
comparable non-incubated firms when their support comes to
an end (e.g. Amezcua, 2010; Lukes et al., 2019; Schwartz, 2013).
In Sweden, arguably the first study to examine this issue was
McShane’s (2017) investigation of the performance of information and communications technology-incubated firms in south
Swedish Malmö (Minc) and Lund (Ideon Innovation), where
firms were observed before, during, and after the incubation
period. McShane found that return on capital and sales actually dropped during incubation and continued to be significantly
lower afterwards, compared to a matched sample of non-incubated firms. The employment levels and overall asset base of the
incubated companies were however not significantly affected. In
a comprehensive study of “the Swedish incubator program” – a
governmental program overseeing the overall financial support
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and management of more than 40 incubators across Sweden
– Ejermo (2018) studied both how incubation affects performance of participating firms as well as innovativeness in terms
of patenting among individuals managing or employed in these
firms. Comparing 296 CEOs and 2,585 employees in incubated
firms with a matched sample of comparable individuals in similar (non-incubated) firms in 2005–2014, he found that while
incubation did not foster economic performance measured as
growth in turnover or value added among participating firms,
incubation did seem to foster innovativeness in the form of patenting activity among CEOs of incubated firms. For employees,
there was only a small effect on increased patenting. In all of the
aforementioned studies, men predominate as founders, CEOs,
and employees of new firms, and male-led firms are much more
likely to be found in public incubators around Sweden. The male/
female gender ratio is often as skewed as 80/20 or even 90/10,
despite more than 30 percent of all new firms being founded by
women. These discrepancies may be explained by gender bias in
assessment of men and women seeking public support for their
businesses (Malmström et al., 2017).
Furthermore, it appears that the support schemes can generate strange behavior in companies. Since there are several authorities that distribute support, and because there is little coordination between the authorities from which companies receive
money, some companies systematically seek and obtain several
grants for related purposes, in a sense becoming “subsidy entrepreneurs” with lower long-term productivity but being able
to hire skilled workers and pay them well (Gustafsson, Tingvall,
& Halvarsson 2018). It is unclear what effects this will have for
society at large, but it would be problematic if the grants designed to stimulate innovation instead led to some companies
simply specializing in getting grants.
According to Growth Analysis (Gustavsson et al., 2015), total
support for the business sector in 2011 amounted to just over
SEK 27 billion, or more than 3 percent of the Swedish govern-
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ment budget.4 In light of the fact that clear positive effects have
thus far proved hard to identify, there are reasons to question
whether this is an effective use of tax funds. Lerner (2009, p.5)
summarized extant evidence on government interventions for
innovation as: “for each effective government intervention,
there have been dozens, even hundreds, of failures, where substantial public expenditures bore no fruit.” In their article “Public policy to promote entrepreneurship: A call to arms,” Acs and
colleagues (2016) similarly note:
Reviewing established evidence, we find that most Western
world policies do not greatly reduce or solve any market failures
but instead waste taxpayers’ money, encourage those already
intent on becoming entrepreneurs, and mostly generate oneemployee businesses with low-growth intentions and a lack
of interest in innovating. Most policy initiatives that would
have the effect of promoting valuable entrepreneurship would
not be recognizable as such, because they would primarily
address other market failures: A central-payer health care
[system] would remove healthcare related distortions affecting
employment choices; greater STEM education would produce
more engineers of which some start valuable new firms; and
labor market reform to encourage hiring immigrants in jobs
they have been educated for would reduce inefficient allocation
of talent to entrepreneurship.

4) Support that is not classified as directly targeted at business and which is therefore not
included in the above-mentioned SEK 27 billion includes: EU Structural Funds; agricultural
policy support; certain aid programs with lesser amounts; support of a cultural policy nature;
procurement of traffic made by Rikstrafiken (the Swedish Transport Administration); The
Swedish Civil Aviation Authority’s (Transport Administration) support to private airports;
labor market policy programs that promote employment rates via unemployment insurance
funds (including labor market support for companies); subsidized information services;
administrative costs for operating support organizations; housing subsidies; and support
paid to the public sector (Gustavsson et al., 2015).
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Government loans for innovation
Another form of government support for companies is loan guarantees or soft loans. The goal is to increase the total amount of
bank loans in the economy and, in particular, for SMEs who may
find it difficult to get bank loans without help. Banks have relatively high fixed costs for reviewing a company, set-up fees, and
so on. As banks make money on the interest of a loan, all else being equal, larger bank loans become more profitable than smaller
ones. Smaller companies also lack assets that can be used as collateral for their loans, increasing the banks’ risk. In theory, the
banks could compensate for this increased risk by increasing interest rates, but for several reasons the banks prefer to ration credit by denying risky companies access to loans (Stiglitz & Weiss,
1981). Moreover, new and young companies lack long credit histories that show whether they have dealt carefully with previous loans and used the money for productive investments, which
increases the banks’ uncertainty and, thus, risk and makes them
reluctant to grant loans to younger companies (Akerlof, 1970).
All in all, there are several reasons why market equilibrium
in the banking sector can mean less bank lending to companies
than would be optimal for the economy. For these very reasons,
there are different systems in many OECD countries where the
state either guarantees private bank loans or lends itself directly. The theory behind credit guarantees is that if the state
guarantees a large part of a possible loss when a company goes
bankrupt, or otherwise cannot pay its bank loan, risk for the private bank decreases and banks are thus more willing to lend to
companies that otherwise would not receive a loan. While some
studies from the United States show that these credit guarantees lead to more bank loans and that firms receiving these
loans tend to employ more people (e.g. Brown & Earle, 2017),
such effects likely also come at a cost. For example, de Andrade
and Lucas (2009) analyzed loans from small firms in the United
States sponsored by the Small Business Administration, finding that between 1998 and 2006 such loans were, on average, 2
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percent over the prime lending rate, and for smaller (Express)
loans between 2.5 and 4 percent over. Their analysis suggests
that default rates or other potential costs do not justify such
significantly higher interest rates. This example highlights the
risk that well-intentioned efforts to stimulate lending to underserved small business borrowers may create information monopolies for large banks to earn supernormal rents on the loans
they extend to borrowers that would otherwise be screened out
from the market (Acs, et al., 2016). Also, it has been noted that
the risk of default often increases for SMEs relying on publicly
guaranteed debt (Lelarge et al., 2010).
In Sweden, public loans are transferred directly to companies
by the state-owned company Almi. Almi often, but not necessarily, works in collaboration with private banks. The most common
way is that companies borrowing from Almi also have a private
bank loan, usually amounting to 50 percent of the loan. Almi
charges interest rates to compensate for its high risk, which reduces the risk of loans being overused. An evaluation of Almi’s
loans shows that, on average, they do lead to increased productivity and sales in the beneficiaries, but that employment growth
is limited to firms located in urban areas (Gustafsson, 2018; Gustafsson & Stephan, 2019). The fact that the subsidy loans have
different effects in Sweden compared to the United States can
either be due to the different design (the size of the loans is generally larger in the United States and loans are issued by a commercial bank with the federal government as guarantor) but can
also be due to differences in the financial infrastructure and labor market settings, in particular the lack of available personnel in non-urban Swedish areas. This highlights that a shortage
of competent labor may be a more acute impediment to growth
than credit constraints for new firms, which we discuss next.

Is financing a major problem for innovation?
As we have established, there are theoretical arguments for potential governmental interventions conceived to increase access
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to capital in, above all, research-intensive and young SMEs.
Such arguments have led governments around the world to
adopt measures such as GVC, subsidized loans, credit guarantees, R&D tax credits, and direct financial injections, with hopes
to increase the amount of innovation and employment growth
in the economy.
Empirically, however, it is doubtful whether such support
initiatives work as intended. In the same way as it is difficult
for the market to know which companies should receive money, it is equally difficult for government officials to make such
an assessment. The presumed existence of a market failure is
a necessary but insufficient criterion for public intervention.
The criterion is insufficient because the government’s ability to
solve market failures presupposes the absence of policy failures,
caused by both administrative costs and information problems
and risks of distorted incentives.
Government interventions also run the risk of experiencing
other political problems. In Germany, it has been found that soft
loans have not necessarily gone to companies that needed them
most but to companies where the management had personal
connections to the state banks (Haselmann et al., 2018).
Another conclusion is that state aids of this kind, in so far
as they should exist, should be designed in such a way that they
are easy to evaluate. One possibility would be to design innovation support so that companies applying for it undergo a first
screening, and among those that are selected as eligible, distribution of the grants is randomized for a portion of firms so that
the effect of the support can be compared with those that were
also deemed eligible but did not “win” the support. In this way,
an appropriate control group is created for the companies that
receive support and, after a few years, it will be possible to see if
the support received had the intended effect. Evaluating the effect would then be considerably simpler and, long term, it would
be possible to design the support in such a way that it had the
greatest effect. The risk of not distributing support in a way that
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makes it easy to evaluate is partly that it wastes public funds and
partly that the amount of innovation or growth generated is not
maximized.
The above results also indicate that capital supply does not
seem to be the main problem for innovation and for nursing
more fast-growing firms in an economy. In the vast majority of
cases, the capital markets function well and are the most suitable option for managing the risk posed by financing innovation.
Competent capital – defined as well-informed investors who
directly or indirectly take personal risk on their investments –
usually comes in the form of capital that has been generated and
reinvested by private actors with little public interference (Eliasson, 2000; Sjögren & Zackrisson, 2005).
In practice, it is also difficult to prove the existence of market
failures or financing gaps. Although some companies are disappointed that they do not receive funding, this cannot be taken
as proof that there is a structural problem requiring a correction. Our results also show that public interventions are associated with several challenges and that positive effects are often
lacking, or in any case difficult to prove. These results are in line
with previous reviews and conclusions in the field (Svensson,
2018; 2011). An innovation policy for growth thus needs to have a
different focus than tinkering with various support programs if
it is to make a significant difference.
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5. Competencies and Innovation
Several studies within the Financing of Innovation research
program emphasize that competence shortage is a greater problem for growing firms than lack of capital. For innovation, human capital, or competent employees, is particularly important.
In particular, radically new innovations often have entirely new
requirements for competencies.

Competence, innovation, and growth
In a modern economy, the prerequisites for starting, running,
and expanding companies rely on the availability of competent
employees (Colombo & Grilli, 2005). In economic research and
debate, the crucial role that investments in competence (here
most commonly called human capital) have had for economic
development has been increasingly emphasized over the past 50
years. The importance of human capital was first formalized by
Becker (1964) and has since gradually developed into a central
explanation model for innovation and economic development in
individual countries over time, as well as for why development
and prosperity differ among countries.
Human capital increases productivity in physical capital. A
trained workforce benefits from advanced production technology. Countries with good access to human capital have a greater ability than countries with a less educated labor force to assimilate technology developed elsewhere (Lucas, 1988). Unlike
physical capital, human capital does not have diminishing productivity (Romer, 1986; Mankiw et al., 1992). Human capital has
a positive external effect. An individual’s productivity increas-
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es if they collaborate with individuals who posit strong human
capital (Lucas, 1990). Human capital is also an important source
for innovation, which means that the knowledge of separate individuals can be widely used and becomes a basis for further human capital development and new innovation, thus generating
robust economic growth in the long run.
There are therefore strong theoretical foundations for the
idea that long-term success of a country’s innovative capacity
rests in its population’s education and skills. Without a welleducated and trained workforce, entrepreneurial endeavors are
less likely to reach their full potential and innovations are less
likely to be realized and spread (see e.g. Gennaioli et al., 2013 for
stylized cross-country evidence). A well-founded national innovation policy thus needs to have a base that prioritizes investment in education and skills in order to strengthen a country’s
long-term competitiveness.

A shortage of competence
Despite the fact that Sweden has invested ever greater resources
in schools and higher education for decades, competence shortages prevail in most sectors of the economy.
Several studies, national as well as international, claim that
the supply of competence in Sweden is suboptimal for a modern economy (Karlson et al., 2017). For example, the World
Bank’s 2014 report on the Swedish business climate highlighted a lack of human capital as the biggest obstacle to continued
growth. Particularly noticeable were the problems in the metal
and engineering industries, where there were few employees
with relevant professional skills (World Bank, 2014). The Confederation of Swedish Enterprise is continuously investigating
companies’ recruitment needs and its report from 2016 showed
that not only heavy industry but also growth sectors such as IT
and telecom had significant recruitment problems. Of the IT and
telecom companies approached, 41 percent stated that they had
cancelled planned expansions due to recruitment problems that
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were either related to lack of professional experience or the right
education (The Confederation of Swedish Enterprise, 2016). In
the Swedish Agency for Economic and Regional Growth’s 2014
survey, similar conclusions were drawn, and it was found that
recruitment problems are particularly pressing for companies
with between 10 and 49 employees.
The match between labor market supply and demand has
worsened for several years (Karlson & Skånberg, 2012; OECD,
2016). Only 40 percent of the Swedish workforce is ‘matched’
in the sense that employees have a job that corresponds to their
educational competence (Le Grand et al., 2013). Just over 50 percent are overeducated and just under 10 percent are undereducated. At the beginning of the 1980s the proportion of overeducated people was around 20 percent, indicating an increase over
a longer period.
Competence shortfalls and difficulties in finding a good
match between job demands and available staff are, if anything, more severe in new and small firms than in incumbents.
Research on small firms indicate that these seem to use more
diverse human resource practices in their work on recruitment
and competence issues (Wennberg et al., 2013). However, they
do not always have the most sophisticated or modern human resource practices due to lack of time and sufficient knowledge in
the field (Pearson et al. 2006, Hornsby & Kuratko 1990). Specifically, rapidly growing firms often report problems in recruiting new employees (Tansky & Heneman, 2003). In the United
States, this tends to depend, for instance, on the cost of employee health insurance. In Sweden, other factors have been suggested to impede the recruitment of competent staff in growing
firms, such as lack of recruitment channels and brand awareness
among potential employees. In addition, there are institutional
constraints such as labor market legislation, centralized wage
formation, and difficulties in offering sufficiently attractive
options and bonus systems for growth companies (Henrekson,
2001). One study specifically attends on recruitment patterns
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and challenges for growing firms. Wennberg and colleagues’
(2003) study of recruitment patterns and challenges for growing
firms examined a random sample of 126 rapidly growing firms
in Sweden, defined as those with 20 percent annual growth over
a three-year period, positive operating profit, and at least SEK
10 million in sales at the beginning of the research period. Results indicate that informal recruitment channels, such as the
family or business network of the entrepreneurs, are common
recruitment channels for these companies. For larger firms, the
recruiting process tends to be more formalized and involve recruitment agencies or job centers, for example. For getting a job
in a rapid-growth firm, social competencies appear more important than formal merits, the most important criterion being
to “fit in” with the company’s culture, work ethic, etc. A majority of the companies surveyed emphasized lack of relevant competencies as one of the most prominent obstacles to growth.
There are several reasons for this lack of competencies. In
Ratio’s earlier Competence for Growth research program, results stated that competencies can be enhanced by addressing
four different components, namely: 1) the quality, efficiency,
and relevance of education; 2) employers’ involvement and participation in education design and implementation; 3) addressing rigidities in the overall labor market functionality; and 4)
updating of skills and continued learning (Ellström, 1998; Karlson et al., 2017).
Put differently, theoretical education alone is not enough; in
most contexts, practical experience and critical reflection on the
experience gained is also required to truly acquire competence.
Competence is not static but needs to be continuously developed
and adapted to new conditions and needs (Ellström, 1998). The
quality and efficiency of education is therefore fundamental to
an individual’s competence and continued development.
However, lack of competence and matching problems cannot
be solved solely by committing more resources to the education
system. Instead, the relevance of the education curriculum for
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the workplaces of today needs to be stressed. This necessitates
employers’ involvement and participation in the design and implementation of both vocational and higher education. As many
evaluations have shown, the steering and resource distribution
systems of public higher education needs to be reformed to focus on quality of skills acquired rather than number of students
taught (e.g. Alvesson, 2006; Fransson & Jonnergård, 2009,
p.58). Workplace-based learning is necessary to develop practical skills and abilities (e.g. Smith, 2003).
Relatedly, a well-functioning labor market where wage formation, regulatory systems, and employment services stimulate career development and matching of skills with demand
for labor is necessary if individuals, companies, and society are
all to benefit from investment in knowledge and skills development. Moreover, increased labor market flexibility is needed to
reduce mismatches among employees in the workplace. Strict
employment protection contributes to increased risk in new recruits, low staff turnover, and lock-in effects, as well as reduced
productivity.
The challenge of digitalization and a rapidly changing world
means that updating of competence and continued learning
through life is crucial for the provision of competencies, innovation and sustainability. This applies to individuals, companies, and society as a whole. Education needs to be made available to employees who need to broaden and deepen their skills to
a greater extent.

Consequences of the competence shortage
The competence shortage affects the ability of both large and
small companies to grow and innovate. As previously shown,
large companies play an important role in the innovation process: They perform significant R&D and are also responsible
for a significant share of innovation in the Swedish economy.
Established companies possess the financial muscle sometimes
required to carry out extensive development work, and several
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of Sweden’s foremost innovations in modern times have come
from larger companies. These companies also have an established relationship with the market, which sometimes makes it
easier to develop new ideas.
However, it is clear that significant technological changes
also entail extensive needs for new skills. One important factor in the collapse of the mechanical calculator manufacturer
Facit in the early 1970s was that the company’s fine mechanical
know-how gradually became useless with the shift to electronic
calculators. There was little expertise in electronics in Sweden
at the time and Facit had difficulty recruiting and mobilizing a
critical mass of engineers to the remote company headquarters
of Åtvidaberg (Sandström, 2013). The example may seem old
and partially outdated, but the fact is that many companies have
faced similar challenges in the more contemporary transition to
digital technology.
Several studies within Financing of Innovation have demonstrated the critical role of competencies for established companies’ ability to handle digitalization. The digitalization of
financial markets picked up in Sweden in the late 1980s. When
the Stockholm Stock Exchange changed technology from electromechanics to electronics, the IT department grew steadily
for several years despite the fact that the number of employees decreased overall (Ernkvist, 2015; Cheung et al., 2017). The
Swedish telecommunications monopoly Televerket also faced
extensive renewal of its competencies with the growth of mobile telephony and the transition to fully electronic switches
(Geissinger et al., 2018). More contemporary empirical studies
also show the need for new competencies to successfully handle digitalization. For example, when the hearing-aid industry
switched to 3D printing of earbuds in the early 2000s, the need
for new competencies was the single greatest challenge for these
companies (Sandström, 2016).
New companies are often promoted as winners in technology
transitions and there are studies showing that these companies
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have a crucial role when new technology is introduced. Furthermore, they are of central importance to the Swedish economy
because the majority of all new jobs are created in fast-growing
companies, also called gazelles. Against this background, it is
important to understand the growth obstacles these companies
face. Here too, a lack of competent employees is one of the main
obstacles for fast-growing companies to be able to grow (Demir
et al., 2016).
As emphasized above, technology shifts often mean that new
competencies and a new business logic are introduced in a mature industry. If large Swedish companies have to cope with these
changes, new skills are needed, but fast-growing small and medium-sized enterprises (SMEs) also need access to new competencies to exploit the opportunities that the technology creates.
In a study of how Swedish Axis pursued the shift from analogue
CCTV cameras to digital, internet-based cameras, it was shown
how its experience in IT made it possible for the company to introduce an IT-based logic in a traditional industry. The competence base and the sales model changed with Axis’ entry into the
industry, which meant that the company could leapfrog established players (Berglund & Sandström, 2017).

Clarifying the societal role of universities
As more and more people have realized the value of innovation
and entrepreneurship, the role of universities has also changed. Universities have been given a broader responsibility. Traditional tasks in the form of research and education have been
supplemented with the so-called “third task” which, simply
put, is about communicating the results of the research. At the
same time, universities have received an extended assignment
to “play their role” in an often top-down orchestrated “innovation process” (Etzkowitz, 2003). Not infrequently, inspiration comes from the academic work on innovation systems and
the related notion of Triple Helix, where collaboration between
universities, authorities, and companies is considered the pre-
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requisite for innovation, but few evaluations of any tangible results gained from this broadening of university tasks are ever
conducted.
Many higher education institutions now generally have some
form of incubator, a Technology Transfer Office (TTO), or a science park. Often there is also a regional perspective, based on the
literature on localized knowledge spillovers (Audretsch & Feldman, 2005), where the idea is that investment in utilization of research will lead to growth and more innovation at a regional level.
However, growing evidence indicates that public decision
makers have been overconfident in the universities’ ability
to cope with a broader role in the innovation process. As previously stated, a relatively small proportion of the innovations
arise at universities, that is, only about 3–7 percent (Bourelos,
2013; Henderson et al., 1998). Indeed, in most sectors such as
engineering, IT, and telecom, the proportion of innovations that
come from universities is almost negligible. However, in areas
such as chemistry, biochemistry, and medicine, universities
seem to play a more important role (Block & Keller, 2007).
An important reason for this is that research and innovation
are two related but different phenomena. In simple terms, research is about developing new knowledge and using systematic, scientific methods that place demands on replicability,
transparency, and validity. Good research is carefully executed,
producing new knowledge. Knowledge development is usually a
cumulative process in which each individual researcher can only
contribute a small part. Research thus is, by its nature, often
particular rather than integrative and holistic, the researcher’s
skills being related mainly to generating new knowledge within
a narrow scientific domain.
Innovation and attempts at commercialization of knowledge
through entrepreneurship require a different collection of skills.
This knowledge tends to originate in firms, their competitors,
and research departments at universities and colleges at home
and abroad. The entrepreneur or the innovator is not primarily
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interested in new scientific knowledge per se but the spread of
something new with its associated rewards. Innovators and entrepreneurs are therefore often generalists rather than specialists; they are looking for business opportunities and are rarely
interested in whether something constitutes a scientific discovery or not. These underlying priorities and incentives are likely
the roots of empirical findings that show that companies created
by researchers generally perform worse than companies started
as spin-offs from large companies (Wennberg et al., 2011).
Although the above is of course a simplification, the differences between research, innovation, and entrepreneurship mean
that universities are rarely suitable for generating innovation.
Government- and university-specific initiatives to make universities more innovative therefore risk having limited effects.
In a systematic review of the literature on research on academic entrepreneurship, Sandström et al. (2016) show that universities trying to commercialize research face significant challenges. The researchers go through 176 of the most cited articles
in the field and find that 49 percent of them report different forms
of structural challenges. A significant proportion of these show
that the incentive structures of academia are rarely compatible with commercialization processes. Researchers usually have
limited financial incentives to engage in entrepreneurship, and
they rarely receive peer recognition for doing so. As a result, most
researchers seem to prefer secure employment at the university
over entrepreneurship (Rasmussen & Borch, 2010). Furthermore,
it is clear that researchers rarely possess the skills and social capital needed to commercialize research (Vohora et al., 2004).
A variety of contextual factors determine whether or not
universities are capable of creating and spreading innovations.
Specifically, institutional factors and the regional environment
of the university appear to strongly affect the outcome. Silicon
Valley, which has served as a model for the rest of the world, is
a good example. Lots of attempts to copy Silicon Valley and its
interaction with Stanford University have been made (Brauner-
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hjelm, 2007). The problem, however, is that the vast majority of
countries and regions do not have the prerequisites for capital,
competencies, and institutions located at Stanford and in Silicon Valley. Competent VC and an entrepreneurial culture are of
course important ingredients, but it is the interaction between
these qualities and the knowledge environment of Stanford that
together attract talent, which further reinforces the positive
feedback loop (Saxenian, 2007).
Historical research on Silicon Valley has shown that the region’s prospects of becoming a successful cluster can be traced
at least back to the beginning of the 20th century. From the 1920s
onwards, production of vacuum tubes evolved in the region,
which required sophisticated and clean manufacturing processes. Based on these competencies, among other things, it was
natural that Silicon Valley became a leader in the manufacture of
semiconductors during the 1960s and 1970s, which later paved
the way for software development. The emergence of clusters,
with related competencies, institutions, and universities is usually an evolutionary and unpredictable process (Lecuyer, 2006).
Such organic development is thus much better suited to the type
of innovation system that has been called “National Systems of
Entrepreneurship,” where innovations emerge “bottom-up”
through entrepreneurial competition within an appropriate institutional framework.
The university’s main role in innovation systems seems to be
to conduct excellent basic and applied research combined with
high-quality and relevant business education. The latter should
not be underestimated: For example, students at MIT and
Chalmers have been shown to start both more and better companies than the researchers within university faculty (Astebro
et al., 2012). Research on academic entrepreneurship, incubators, and science parks suggests that such initiatives only have
limited effects. Investments in education that promote student
entrepreneurship are likely to have greater positive effects (Astebro et al., 2012; Wennberg et al., 2011).

Given the opportunity costs, it therefore seems logical that,
rather than increasing the emphasis on their own commercialization of research results, universities should prioritize fulfillment of their core tasks: research and education. However,
closer cooperation between the universities and the business
community is needed, preferably pure co-production and commissioned research, and increased personnel mobility (e.g.,
through industrial doctoral students). Universities also need to
increase the relevance of their educational programs and offer
more opportunities for internships.
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6. Institutions and Innovation
Entrepreneurship and innovation require that the institutions
of society in terms of laws, rules, and values – what researchers
call institutions – enable and provide incentives for the commercialization of new productive knowledge in a broad sense.
The conditions must be effective not only for entrepreneurs but
also for complementary actors such as venture capitalists, industrialists, workers with adequate education and work experience, and customers. A system in which innovation mainly emerges through entrepreneurial competition in markets requires an
appropriate institutional framework.

The critical importance of institutions
In economics as well as political science, sociology, and business
economics, research on institutions has grown in recent decades.
Institutions usually include, according to current definitions, the
laws, rules, values, and norms that structure human actions and
interactions (North, 1990). Institutions may be formal in legal
terms but may also be informal as with cultural norms.
Fundamental to the market economy and, hence, the innovation system is private ownership and the contractual freedom
related to it. What distinguishes a market is voluntary agreements within the framework of a system of private ownership.
Other distinctive features of market economies, such as companies, marketplaces, profits, growth, innovation, competition,
bankruptcies, and so on, follow as a consequence of ownership
(Cooter, 2000). This means that the rule of law and impartial
application of rules are of central importance. Of course, a func-
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tioning education system and effective taxation are crucial to
creating an entrepreneurial and innovative economy. Taxes, as
well as how laws and regulations are crafted and implemented,
are often highlighted by entrepreneurs as significant challenges
to growth. Issues related to employment and labor market regulations also seem to be particularly important growth barriers
(Lougui & Nyström, 2014).
In a 2016 study, Ratio compared nine different indices that
compile countries’ competitiveness, regulatory burden, economic freedom, entrepreneurship, and innovation ability to
assess Sweden’s international position in these areas and how
business conditions have evolved in recent years. All selected indices are regularly recognized in the press and often form
the basis for government policy recommendations. Several of
the indices are frequently used in research (Karlson & Larsson,
2016). The comparison shows that Sweden was ranked among
the top 10 in several indices. In the area of innovation, for instance, Sweden is one of the foremost countries. However, its
position in relation to important competitor countries has deteriorated in recent rankings. Several indices highlight that high
taxes, centralized wage formation, and rigid employment regulations are the areas with the greatest potential for improvement in Sweden.
Taxation on entrepreneurship and individuals is an area in
which Sweden stands out. For example, according to the World
Economic Forum (2015), Sweden is ranked 94th in the sub-component “effect of tax on the incentives to work” and 112th in the
sub-component “total tax burden.” A similar pattern is found
in the index of economic freedom. In the 2015 ranking, Sweden
ranks 156th in the category “public sector size,” a clear deterioration from 141st in 2010 (Fraser Institute, 2015). A number of
individual taxes as well as the total tax burden are also on the rise.
When it comes to the labor market, Sweden occupies 106th
place in the sub-category “employment and resignation regulations” and 133rd in the sub-component “flexibility in wage
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formation” (World Economic Forum, 2015). The World Bank has
also pointed out that the labor market is an area in which Sweden has great potential for improvement. In 2010 Sweden ranked
117th in the category “employing workers,” however this category was excluded from the index in the 2011 report, which partly explains Sweden’s positive change in overall ranking from
2010 to 2011 (World Bank, 2009; Karlson & Larsson, 2016).
Ratio supplemented this index analysis with country studies
from the OECD, the World Bank, Swedish authorities, and organization reports, as well as interviews with business executives
and representatives of industry and employer associations that,
together, represent tens of thousands of Swedish companies
(Karlson & Larsson, 2016). The overall conclusion was that the
most potential for improvement is in the following areas:
1. Skills and competencies
2. Flexibility of the labor market
3. Taxes on entrepreneurship and individuals
4. Administrative efficiency and regulatory burden
5. Public procurement
6. Housing and infrastructure
7. The role of private enterprise in society
The lack of competence and the shortcomings in the labor market’s flexibility have already been discussed in the previous
chapter. Swedish taxation on labor, consumption, and capital
is, with some exceptions, also far above the levels that apply in
comparable countries. This creates tax incentive problems and a
number of distortions with strong negative effects on opportunities to start, operate, and expand businesses.
Deficiencies in administrative efficiency and regulatory burden, according to the companies themselves, is one of the areas that creates the biggest problems in that it increases costs
and is more expensive for smaller firms to follow rules than for
larger companies. Sweden also has one of the most centralized
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procurement systems in Europe, with a development toward
centralized acquisitions and agreements, where large companies benefit. The housing shortage, but also an underfunded infrastructure and uncertain energy supply, mean that companies
cannot recruit the personnel they need, especially those coming
from abroad or moving within Sweden.
Shortcomings in the wider perception of entrepreneurship
and private enterprise in society are also highlighted as an area
for improvement. This is partly about the lack of understanding
among municipal officials and politicians concerning the needs
and realities of companies, not least with regard to permits and
application of rules, and partly about the negative attitudes of
politicians and government representatives to competition and
profits in important service markets. Below, we delve deeper
into some of these areas.

A growing regulatory burden
Shortcomings in the exercise of authority, the regulatory burden, and the application of rules apply to both Swedish rules and
EU rules. Environmental permits such as building permits, licensing permits, and various other forms of licensing often take
a long time to process, and processing times also differ across
local areas. Moreover, a recent study shows that costs associated
with rules and permits are disproportionately higher for smaller
companies (Karlson & Larsson, 2016).
The Swedish Confederation of Enterprise’s measurements
have shown similar results. About half of the member companies consider the regulatory burden as large or very large. Many
of the companies surveyed consider that the situation has worsened: 64 percent state that the number of rules has increased
over the past two years, 33 percent believe that they could save
up to 10 hours a month on simpler regulations, and another 33
percent claim that they could save more than 10 hours a month.
As mentioned, these may represent a small cost for a large group,
but for smaller companies such resources make a big difference.
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Issues of regulatory simplification had a relatively prominent role in the debate on the business climate in Sweden for
several years. The center-right government that took office in
2006 set the goal of reducing the administrative cost for companies by 25 percent by 2010. The importance of simple and effective regulatory frameworks was repeated in several of the first
budget proposals. A regulatory council – an autonomous public
body whose purpose was to ensure that the regulatory burden
did not become too extensive – was subsequently established
(Koske et al., 2015).
However, the pace of reform has slowed. For example, the
deregulation of product markets seen in the periods 1998–2003
and 2003–2008 almost ceased entirely for Sweden in 2008–
2013. Countries close to Sweden, such as Finland and Denmark,
have continued their reform work, which means that Sweden has
lost ground. There are no statistics for the period from 2013, but
the situation has probably deteriorated further since then. Liberalization has stagnated during the period 2008–2013 within
the OECD and Sweden occupies one of the lowest places in 2013.
Similar results can be found in The Swedish Federation of Business Owners’ survey from December 2017 regarding the amount
of regulation. It appears that the members of The Swedish Federation of Business Owners spend one day a week on tasks that the
state has imposed on them. In the work environment area, there
are 72 regulations and 2,000 rules that an entrepreneur needs to
obey. It is clear that the number of rules affects smaller firms to a
greater extent, which in turn hampers investment, productivity
increases, and competition (Företagarna, 2017).
The OECD (2015) divides the regulatory burden into separate
categories (state control, barriers to entrepreneurship, and barriers to trade and investment) and 18 subcategories. The study
shows that almost all OECD countries declined in all areas in
2008–2013. In the case of Sweden, the situation deteriorated
in 9 out of 18 subcategories, an improvement could be seen in 2
areas, and no change in the other 7 areas. In total, government
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involvement increased and more barriers to entrepreneurship
were created. In parallel with this, it became more difficult to
initiate the trade and investment that create both productivity
and employment (OECD, 2015). As mentioned, no figures from
2014 onwards were available at the time of writing, however
data from 2012 show an increase in the regulatory burden.
The Swedish results in the OECD comparisons vary somewhat,
depending on the sector. Sweden performs above average in energy and performs best in the OECD regarding the regulation of
service areas such as accounting, law, and architecture. Furthermore, Sweden has the least restrictive regulations for trade, but
performs below average in, for example, telecommunications. In
the financial sector, both new international and national regulations are implemented continuously. Regulations such as Basel 2
and Basel 3 are often applied jointly in the EU and in the Western
world, which means that the political room for maneuver is often
limited. In the aftermath of the financial crisis, an intellectual
environment has arisen where more and more people favor regulations, not least in the financial sector. Voices are rarely heard
saying the financial sector has become too regulated. In the
United States, McLaughlin and Williams (2014) showed how the
number of restrictions in the code of federal regulations grew by
12,000 a year between 1997 and 2012. There are also indications
that growth has become faster since the financial crisis. The researchers could not find a single sector of the economy in which
there was a reduction in the number of restrictions.
This is worrying, not least in light of the fact that Fölster and
Peltzmann (1997) showed that increased competition is often
the main force behind lower prices. The level of entry barriers to
firms entering an industry play an important role in determining prices. Regulations create higher entry barriers and, thus,
limited renewal of the economy and reduced competitiveness.
This is probably an explanation for the weak productivity trend in
Sweden, and in large parts of the Western world. Other research
groups such as Wölfl et al. (2010) also emphasize that the neg-
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ative impact of regulations on competition is particularly problematic. Empirical research have also shown that a higher turnover of companies, both in terms of more people entering a sector
and more people leaving it, leads to a more competitive economy,
both nationally and regionally (Nyström, 2009; Wennberg & Delmar, 2010).” à ”(Nyström, 2009; Wennberg & Delmar, 2010).
To sum up, Sweden’s competitiveness has declined in several
ways in recent years while important work on simplifying rules
and reducing regulatory burden has slowed down. In light of the
above, a lowered regulatory burden and simpler administrative
environment seem to be central to improving Sweden’s competitiveness in future, not least by stimulating more entrepreneurship. Reforms should not need to be particularly costly, so it
is strange that more is not being done in this regard.

Taxes on entrepreneurship and risk taking
Taxes on entrepreneurship and individuals are, as stated, an
area where Sweden stands out in comparison with the rest of the
world. A number of individual taxes as well as the total tax burden have also been increasing in recent years.
Within the framework of Financing of Innovation, several studies have been conducted that demonstrate the need for
changes in the tax system. In a report from 2017, 11 start-up companies were interviewed about which policy they have a need/
request for. Changes to the hotly debated 3:12 rules that governs
the ratio of dividends payable from owner-manager incorporated firms, option taxation, reduced social security charges, reform
of LAS, and opportunities to create internships were some of the
wishes highlighted by these companies (Elmoznino Laufer, 2017).
Although an interview study of this sort does not provide a sufficient basis for whether a particular policy is more effective than
another, it does at least indicate the types of policy in demand.
Other Swedish researchers have pointed to the importance
of changes in the tax area, not least regarding option taxation
(Eklund et al., 2012). For example, options can help companies
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with limited paying capacity retain staff where employees can
enjoy future possible gains from more uncertain investments.
From a growth perspective in particular, options are especially
interesting as they can make employers attractive to jobseekers.
Key employees often receive options at a low price in the company’s initial stages. If the options are written with a longer time
horizon, there are also significant incentives for employees to
stay in the company. Furthermore, options have the advantage
of not involving a direct dilution of the shares in a company.
Many entrepreneurs are keen to maintain control of a company
in its early stages and therefore do not want to dilute the stock.
Options mean that the dilution takes place later in time when
any problems with control may not be as tangible.
It is clear, then, that options constitute an important instrument for fast-growing companies to attract and retain talent.
Yet, many companies avoid using options as, at the time of writing, marginal taxes amount to more than 60 percent of the profit
(Elmoznino Laufer & Wennberg, 2018). Partly as a result of this,
option taxation has been the subject of several investigations
and referrals in recent years, and the rate has now been reduced
for companies with fewer than 50 employees, but as of autumn
2019 the issue is still subject to investigations and appeals.
In general, it can be said that the incentives to start and run
companies need to be improved and that this can be done in a
number of different ways. There is some empirical evidence that
technology development is a public good, at least in the sense
that the companies that engage in technology development very
rarely perform well over longer periods of time, but that their
business entails a spread of technology which in turn leads to
growth. This leads to a focus on the incentive structures required
for more people to pursue technology-intensive entrepreneurship. A government focused on growth should therefore create
better incentives for entrepreneurship and commercialization
of research rather than trying to create more companies per se
(Eliasson, 2000; Delmar et al., 2011).
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Legal aspects of innovation and entrepreneurship
Within the research program, legal aspects of innovation have
also been studied. In one study, the time spent on patent disputes
was compared between Sweden and Germany, England, Holland,
and France. The researchers conducted a systematic review of the
patent disputes in Sweden and were able to show that the median
time for court handling of a patent infringement in Sweden was
36 months, compared to 9 in Germany, 11 in the United Kingdom,
10 in Holland and 20 in France (Bjuggren et al., 2015).
In another study, these infringement cases were shown to
be particularly problematic for SMEs to handle. These companies find that the processes negatively affect their position in
the market and that they are less likely to apply for a patent, especially in Sweden (Bjuggren et al., 2017). The empirical basis
for this study can be described as limited and tentative but illustrates how patent cases are often perceived as traumatic for
smaller companies nonetheless.
The above results led to the establishment of a special patent
court in Sweden in 2016. A major problem was that, previously,
judges did not have a good grasp of the subject of patent law and
that cases received low priority. With patent courts an improvement has subsequently been made, and Ratio’s research has
played a crucial role in achieving this change. Previously, there
was an awareness of the problem, but there were no concrete
figures and comparisons between countries, which meant that
no one knew the extent of the problem.
Within the framework of the research program, some studies
of the interaction between corporate governance, innovation,
and business growth have also been conducted. Among other
things, it has been shown that the Swedish Companies Act does
not accommodate smaller companies but mainly suits larger
companies, which is problematic since the overwhelming majority of companies in Sweden are small (Almlöf, 2014; Almlöf,
2016). Bjuggren and Almlöf (2015) developed a model for how an
optional law such as the Swedish Companies Act can be designed.
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Based on these studies, the researchers propose a change to the
Swedish Companies Act.
In this sub-area, studies have also been carried out investigating the effects of private equity ownership on corporate performance over time. A study examining 680 acquisitions carried out by Swedish private equity companies during the period
1997–2010 examined how the involvement of the private equity owners affected the long-term performance of the acquired
companies, highlighting that companies owned by private equity perform better than other companies (Nordström, 2015).
Similar results have been found in prior studies by, among others, Lerner et al. (2011) and Kaplan and Strömberg (2011). This
indicates that the often-heard criticism of short-termism on
behalf of private equity owners is unfounded.

The role of private enterprise in society
Despite all support schemes, politicians seem to underestimate
the importance of entrepreneurship for productivity and economic growth, and also consider the climate for entrepreneurship to
be better than entrepreneurs themselves do (e.g. Nyström, 2013).
A number of Swedish surveys, as well as industry representatives
and leading entrepreneurs’ assessments, indicate that this is a
critical condition for entrepreneurship (Karlson & Larsson, 2016).
At the local level, this may be about the lack of understanding
from municipal officials and politicians about the actual conditions under which entrepreneurs operate, and/or how various
rules are actually applied. From an entrepreneur’s perspective,
the regulatory burden depends both on the total amount of regulations and details of each piece of regulation. Public authorities however monitor specific pieces of regulation, meaning that
their understanding of how various regulations contribute to
the overall bureaucratic hurdles and workload for entrepreneurs
is often very limited (Falkenhall & Eklund, 2010).
At the national level, this might concern the negative attitude that politicians have toward competition and profits in im-
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portant service markets. The notion of what constitutes fertile
entrepreneurial conditions also differs fundamentally between
politicians – at least in the Swedish Parliament – on the one
hand, and the entrepreneurs on the other, where the latter have
a considerably more critical attitude. However, public attitudes
toward entrepreneurship have become increasingly more positive over past decades.
This is important because cognitive frameworks and mental models have an impact on the policies of a country. Although
economic self-interest partly decides how people vote and how
politicians act, it is also clear that perceptions of the world and
what is right and fair are of great importance too (Karlson, 2018;
McCloskey, 2010).
In other words, ideas and values can determine the fate of
an industry. The Swedish Telecommunications Administration was larger, more powerful, and technically superior to the
small private firm Comvik in the 1980s, but this did not prevent
Comvik from getting its way in the political sphere. The public
disapproved of the Telecommunications Administration to the
extent that, on some occasions, politicians and officials acted
in Comvik’s favor such that more competition was principally
and practically preferable to the Telecommunications Administration’s monopoly position (Laurell et al, 2018). Conversely, agents of change who are not perceived as legitimate may
encounter more resistance in the political sphere. This means
that policy on innovation and entrepreneurship is not solely
governed by self-interests. Opinions concerning business and
entrepreneurship play a role. The lack of basic respect and understanding of corporate logic and conditions is then reflected
in the view of profits, taxes, and what contribution to society
companies stand for.
The idea of the entrepreneurs’ right to profit in the welfare
sector has become particularly relevant recently. Anyone who
chooses to see profit as money the entrepreneur makes at the
expense of welfare will of course be critical of both profits in the
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welfare sector and companies in general. But profit can also be
seen as the reward a company earns for doing something that
society appreciates. If a company can charge more than the cost
of the resources that are used, value has been created. Part of
this value goes to the entrepreneur, who in turn can choose to
reinvest these funds in the business.
The market economy involves a dynamic process where new
goods, services, and processes are introduced continuously,
which in turn leads to price-reducing measures, lower costs,
and imitation. Profit is ultimately about the right and the opportunity to create greater value for society. In the long run, the
view of the corporate social role and the view of profit govern
how formal institutions around enterprise are designed.

A need for reforms
Over the past decade, innovation policy has increasingly been
regarded as a collection of public support schemes rather than a
more holistic set of conditions affecting the long-term quantity
and quality of new innovative firms (Eklund et al. 2012), against
prevailing knowledge of the crucial determinants of long-term
quantity and quality of entrepreneurship and productivity-enhancing innovations (e.g. Aghion et al., 2009; Gennaioli et al.,
2013). Rather than being directed by the comprehensive body of
research and building a holistic system geared towards innovation, policymakers have tended to tinker with various programs
and minor reforms. Since the effectiveness of such programs
are often questionable and taken together, they serve to increase selectivity, bureaucracy and regulatory burden, the overall
importance of entrepreneurs and competitive markets for the
emergence of innovations have partly been lost in the process
(Aghion et al., 2009; Caves, 1998; Jovanovic & MacDonald, 1994).
The results from empirical studies in the Financing Innovation research program together with comparative international
research indicate that this has been a mistake: Alleged market
failures have been replaced by policy failures. The combination
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of various types of information problems where authorities and
public actors have been given tasks that they often cannot accomplish, and incentive problems where companies are lured
away from focusing on their competitive capabilities has affected the actions of both public and private actors.
One reason for this development is that it is easier politically
to enact various forms of support schemes that assess the longterm conditions for innovation. The costs of the support (i.e.,
taxes) are widely distributed, while the damages in the form of
distorted competition, administration, opportunistic behavior,
etc. are highly indirect in nature and difficult to quantify. The
beneficiaries of a certain support policies – when these do work
– are comparatively few but homogenous in nature. A recent example includes Europe’s largest privately held ski resort operator Skistar with operations in sparsely populated regions where
startups are eligible for public grants. By starting wholly owned
subsidiaries to construct new ski lifts, Skistar was able to receive
over €7,000,000 in public grants, with no formal independent
evaluations of the positive effects on the regions where investments are made (Svenska Dagbladet, 2019). Such grants are
easily exploited by large corporations seeking to improve their
oligopoly power, with costs borne directly by taxpayers and indirectly by smaller competitors. Politicians can showcase their
good intentions and appear as business-friendly, recipients of
support will perceive them as valuable, and those who distribute
these funds or administer support functions will also be in favor
of such systems.
The opposite applies to reforms with the broader purpose of
improving the institutional conditions for firms. The benefits of
such changes should, as stated above, be significant and benefit
all companies, meaning that positive effects are distributed over
a wide range of actors. Conversely, costs are often concentrated
in different types of special interests. This applies to politicians,
public administration, and the business community (Potts et al.,
2016). While such “broader” reforms are unanimously declared
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“the most important” for enhancing the quality and quantity of
innovation and entrepreneurship (e.g. Braunerhjelm et al., 2012;
Acs et al., 2016) together small business financing (e.g. Beck et
al., 2008), they are notoriously difficult to act upon and prioritize for lawmakers. As Josh Lerner (1999) writes:
It is necessary to ensure that entrepreneurship itself is an
attractive option. Often, in their eagerness to get to the
“fun stuff” of handing out money, public leaders neglect
the importance of setting the table, or creating a favorable
environment. Many entrepreneurs come not from academia,
but rather from corporate positions, and studies have
documented that, for these individuals, the attractiveness of
entrepreneurial activity is very sensitive to tax policy. Also
important is ensuring that the law allows firms to enter into the
needed contracts—for instance, with a potential financier or a
source of technology—and that these contracts can be enforced.
Finally, education is likely to be critical. Ensuring that business
and technology students are exposed to entrepreneurship
classes will allow them to make more informed decisions;
and creating training opportunities in entrepreneurship for
midcareer professionals is also likely to pay dividends.
(Lerner, 1999, p.13)
Because innovation contributes to creative destruction, it is not
uncommon that different interest groups have strong incentives to block the innovation process. Established interest groups
often possess financial and social capital that allows them to
prevent the spread of innovation (Juma, 2017). New entrants
often lack these assets. Successful innovation policy is therefore essentially about conducting a policy that does not result
in so-called “regulatory capture,” where different special interests, rather than a broader public interest, dominate and maintain existing regulations, taxes, and other public interventions.
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7. Conclusions and Recommendations
Innovation is about the commercialization of new knowledge.
An innovation is something new – a product, process, or business model – of commercial value. The prerequisite for innovations is entrepreneurship and functioning markets. There is
a strong connection between innovation, economic growth, and
prosperity.
What more general conclusions can be drawn from the
Financing of Innovation research program? How can the interaction between financing and entrepreneurship be improved to
facilitate innovation, competitive production, and sustainable
growth?
An important conclusion is the need for a more holistic approach to innovation policy with a focus on competence supply
and the institutions of the market economy rather than seeking to control or direct the development in specific sectors or
cater to specific firms. The growth challenges that new and
fast-growing companies face when it comes to developing new
and competitive products and services are complex. The same
applies to larger, established companies. It is just as much about
difficulties in attracting competence, complicated regulations,
and other shortcomings in the entrepreneurial conditions as it
is about getting funding. Lack of capital does not seem to be a
major problem. In the vast majority of cases, the capital markets function well, and private actors are best suited for managing the risk posed by the financing of innovation. History is
riddled with scandals and large malinvestments showing that
buraucracies cannot ‘pick winners’ or predict where future in-
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novations will arise. Instead, attempts to resolve alleged market
failures often create policy failures due to various information
and incentive problems.
Direct financial support to specific companies today amounts
to large sums, in Sweden as well as almost any developed or developing nation. Studies carried out within Ratio’s Financing of
Innovation program show that the effects of such support fall
short of policymakers’ expectations as the projected gains on
turnover, profit, number of employees, and innovativeness are
non-existent. Similar results are also found in many international studies.
Since there are many different agencies that distribute support, with little coordination between them, some companies
can also exploit these structures and become experts at writing
grant applications (as opposed to enhancing the productivity in
their firm) thereby appropriating a large number of grants. We
call these firms “subsidy entrepreneurs.”
Studies from a variety of countries also highlight that the
risk of corruption increases with the number and size of various government subsidies for businesses. In light of such unattractive side effects and the lack of robust evidence for positive
effects of subsidies, there are indeed reasons to question whether this is an effective use of tax funds. Also, state aid of this kind,
in so far as it should exist at all, should be designed in such a way
that makes it easy to evaluate. As Lerner writes in his book Boulevard of Broken Dreams:
Another danger in implementation is the failure to design
appropriate evaluative mechanisms. Ideally, programs will
undergo careful scrutiny at two levels. First, the program itself
will be carefully analyzed. While designers should recognize
that any initiative will take time to bear fruit, it is important
to periodically take stock of which of its aspects appear to
work well and which do not. Second, fund managers and firms
participating should be scrutinized. It is important to ensure
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that the groups benefiting from government programs are the
most promising in the industry in terms of market performance
and can most benefit from public investment, rather than being
those most adept at currying favor with the people who are
handing out public funds.
(Lerner, 1999, p.14)
Another conclusion is that private financing through own savings, business angels, or VC companies is fundamental to the
financing of innovation. Competent capital is capital that has
been generated under competition in markets. Therefore, reforms that improve the conditions for the emergence of more
private financiers and forms of financing are important. A low
tax rate on capital is thus essential for future innovative entrepreneurship. In addition, there are other rules and laws that appear to be important. In Sweden, this includes questions about
variability in and the bureaucracy associated with various taxation rules (Alstadsæter & Jacob, 2016), stock option taxation
(Henrekson & Sanandaji, 2018), and social security contributions, but it is also about making it more attractive to establish,
develop, and expand companies.
Particularly important is the supply of competence for
fast-growing companies. Many innovative companies experience competence shortages, while established companies that
are facing technology shifts also report problems in finding the
right competencies. The quality, efficiency, and relevance of the
education system need to increase. In addition, the labor market
needs to be more flexible to improve the allocation of skills in
the economy.
A clearer division of labor within the innovation system must
not be overlooked. Universities play an important part in the
supply of the competencies necessary for both established and
new companies. However, universities themselves can rarely
be regarded as sources of pioneering innovation, although important exceptions exist. So-called academic entrepreneurship

99

100

Bureaucrats or Markets in Innovation Policy?

seems to produce limited results in comparison with student
start-ups as well as start-ups by experienced managers.
An overall conclusion is that an innovation policy for economic growth needs to have a broader focus than today. Clearly,
to improve the institutions of the market economy rather than
to support bureaucrats are decisive for a successful innovation
policy. Greater focus needs to be placed on innovative output,
rather than input in the innovation process. In Sweden, as well
as many other European economies, an alleged lack of capital
and the fact that the capital markets do not work well enough
has meant that other important conditions for entrepreneurship
and innovations have not received the attention they deserve.
The studies in Ratio’s Financing Innovation research program
rather demonstrate the prevalence of policy failures, that is,
public money being spent on activities that have little or no effect on increasing the quantity or quality of innovation.
Capital is seldom the main bottleneck for a more innovative
and entrepreneurial economy, at least not in Sweden. However,
there are several areas where there is a great need for reforms,
which do not necessarily incur significant costs for taxpayers.
Competencies and well-functioning market institutions that
promote innovation and entrepreneurship are much more vital
for a more innovative economy. Ratio’s studies in the Financing
of Innovation program has identified a number of areas in which
there is a need for reform.
1. Improving companies’ access to competence appears to be
very important.
2. The regulatory burden needs to be reduced through improved government practice and application of rules to lower
the barriers to market entry and allow for a level playing field
between new and incumbent firms.
3. A reduction in individual taxation appears to be most urgent
to enhance conditions for entrepreneurship as well as the
funding of new innovative enterprises. This concerns margi-

nal taxes to some extent but also more reasonable stock option taxation.
4. One of the most important bottlenecks in the Swedish economy which we have only touched on indirectly here is the
lack of housing under current regulations.
5. There are indications that Corporation Law also needs to be
reviewed in order to better fit the needs of family-owned
companies. These conditions are not unique to Sweden. As
growth theorist Philippe Aghion and a number of notable
economists wrote in The Sapir Report outlining a growth agenda for the European economy:
What is needed now is more opportunity for new entrants,
greater mobility of employees within and across firms, more
retraining, greater reliance on market financing, and higher
investment in both R&D and higher education.
(Sapir et al., 2004, p 230)
Some of these areas are associated with significant political
deadlocks, where different special interests monitor existing
laws, rules, and policies. Hence, instead of various government
schemes associated with limited positive effects and considerable downsides in terms of distorting incentives and resulting in
administration among firms and governments, an innovation
policy that actually results in more innovation and entrepreneurship is needed.

103

8. References
Abramowitz, M. (1956). Resource and output trends in the United States since 1870.
American Economic Review, 46(2), 5–23.
Acs, Z. J. (2002). Innovations and the Growth of Cities: Edward Elgar.
Acs, Z.J. & Audretsch, D. B. (1988). Innovation in large and small firms: An empirical
analysis. American Economic Review, 78(4), 678–690.
Acs, Z.J. Autio, E. & Szerb, L. (2014). National Systems of Entrepreneurship:
Measurement issues and policy implications. Research Policy, 43(3), 476-494.
Acs, Z.J. Szerb, L. & Autio, E. (2015). In Global Entrepreneurship and Development Index
2014. Springer International Publishing
Acs, Z.J., Åstebro, T., Audretsch, D. & Robinson, D.T. (2016). Public policy to promote
entrepreneurship: A call to arms. Small Business Economics, 47(1), 35-51.
Aghion, P., Fally, T. & Scarpetta, S. (2007). Credit constraints as a barrier to the entry and
post-entry growth of firms. Economic policy 22(52), 732-779.
Aghion, P., Blundell, R., Griffith, R., Howitt, P., & Prantl, S. (2009). The effects of entry on
incumbent innovation and productivity. Review of Economics and Statistics, 91(1),
20-32.
Akerlof, G.A. (1970). The Market for ‘Lemons’: Quality Uncertainty and the Market
Mechanism. The Quarterly Journal of Economics, 84(3), 488–500.
Aldrich, H. (1999). Organizations evolving. Thousand Oaks, Calif.: SAGE.
Almeida, P., & Kogut, B. (1999). Localization of knowledge and the mobility of engineers
in regional networks. Management Science, 45(7), 905-917.
Alvarez, G. C., Jara, R. M., & Julián, J. R. R. (2009). Study of the effects on employment of
public aid to renewable energy sources. Universidad Rey Juan Carlos.
Alvesson, M. (2006). Tomhetens triumf:[om grandiositet, illusionsnummer &
nollsummespel]: Atlas i samarbete med Liber.

104

Bureaucrats or Markets in Innovation Policy?

Alstadsæter, A., & Jacob, M. (2016). Dividend taxes and income shifting. The
Scandinavian Journal of Economics, 118(4), 693-717.
Amezcua, A. S. (2010). Boon or Boondoggle? Business Incubation as Entrepreneurship
Policy (Vol. http://surface.syr.edu/ppa_etd/80/): Doctoral thesis in Public
Administration. Syracuse University. http://surface.syr.edu/ppa_etd/80/.
Angrist, J.D. & Pischke, J-S. (2009). Mostly Harmless Econometrics: An Empiricist’s
Companion. (1 uppl.). Princeton: Princeton University Press.
Angrist, J. & Pischke, J-S. (2010). The Credibility Revolution in Empirical Economics:
How Better Research Design Is Taking the Con out of Econometrics. The Journal of
Economic Perspectives 24(2), 3–30.
Arnold, J. M., Nicoletti, G. & Scarpetta, S. (2011). Does anti-competitive regulation
matter for productivity? Evidence from European firms. Discussion Paper series,
Forschungsinstitut zur Zukunft der Arbeit Institute for the Study of Labor.
Arnold, L.G. & Riley, J.G. (2009). On the possibility of credit rationing in the StiglitzWeiss model. American Economic Review, 99(5), 2012-21.
Arrow, K.J. (1963). Uncertainty and the welfare economics of medical care. The
American economic review, 53(5), 941-973.
Astebro, T., Bazzazian, N. & Braguinsky, S. (2012). Startups by recent university
graduates and their faculty: Implications for university entrepreneurship policy.
Research Policy, 41, 663-677.
Audretsch, D.B. & Feldman, M.P. (1996). R&D spillovers and the geography of innovation
and production. American Economic Review, 86, 630–640.
Audretsch, D., & Keilbach, M. (2005). The Mobility of Economic Agents as Conduits of
Knowledge Spillovers. In D. Fornahl, C. Zellner, & D. Audretsch (Eds.), The Role of
Labour Mobility and Informal Networks for Knowledge Transfer (Vol. 6, pp. 8-25):
Springer US.
Audretsch, D. B. & Lehmann, E. E. (2005). Does the knowledge spillover theory of
entrepreneurship hold for regions? Research Policy, 34(8), 1191-1202.
Audretsch, D. B., Grilo, I., & Thurik, A. R. (2007). Handbook of research on
entrepreneurship policy: Edward Elgar Publishing.
Avdeitchikova, S. (2008). On the structure of the informal venture capital market in
Sweden. Developing investment roles. Venture Capital, 10(1), 55-85.
Avdeitchikova, S. (2009). False expectations: Reconsidering the role of informal
venture capital in closing the regional equity gap. Entrepreneurship and Regional
Development, 21(2), 99-130.

Bureaucrats or Markets in Innovation Policy?

Baumol, W. J. (1990). Entrepreneurship: Productive, unproductive, and destructive.
Journal of Political Economy, 98, 893-921.
Baumol, W.J. (2004). The Free Market Innovation Machine. Princeton: Princeton
University Press.
Beck, T., Demirguc-Kunt, A. and Maksimovic, V. (2008). Financing patterns around the
world: Are small firms different?. Journal of Financial Economics, 89(3), pp. 467-487.
Becker, G. (1964). Human Capital: A Theoretical and Empirical Analysis, with Special
Reference to Education. Columbia University Press, New York.
Becker, B. & Ivashina, V. (2014). Cyclicality of credit supply: Firm level evidence. Journal
of Monetary Economics, 62, 76-93.
Bennett, R. (2008). SME policy support in Britain since the 1990s: what have we learnt?
Environment and Planning C: Government and Policy, 26(2), 375-397.
Bergek, A., Jacobsson, S., Carlsson, B., Lindmark, S. & Rickne, A. (2008). Analyzing the
functional dynamics of technological innovation systems: A scheme of analysis.
Research policy, 37(3), 407-429.
Benz, M. (2009). Entrepreneurship as a non-profit-seeking activity. International
Entrepreneurship and Management Journal, 5(1), 23-44.
Berglund, H. & Sandström, C. (2017). A New Perspective on the Innovator’s Dilemma:
Exploring the role of Entrepreneurial Incentives. International Journal of
Technology Management, 75(1/2/3/4), 142–156.
Bjuggren, C.M. & Johansson, D. (2009). Privat och offentlig sysselsättning i Sverige
1950–2005. Ekonomisk Debatt, 37(1), 41–53.
Bjuggren, P-O. & Almlöf, H. (2015). What matters in Design of Corporate Law. Ratio
Working Paper No. 299.
Bjuggren, P-O., Domeij, B. Horn, A. (2015). Swedish Patent Litigation in Comparison to
European. NIR: Nordiskt immateriellt rättsskydd, eddy.se. 5, 504–522
Bjuggren, P-O., Domeij, B. & Horn, A. (2017). Swedish Patent Litigation Survey of Small
& Medium-sized Enterprises. Nordisk Immateriellt Rättsskydd, 2017(3), 234–248.
Bjuggren, P.-O. & Elmoznino Laufer, M. (2015). Startups, Financing & Geography–
Findings from a survey. Ratio Working Paper No. 255.
Block, F. & Keller, M. (2008). Where Do Innovations Come From? Transformations in the U.S.
National Innovation System, 1970-2006. Socio-Economic Review, 7(3), 459–483.
Bloom, N., Jones, C.I., Van Reenen, J. & Webb, M. (2017). Are Ideas Getting Harder to
Find? National Bureau of Economic Research Working Paper no. 23782. http://
www.nber.org/papers/w23782.

105

106

Bureaucrats or Markets in Innovation Policy?

Boettke, P. (2005) Liberalism, Socialism, and Robust Political Economy. Journal of
Markets and Morality, 7(1), 99–111.
Bornhäll, A., Johansson, D. & Palmberg, J. (2016). The Capital Constraint Paradox in
Micro and Small Family and Nonfamily Firms. Journal of Entrepreneurship and
Public Policy, 5(1), 38–62.
Borrás, S., Chaminade, C., & Edquist, C. (2009). The challenges of globalization:
strategic choices for innovation policy. The Innovation Imperative: National
Innovation Strategies in the Global Economy, 7-23.
Bourelos, E. (2013). Knowledge creation and technology transfer: An analysis of
Swedish academics. (Doktorsavhandling, Handelshögskolan vid Göteborgs
universitet, Göteborg).
Bosma, N.S. & Levie, J. (2010). Global Entrepreneurship Monitor 2009, Executive
Report. Babson Park, MA: Babson College; Santiago, Chile: Universidad del
Desarollo; Reykjavík: Háskólinn Reykjavík University; London, UK: Global
Entrepreneurship Research Association.
Buchanan, J. (1986). The Constitution of Economic Policy. Nobel Prize lecture, reprinted
in American Economic Review, 77(3), 243-250.
Buchanan, J. and Tollison, R. (2009). The Theory of Public Choice – II. Ann Arbor, MI: The
University of Michigan Press.
Boschma, R. A. & Lambooy, J. G. (1999). Evolutionary economics and economic
geography. Journal of Evolutionary Economics, 9, 411–29.
Brander, J. A., Du, Q., & Hellmann, T. (2015). The Effects of Government-Sponsored
Venture Capital: International Evidence. Review of Finance 19(2), 571-618.
Braunerhjelm, P. (2007). Academic entrepreneurship: Social norms, university culture
and policies. Science and Public Policy, 34(9), 619–631.
Braunerhjelm, P., Eklund, K. & Henrekson, M. (2012). Ett ramverk för
innovationspolitiken. Ekonomiska samfundets tidskrift, 65(2), 72-85.
Brown, J.D. & Earle, J.S. (2017). Finance and Growth at the Firm Level: Evidence from
SBA Loans. The Journal of Finance, 72(3), 1039–80.
Bruneel, J., Ratinho, T., Clarysse, B., & Groen, A. (2012). The Evolution of Business
Incubators: Comparing demand and supply of business incubation services across
different incubator generations. Technovation, 32(2), 110-121.
Brynjolfsson, E. & McAfee, A. (2014). The second machine age: Work, progress, and
prosperity in a time of brilliant technologies. WW Norton & Company.
Caves, R.E. (1998). Industrial Organization and New Findings on the Turnover and

Bureaucrats or Markets in Innovation Policy?

Mobility of Firms. Journal of Economic Literature, 36(4), 1947-1982.
Chapple, W., Lockett, A., Siegel, D., & Wright, M. (2005). Assessing the relative
performance of UK university technology transfer offices: parametric and nonparametric evidence. Research policy, 34(3), 369-384.
Cheung, Z., Gustafsson, R., Ernkvist, M. & Nykvist, R. (2017). Environment Effects in
Organizational Form Emergence: The Origin of Two For-Profit Stock Exchanges.
Academy of Management Proceedings, 2017(1), 17023.
Clarysse, B., Tartari, V., & Salter, A. (2011). The impact of entrepreneurial capacity,
experience and organizational support on academic entrepreneurship. Research
policy, 40(8), 1084-1093.
Coad, A., Daunfeldt, S. O., Hölzl, W., Johansson, D. & Nightingale, P. (2014). High-growth
firms: introduction to the special section. Industrial and Corporate Change, 23(1),
91–112.
Colombo, M. G., Cumming, D. J., & Vismara, S. (2016). Governmental venture capital for
innovative young firms. The Journal of Technology Transfer, 41(1), 10-24.
Colombo, M.G., Grilli, L. & Murtinu, S. (2011). R&D Subsidies and the Performance of
High-Tech Start-Ups. Economics Letters 112(1), 97-99.
Cooter, R. D. (2000). The Strategic Constitution. Princeton: Princeton University Press.
Cooter, R.D. & Schäfer, H.B. (2012). Solomon’s knot: how law can end the poverty of
nations. Princeton: Princeton University Press.
Croce, A., Grilli, L., & Murtinu, S. (2014). Venture capital enters academia: An analysis of
university-managed funds. The Journal of Technology Transfer, 39(5), 688-715.
Croce, A., Martí, J., Murtinu, S. (2013). The Impact of Venture Capital on the Productivity
Growth of European Entrepreneurial Firms: ‘Screening’ or ‘Value Added’ Effect?.
Journal of Business Venturing 28(4), 489-510.
Croce, A., Grilli, L., Murtinu, S. (2019). Why Do Entrepreneurs Refuse Venture Capital?
Industry and Innovation 26(6), 619-642.
Cumming, D.J., Grilli, L., Murtinu, S. (2017). Governmental and Independent Venture
Capital Investments in Europe: A Firm-Level Performance Analysis. Journal of
Corporate Finance 42, 439-459.
Cumming, D., Johan, S., & Zhang, Y. (2018). Public Policy Towards Entrepreneurial
Finance: Spillovers and the Scale-Up Gap. Oxford Review of Economic Policy, 34(4),
652–675.
Cumming, D.J. & MacIntosh, J.G. (2006). Crowding out Private Equity: Canadian
Evidence. Journal of Business Venturing, 21(5), 569–609.

107

108

Bureaucrats or Markets in Innovation Policy?

Dahmén, E. (1950). Svensk industriell företagarverksamhet: Kausalanalys av den
industriella utvecklingen 1919–1939. (Doktorsavhandling, Lunds universitet,
Stockholm) Industriens utredningsinstitut.
Daunfeldt, S-O., Elert, N. & Johansson, D. (2016). Are high-growth firms overrepresented
in high-tech industries? Industrial and Corporate Change, 25(1), 1-21.
Daunfeldt, S-O., Gustavsson Tingvall, P. & Halvarsson, D. (2014). “Företagsstöd till
innovativa små och medelstora företag – en kontrafaktisk effektutvärdering.” (PM
nr 2014:16). Östersund: Growth Analysis.
De Meza, D. & Southey, C. (1996). The borrower’s curse: Optimism, finance and
entrepreneurship. Economic Journal, 106(435), 375-386.
Delmar, F., Wennberg, K., & Hellerstedt, K. (2011). Endogenous growth through
knowledge spillovers in entrepreneurship: an empirical test. Strategic
Entrepreneurship Journal, 6(3), 199–226.
Demir, R., Wennberg, K. & McKelvie, A. (2016). The Strategic Management of HighGrowth Firms. Long Range Planning. 50(4), 431-456.
Delmar, F. & Wennberg, K. (2010). Knowledge intensive entrepreneurship: the birth,
growth and demise of entrepreneurial firms. Cheltenham: Edward Elgar Publishing.
Drucker, P. (2014). Innovation and entrepreneurship: Practice and principles. Oxon:
Routledge.
Edquist, C. & Johnson, B. (1997). Systems of Innovation: Technologies, Institutions and
Organisations, London and Washington: Pinter Publishers.
Edquist, C., & McKelvey, M. D. (1996). High R & D Intensity, Without High Tech Products-a
Swedish Paradox? Chalmers University of Technology.
Edquist, C. & Zabala-Iturriagagoitia. (2018). On the meaning of innovation performance:
is the synthetic indicator of the Innovation Union Scoreboard flawed? Research
Evaluation, 3(1), 196-211.
Ejemo, O. (2011). Svenska uppfinnare – nytt datamaterial och ny inblick i
innovationsprocessen. (PM nr. 2011:14). Östersund: Growth Analysis.
Ejermo, O. (2018). Does incubation lead to innovation? Evidence
from the Swedish incubation program. www.tillvaxtanalys.se/
download/18.347b5cf7166740f99f173c83/1542627788370/pm%202018_20_
Does%20incubation%20lead%20to%20innovation.pdf.
Ejermo, O., & Kander, A. (2006). The Swedish Paradox. Centre for Innovation, Research
and Competence in the Learning Economy, Lund University, Paper(2006/01).

Bureaucrats or Markets in Innovation Policy?

Elert, N., Henrekson, M., & Sanders, M. (2019). The Entrepreneurial Society.
International Studies in Entrepreneurship, https://link.springer.com/content/
pdf/10.1007/978-3-662-59586-2.pdf.
Eliasson, G. (2000). The role of knowledge in economic growth. Royal Institute of
Technology.
Eliasson, G. & Eliasson, Å. (1996). The Biotechnical Competence Bloc. Revue d’Economie
Industrielle, 78(4), 7–26.
Ellström, P.-E. (1998). The many meanings of occupational competence and
qualification. In Key qualifications in work and education (pp. 39-50): Springer.
Elmoznino Laufer, M. (2016). Tillväxtföretagandets skatteutmaningar. Stockholm: Ratio.
Elmoznino Laufer, M., Svensson, L., Wennberg, K., & Berglund, H. (2014).
Affärsängelnätverk och investeringar. Ratio och Connect Sverige.
Engberg, E., Halvarsson, D. & Tingvall, P. (2017). Direct and Indirect Effects of Privateand Government Sponsored Venture Capital. Stockholm: Ratio.
Erixon, F. & Weigel, B. (2016). The Innovation Illusion: How So Little Is Created by So
Many Working So Hard. New Haven, CT: Yale University Press.
Ernkvist, M. (2015). The double knot of technology & business-model innovation in the
era of ferment of digital exchanges: The case of OM, a pioneer in electronic options
exchanges.
Etzkowitz, H. (2000). The Dynamics of Innovation: From National Systems and “Mode 2”
to a Triple Helix of university-industry-government relations. Research Policy, 29,
109-123.
Etzkowitz, H. (2003). Innovation in innovation: The triple helix of university-industrygovernment relations. Social science information, 42(3), 293-337.
Etzkowitz, H. & Leydensdorff, L. (1995). The Triple Helix - University-IndustryGovernment Relations: A Laboratory for Knowledge-based Economic
Development. EASST Review, 14, 14-19.
Falkenhall, B., & Eklund, J. (2010). The Economic Effects of the Regulatory Burden.
Swedish Agency for Growth Policy Analysis, OECD. Fama, E.F. (1991). Efficient
capital markets: II. The journal of finance, 46(5), 1575-1617.
Farre-Mensa, J. & Ljungqvist, A. (2016). Do measures of financial constraints measure
financial constraints? Review of Financial Studies, 29(2), 271-308.
Fazzari, S., Hubbard, R.G. & Petersen, B. (1988). Investment, financing decisions, and
tax policy. American Economic Review, 78(2), 200-205.

109

110

Bureaucrats or Markets in Innovation Policy?

Fazzari, S.M., Hubbard, R.G., Petersen, B.C. (2000). Investment-cash flow sensitivities
are useful: A comment on Kaplan and Zingales. Quarterly Journal of Economics,
115(2), 695-705.
Folster, S. & Peltzman, S. (1997). The Social Costs of Regulation and Lack of Competition
in Sweden: A Summary. In The welfare state in transition: Reforming the Swedish
model (s 315-352). University of Chicago Press.
Fransson, O., & Jonnergård, K. (2009). Kunskapsbehov och nya kompetenser:
Professioner i forhandling: BoD–Books on Demand.
Fraser Institute. (2015). Economic Freedom of the World: 2015 Annual Report.
Vancouver: Fraser Institute.
Företagarna. (2013). Småföretagsbarometern. Stockholm: Företagarna [The Swedish
Federation of Business Owners].
Företagarna. (2017). Småföretagsbarometern. Stockholm: Företagarna [The Swedish
Federation of Business Owners].
Garicano, L. & Steinwender, C. (2016). Survive another day: Using changes in the
composition of investments to measure the cost of credit constraints. Review of
Economics and Statistics, 98(5), 913-924.
Gennaioli, N., La Porta, R., Lopez-de-Silanes, F., & Shleifer, A. (2013). Human capital and
regional development. Quarterly Journal of Economics, 128(1), 105-164.
Geissinger, A., Laurell, C., Sandström, C., Eriksson, K. & Nykvist, R. (2018). Digital
Entrepreneurship and Field Conditions for Institutional Change – Investigating the
Enabling Role of Cities. Technological Forecasting and Social Change, In Press.
Gompers, P. & Lerner, J. (2001). The Venture Capital Revolution. Journal of Economic
Perspectives, 15(2), 145–68.
Gordon, R.J. (2016). The Rise and Fall of American Growth: The US Standard of Living
since the Civil War. Princeton: Princeton University Press.
Granstrand, O. & Alange, S. (1995). The Evolution of Corporate Entrepreneurship in
Swedish Industry – Was Schumpeter Wrong? Journal of Evolutionary Economics,
5(2), 133-156.
Grilli, L., Murtinu, S. (2014). Government, Venture Capital and the Growth of European
High-Tech Entrepreneurial Firms. Research Policy 43(9), 1523-1543.
Grilli, L., & Murtinu, S. (2015). New technology-based firms in Europe: market
penetration, public venture capital, and timing of investment. Industrial and
Corporate Change, 24(5), 1109-1148.
Gustafsson, A. (2018). Take it to the (public) bank: The efficiency of public bank loans to
private firms? Working Paper 2014-10. Östersund: Tillväxtanalys.

Bureaucrats or Markets in Innovation Policy?

Gustafsson, A., Stephan, A., Hallman, A. & Karlson, N. (2016). The ‘sugar Rush’ from
Innovation Subsidies: A Robust Political Economy Perspective. Empirica 43(4),
729–56.
Gustafsson, A., Gustavsson Tingvall, P.T. & Halvarsson, D. (2018). Subsidy
Entrepreneurs. Ratio Working Paper no. 303.
Gustavsson A., Tingvall, P. & Deiaco, E. (Eds.). (2015). Do Selective Industrial Policies
Cause Growth? – Experiences from Sweden (Rapport no. 2015:07). Östersund:
Tillväxtanalys
Hall, Bronwyn H. (2002). The Financing of Research and Development, Oxford Review of
Economic Policy 18(1), 35–51.
Hall, B.H. & Lerner, J. (2010). Chapter 14 - The Financing of R&D and Innovation. In B.
H. Hall & N. Rosenberg (Ed.), Handbook of the Economics of Innovation (1 uppl.
609–39). North-Holland.
Haselmann, Rainer, D. & Schoenherr, V. (2018). Rent Seeking in Elite Networks. Journal
of Political Economy, 126(4), 1638–90.
Hayek, F. (1945). The Use of Knowledge in Society. American Economic Review 35(4),
519–30.
Henderson R., Jaffe A. & Trajtenberg M. (1998). Universities as a source of commercial
technology: a detailed analysis of university patenting 1965-1988. Review of
Economics and Statistics, 80(1), 199-127.
Henrekson, M. (2001). Institutionella förutsättningar för entreprenörskap och
företagstillväxt. I P. Davidsson, F. Delmar och J. Wiklund (Eds.) Tillväxt: svensk
forskning om företags expansion. Örebro: Forum för Småföretagsforskning, 2001.
Henrekson, M., & Sanandaji, T. (2018). Stock option taxation: a missing piece in
European innovation policy? Small Business Economics, 51(2), 411-424.
Hensvik, L. (2017). Bristande förutsättningar för utvärdering i Sverige. Ekonomisk
Debatt, 45(5), 3–4.
Howell, S.T. (2017). Financing Innovation: Evidence from R&D Grants. American
Economic Review, 107(4), 1136–64.
Hurst, E. & Pugsley, B.W. (2011). What do small businesses do? National Bureau of
Economic Research Working Paper no. 17041.
Hussinger, K. (2008). R&D and Subsidies at the Firm Level: An Application of Parametric
and Semiparametric Two-Step Selection Models. Journal of Applied Econometrics
23(6), 729–47.
Jewkes, J., Sawers, D. & Stillerman, R. (1958). The Sources of Invention. London:
MacMillan (rev. edn. 1969).

111

112

Bureaucrats or Markets in Innovation Policy?

Juma, C. (2017). Innovation and its enemies: Why people resist new technologies. Oxford:
Oxford University Press.
Johansson, D. & Karlson, N. (eds.) (2006). Svensk utvecklingskraft. Stockholm: Ratio.
Jovanovic, B., & MacDonald, G. M. (1994). The life cycle of a competitive industry.
Journal of Political Economy, 102(2), 322.
Jörnmark, J. & Ramberg, L. (2004). Globala förkastningar: En historia om råolja,
mikrochips och bolaget Altitun. Studentlitteratur; Lund.
Kaplan, S.N. & Strömberg, P. (2001). Venture Capitalists as Principals: Contracting,
Screening, and Monitoring. American Economic Review, 91(2), 426–30.
Kaplan, S.N. & Strömberg, P. (2009). Leveraged buyouts and private equity. Journal of
Economic Perspectives, 23(1), 121-46.
Kaplan, S.N. & Zingales, L. (1997). Do investment-cash flow sensitivities provide useful
measures of financing constraints? Quarterly Journal of Economics, 112(1), 169-215.
Kaplan, S.N. & Zingales, L. (2000). Investment-cash flow sensitivities are not valid
measures of financing constraints. Quarterly Journal of Economics, 115(2), 707-712.
Karlson, N. & Larsson, A-S. (2016). Kritiska Villkor för företagandet. Stockholm: Ratio.
Karlson, N. (2015). Respekt för företagande – Entreprenörskapets etik, villkor och
samhällsroll. Stockholm: Ratio.
Karlson, N. (1993/2002). The State of State. An Inquiry Concerning the Role of
Invisible Hands in Politics and Civil Society (1993). Stockholm: Almquist & Wiksell
International. Also published by Transaction Press, New Brunswick & London, with
a new preface, 2002.
Karlson, N. (2018). Statecraft and Liberal Reform in Advanced Democracies.
Basingstoke: Palgrave Macmillan
Karlson, N., Grönbäck, J. & Joyce, P. (2017). Kompetenspusslet – Den viktigaste
framtidsfråga. Stockholm: Ratio.
Karlson, N. & Skånberg, O. (2012). Matchning på den svenska arbetsmarknaden:
underlagsrapport 9 till Framtidskommissionen. Stockholm: Fritze.
Klette, T.J., Møen, J. & Griliches, Z. (2000). Do Subsidies to Commercial R&D Reduce
Market Failures? Microeconometric Evaluation studies. Research Policy, 29(4–5),
471–95.
Koedijk, K. & Kremers, J. (1996). Market Opening, Regulation and Growth in Europe.
Economic Policy, 11(23), 445-467.
Kortum, S. & Lerner, J. (2001). Does venture capital spur innovation? i Libecap, G.D.
(ed.) Entrepreneurial inputs and outcomes; New studies of entrepreneurship in the
United States. Bingley: Emerald Group Publishing Limited.

Bureaucrats or Markets in Innovation Policy?

Koellinger, P., Minniti, M. & Schade, C. (2007). I think I can, I think I can: Overconfidence
and entrepreneurial behavior. Journal of economic psychology, 28(4), 502-527.
Kolympiris, C., & Klein, P. G. (2017). The Effects of Academic Incubators on University
Innovation. Strategic Entrepreneurship Journal, 11(2), 145–170
Koske, I., Wanner, I., Bitetti, R. & Barbiero, O. (2015). The 2013 update of the OECD
product market regulation indicators: policy insights for OECD and non-OECD
countries. OECD Economics Department Working Paper no. 1200.
Lach, S. (2002). Do R&D Subsidies Stimulate or Displace Private R&D? Evidence from
Israel. Journal of Industrial Economics, 50(4), 369–90.
Laurell, C., Sandström, C. & Eriksson, K. (2018). Leveraging big data and digital archives
to open the black box of entrepreneurial influence on formal institutions. Working
Paper, Ratio.
Lécuyer, C. (2006). Making Silicon Valley: innovation and the growth of high tech, 19301970. MIT Press.
Leeson, P. & Subrick, R. (2006). Robust political economy. Review of Austrian Economics,
19(2–3), 107–111
Le Grand, C., Szulkin, R., Tibajev, A. & Tåhlin, M. (2013). Vid arbetslivets gränser.
Sysselsättning, matchning, barriärer 1974-2010. Underlagsrapport 12 till den
parlamentariska Socialförsäkringsutredningen. Department of Sociology,
Stockholm University.
Lelarge, C., Sraer, D., & Thesmar, D. (2010). Entrepreneurship and credit constraints:
Evidence from a French loan guarantee program. In International differences in
entrepreneurship (pp. 243-273): University of Chicago Press.
Lerner, J., Sorensen, M., & Strömberg, P. (2011). Private equity and longrun investment:
The case of innovation. Journal of Finance, 66(2), 445-477.
Lerner, J. (2009). Boulevard of Broken Dreams: Why Public Efforts to Boost
Entrepreneurship and Venture Capital Have Failed and What to Do About It.
Princeton University Press.
Lindberg, H. (2012). Företagens kompetensförsörjning och ungas etablering på
arbetsmarknaden. Rapport nr 1: Kompetens för tillväxt. Stockholm: Ratio.
Lissoni, F., Llerena, P., McKelvey, M. & Sanditov, B. (2008). Academic patenting in Europe:
new evidence from the KEINS database, Research Evaluation, Oxford University
Press, 17(2), 87-102.
Lougui, M. & Nyström, K. (2014). What Obstacles do entrepreneurs encounter? Journal
of Entrepreneurship & Public Policy, 3(2), 275-291.

113

114

Bureaucrats or Markets in Innovation Policy?

Lucas, R.E. (1988). On the Mechanics of Economic Development. Journal of Monetary
Economics, 22(1988), 3-42.
Lucas, R.E. (1990). Why Doesn’t Capital Flow From Rich to Poor Countries? American
Economic Review, 80(2), 92-96.
Lukeš, M., Longo, M. C., & Zouhar, J. (2019). Do business incubators really enhance
entrepreneurial growth? Evidence from a large sample of innovative Italian startups. Technovation, 82, 25-34.
Lundvall, B. Å. (ed.). (1992). Systems of Innovation: Towards a Theory of Innovation and
Interactive Learning. London: Pinter Publisher.
Lundvall, B.Å. ed. (2010). National systems of innovation: Toward a theory of innovation
and interactive learning (uppl. 2). London: Anthem Press.
Malkiel, B.G. & Fama, E.F. (1970). Efficient capital markets: A review of theory and
empirical work. Journal of Finance, 25(2), 383-417.
Malmström, M., Johansson, J., & Wincent, J. (2017). Gender Stereotypes and Venture
Support Decisions: How Governmental Venture Capitalists Socially Construct
Entrepreneurs’ Potential. Entrepreneurship Theory and Practice, 41(5), 833-860.
Mankiw, N.G., Romer, D. & Weil, D.N. (1992). A Contribution to the Empirics of Economic
Growth. Quaterly Journal of Economics, 107(2), 407-437.
Mason, C., & Rogers, A. (1997). The business angel’s investment decision: An exploratory
analysis. In D. Deakins, P. Jennings, & C. Mason (Eds.), Entrepreneurship in the
1990s (pp. 29-46): Paul Chapman Publishing.
Mazzucato, M. (2015). The Entrepreneurial State: Debunking Public Vs. Private Sector
Myths. Anthem Press.
McCloskey, D. (2016). Bourgeois Equality: How Ideas, Not Capital or Institutions,
Enriched the World. London: University of Chicago Press.
McCloskey, D. (2010). Bourgeois Dignity: Why Economics Can’t Explain the Modern World.
London: University of Chicago Press.
McKelvie, A., Brattström, A., & Wennberg, K. (2017). How young firms achieve growth:
reconciling the roles of growth motivation and innovative activities. Small Business
Economics, 49(2), 273-293.
McLaughlin, P. A. & Williams, R. (2014). The Consequences of Regulatory Accumulation
and a Proposed Solution. George Mason University, Mercatus Center Working
Paper no. 14-03.
Mowery, D. C., Nelson, R. R., Sampat, B. N., & Ziedonis, A. A. (2015). Ivory tower and
industrial innovation: University-industry technology transfer before and after the
Bayh-Dole Act: Stanford University Press.

Bureaucrats or Markets in Innovation Policy?

Nelson, R. R. & Winter, S. G. (1982). An Evolutionary Theory of Economic Change.
Cambridge, MA and London: Belknap University Press of Harvard University Press.
Niskanen, W. A. (1975). Bureaucrats and Politicians. Journal of law and economics,
18(3), 617–643.
Nordström, L. (2016). A long-term perspective on private equity ownership. Ratio
Working Paper No. 269.
Norrman, C., & Bager-Sjögren, L. (2010). Entrepreneurship policy to support new
innovative ventures: Is it effective? International Small Business Journal, 28(6),
602-619.
North, D.C. (1990). Institutions and economic growth: An historical introduction. World
development, 17(9), 1319-1332.
Nyström, K. (2009). The importance of industry structure in the analysis of regional entry
and exit: The case of Sweden. Regional and Sectoral Economic Studies, 9(2), 25-20.
Nyström, K. (2013). Entrepreneurial politicians. Small Business Economics, 41(1), 41-54.
Nyström, K. (2014). Business regulation and red tape in the entrepreneurial economy.
In C. Karlsson, B. Johansson, & R. R. Stoug (Eds.), Agglomeration, Clusters and
Entrepreneurship: Studies in Regional Economic Development (pp. 283-300).
Cheltenham: Edward Elgar.
OECD. (2006). The SME Financing Gap: Theory and Evidence. Paris: OECD.
OECD. (2015). Better Regulation in Europe: Sweden. Paris: OECD. http://www.oecd.org/
gov/regulatory-policy/45418272.pdf
OECD. (2014). Education at a Glance 2014: OECD Indicators. Paris: OECD. http://dx.doi.
org/10.1787/eag-2014-en.
Okimoto, D. I. (1989). Between MITI and the market: Japanese industrial policy for high
technology. Stanford University Press.
Paxton, B. (2012). Pictures, Pop Bottles and Pills: Kodak Electronics Technology That
Made a Better World but Didn’t Save the Day. Fossil Press.
Pearson, T. R., Stringer, D. Y., Mills L. H. and Summers, D. F. (2006). Micro vs Small
Enterprises: A Profile of Human Resource Personnel, Practices and Support
Systems. Journal of Management Research, 6(2): 102-112.
Pennington, M. (2011). Robust Political Economy: Classical Liberalism and the Future of
Public Policy. Cheltenham, UK and Northampton, MA, USA: Edward Elgar.
Phan, P. H., Siegel, D. S., & Wright, M. (2005). Science parks and incubators:
observations, synthesis and future research. Journal of business venturing, 20(2),
165-182.

115

116

Bureaucrats or Markets in Innovation Policy?

Rasmussen, E. & Borch, O. J. (2010). University capabilities in facilitating
entrepreneurship: A longitudinal study of spin-off ventures at mid-range
universities. Research Policy, 39, 602–612.
Richtnér, A., Brattström, A., Frishammar, J., Björk, J., & Magnusson, M. (2017). Creating
better innovation measurement practices. MIT Sloan Management Review, 59(1), 45.
Rigby, D. L. & Essletzbichler, J. (1997). Evolution, Process Variety, and Regional
Trajectories of Technological Change in U.S. manufacturing. Economic Geography,
73, 269–283.
Romer, P.M. (1986). Increasing returns and long-run growth. Journal of Political
Economy, 94(5), 1002-1037.
Romer, P.M. (1990). Endogenous technological change. Journal of political Economy,
98(5), Part 2, 71-102.
Rotger, G. P., Gørtz, M., & Storey, D. J. (2012). Assessing the effectiveness of guided
preparation for new venture creation and performance: Theory and practice.
Journal of business venturing, 27(4), 506-521. doi: 10.1016/j.jbusvent.2012.01.003
Sandström, C. (2013). Facit and the displacement of mechanical calculators. IEEE
Annals of the History of Computing, 35(3), 20-31.
Sandström, C. (2016). The non-disruptive emergence of an Ecosystem for 3D Printing
– Insights from the Hearing aid industry’s transition 1989-2008. Technological
Forecasting & Social Change, 102, 160-168.
Sandström, C. (2014). Var skapades Sveriges 100 främsta innovationer? Stockholm:
Reforminstitutet och Svenska Uppfinnarföreningen.
Saxenian, A.L. (2002). Taiwan’s Hsinchu region: imitator and partner for Silicon Valley.
SIEPR Discussion Paper Series reports, Stanford University
Saxenian, A.L. (2007). The New Argonauts: Regional Advantage in a Global Economy.
Harvard University Press.
Schumpeter, J. (1912, 1934). The Theory of Economic Development: An Inquiry into Profits,
Capital, Credit, Interest, and the Business Cycle. Cambridge, Mass.: Harvard Press.
Schumpeter, J.A. (1942). Socialism, capitalism and democracy. Harper and Brothers.
Schwartz, M. (2013). A control group study of incubators’ impact to promote firm
survival. The Journal of Technology Transfer, 38(3), 302-331.
Sjögren, H., & Zackrisson, M. (2005). The search for competent capital: financing of
high technology small firms in Sweden and USA. Venture Capital: An International
Journal of Entrepreneurial Finance, 7(1), 75-97.

Bureaucrats or Markets in Innovation Policy?

Skolverket. (2017). Svenska elever bättre i PISA. Skolverket. Hämtad 2017-02-17:
http://www.skolverket.se/statistik-och-utvardering/internationella- studier/pisa/
svenska-elever-battre-i-pisa-1.255083. Stockholm: Skolverket [Swedish National
Agency of Education].
Smith, P. J. (2003). Workplace learning and flexible delivery. Review of educational
research, 73(1), 53-88.
Solow, R. M. (1957). Technical change and the aggregate production function. Review of
Economics and Statistics, 39(3), 312–320.
Sorenson, O., Assenova, V., Li, G.-C., Boada, J., & Fleming, L. (2016). Expand innovation
finance via crowdfunding. Science, 354(6319), 1526-1528.
SOU 2015:107. Forskning, innovationer och ekonomisk tillväxt. Stockholm: Elanders.
Stiglitz, J. E., & Weiss, A. (1981). Credit Rationing in Markets with Imperfect Information.
American Economic Review, 71(3), 393–410.
Svenska Dagbladet (2019). April 12t, 2019. “ Så fick Skistar miljoner i statligt stöd – för
liftbygge “ https://www.svd.se/om/mangmiljonstodet-till-skistar
Svenskt Näringsliv. (2016). Rekrytering – när teknikutveckling och digitalisering
förändrar jobben. Rekryteringsenkäten 2016. Stockholm: Svenskt Näringsliv
[Confederation of Swedish Enterprise].
Svensson, R. (2011). När är statligt stöd till innovativa företag och entreprenörer
effektivt? Stockholm: Svenskt Näringsliv.
Svensson, R. (2018). En flodvåg av offentligt venture capital. Ekonomisk Debatt, 46(2),
52–57.
Söderblom, A., Samuelsson, M., Wiklund, J. & Sandberg, R. (2015). Inside the Black
Box of Outcome Additionality: Effects of Early-Stage Government Subsidies on
Resource Accumulation and New Venture Performance. Research Policy, 44(8),
1501–12.
Tansky, J. W. & Heneman, R. (2003). Guest editor’s note: Introduction to the special
issue on human resource management in SMEs: A call for more research. Human
Resource Management, 42(4): 299-302.
Teece, D.J., (1986). Profiting from technological innovation: Implications for integration,
collaboration, licensing and public policy. Research policy, 15(6), 285-305.
Tillväxtverket. (2014). Behovet av venture capital i Sverige under EU:s programperiod
2014− Christian Sandström, Anders Gustafsson, NilsKarlson & Karl Wennberg
20 – underlagsrapport. Rapport 0171. Stockholm: Tillväxtverket.

117

118

Bureaucrats or Markets in Innovation Policy?

Tillväxtverket. (2015). Förhandsbedömning för stöd till finansieringsinstrument inom
den europeiska regionala utvecklingsfonden 2014−2020. Rapport 0183. Stockholm:
Tillväxtverket.
Tingvall, P. & Videnord., J. (2018). Regional Differences in Effects of Publicly Sponsored
R&D Grants on SME Performance. Small Business Economics, In press.
Tillväxtanalys. (2012). Regelbörda och växande företag – Sverige i internationell
jämförelse, Rapport 2012_06, 2012/09.
Tillväxtverket. (2014). Förutsättningar för konkurrenskraftiga företag. Företagens villkor
och verklighet. Stockholm: Tillväxtverket.
Ullberg, E. (2015). Trade in Ideas: Performance and Behavioural Properties of Markets in
Patents with Two-Part Tariff. Stockholm: Ratio.
Vohora, A., Wright, M. & Lockett, A. (2004). Critical junctures in the development of
university high-tech spinout companies. Research Policy, 33(1), 147–175.
Wallsten, S.J. (2000). The Effects of Government-Industry R&D Programs on Private
R&D: The Case of the Small Business Innovation Research Program. RAND Journal
of Economics, 31(1), 82–100.
Wasserman, N. (2012). The Founder’s Dilemmas: Princeton University Press.
Wennberg, K. & Elmoznino Laufer, M. (2014). Financing future job creators. Stockholm:
Ratio och Företagarna[The Swedish Federation of Business Owners].
Wennberg, K., Lindberg, H. & Fergin, E. (2013). Rekrytering och kompetensförsörjning i
snabbväxande företag. Rapport#5, Kompetens för tillväxt. Stockholm: Ratio.
Wennberg, K., Wiklund, J. & Wright, M. (2011). The effectiveness of university knowledge
spillovers: Performance differences between university spinoffs and corporate
spinoffs. Research Policy, 40(8), 1128-1143.
Widerstedt, B., & Månsson, J. (2015). Can business counselling help SMEs grow?:
evidence from the Swedish business development grant programme. Journal of
Small Business and Enterprise Development, 22(4), 652-665.
Wharton. (2015). How Stockholm became a Unicorn Factory. Knowledge @ Wharton, 9
november, 2015. Hämtad från: http://knowledge.wharton.upenn.edu/article/howstockholm-became-a-unicorn-factory/
Wölfl, A. (2010). Product market regulation: Extending the analysis beyond OECD
countries. Working Paper (2010)55, No.799. OECD.
Woolthuis, R. K., Lankhuizen, M., & Gilsing, V. (2005). A system failure framework for
innovation policy design. Technovation, 25(6), 609-619.

World Economic Forum. (2015). The Global Competitiveness Report 2015-2016. Genève:
World Economic Forum.
World Bank. (2009). Doing Business 2010: Reforming through difficult times. Washington
DC: World Bank, The International Bank for Reconstruction and Development and
Palgrave MacMillan.
World Bank (2014). Sweden’s business climate a microeconomic assessment.
Washington DC: World Bank.
Zúñiga-Vicente, J.A., Alonso-Borrego, C., Forcadell, F.J. & Galán, J.I. (2014). Assessing
the Effect of Public Subsidies on Firm R&d Investment: A Survey. Journal of
Economic Surveys, 28(1), 36–67.

121

Appendix
Publications from the Financing of Innovation
research program
Publications are listed below, arranged by area of research.

1. Financing of new and fast-growing companies
ACCEPTED AND PUBLISHED ARTICLES
2017
Coad, A., Daunfeldt, S-O. & Halvarsson, D. (2018). Bursting into life: firm growth &
growth persistence by age. Small Business Economics, 50(1), 55-75.
Criaco, G., Sieger, P., Wennberg, K., Chirico, F. & Minola, T. (2017). Parents’ performance
in entrepreneurship as a “double-edged sword” for the intergenerational
transmission of entrepreneurship. Small Business Economics, 49(4), 841–864.
Halvarsson, D., Korpi, M. & Wennberg, K. (2018). Entrepreneurship & Income Inequality.
Journal of Economic Behavior & Organization, 145(2018), 275-293.
McKelvie, A., Brattström, A., & Wennberg, K. (2017). How young firms achieve growth:
Reconciling the roles of growth motivation & innovative activities. Small Business
Economics, 49(2), 273–293.
Bjuggren, P-O. (2018). Specialisering, marknad och företag, review of The Problem of
Production: A New Theory of the Firm, by P. Bylund. Ekonomisk Debatt 46(4), 83-86.

2016
Avdeitchikova, S. & Nyström, K. (2016). Access to Informal Venture Capital &
Ambitious Entrepreneurship – Cross Country Evidence. International Review of
Entrepreneurship, 14(4), paper no. 1545.
Bird, M. & Wennberg, K. (2016). Why family matters: The impact of family resources
on immigrant entrepreneurs’ exit from entrepreneurship. Journal of Business
Venturing, 31(6), 687–704. DOI: 10.1016/j.jbusvent.2016.09.002

122

Bureaucrats or Markets in Innovation Policy?

Daunfeldt, S.-O., Elert, N. & Johansson, D. (2016). Are high-growth firms
overrepresented in high-tech industries? Industrial & Corporate Change, 25(1),
1-21. DOI: 10.1093/icc/dtv035
Daunfeldt, S-O., Halvarsson, D. & Mihaescu, O. (2016). High-Growth Firms: Not So Vital
After All? International Review of Entrepreneurship, 14(4), paper no. 1541.
Efendic, N., Andersson, F. W. & Wennberg, K. (2016). Growth in first- & secondgeneration immigrant firms in Sweden. International Small Business Journal,
34(8), 1028-1052.
Fredriksen, L., Wennberg, K. & Balachandran, C. (2016). Mobility & Entrepreneurship:
Evaluating the Scope of Knowledge-Based Theories of Entrepreneurship.
Entrepreneurship Theory & Practice, 40(2), 359-380.
Herrmann, J., Avdeitchikova, S. & Hjertstrom, A. (2016). The Influence of Functional &
Relational Proximities on Business Angel Investments. International Journal of
Entrepreneurship & Small Business, 29(3), 468-490.
Wennberg, K., Delmar, F. & McKelvie, A. (2016). Variable risk preferences in new firm
growth & survival. Journal of Business Venturing, 31(4), 408–427.

2015
Daunfeldt, S-O., Johansson, D., & Halvarsson, D. (2015). Using the eurostat-OECD
definition of high-growth firms: a cautionary note. Journal of Entrepreneurship &
Public Policy, 4(1), 50-56.
Kokko, A., Gustavsson Tingvall, P. & Videnord, J. (2015). The Growth Effects of R&D
Spending in the EU: A Meta-Analysis. Economics: The Open-Access, OpenAssessment E-Journal, 9(2015-40), 1-26.
Delmar, F. & Wennberg, K. (2014). Entreprenörskap och ekonomisk tillväxt: En kritisk
Granskning. Organisation och Samhälle, 1(1), 26-29.

2014
Lougui, M. & Nyström, K. (2014). What Obstacles do entrepreneurs encounter? Journal
of Entrepreneurship & Public Policy, 3(2), 275-291.
Wennberg, K. & DeTienne, D. R. (2014). What do we really mean when we talk about
‘exit’? A critical review of research on entrepreneurial exit. International Small
Business Journal, 32(1), 4-16.

Bureaucrats or Markets in Innovation Policy?

WORKING PAPERS
Bjuggren, P.-O. & Elmoznino Laufer, M. (2015). Startups, Financing & Geography–
Findings from a survey. Ratio Working Paper No. 255.
Efendic, N., Andersson, F. W. & Wennberg, K. (2015). Growth in first- & secondgeneration immigrant firms in Sweden. Ratio Working Paper No. 265.
Ullberg, E. (2015). Coordination of Inventions & Innovations through patent markets
with prices. Ratio Working Paper No. 260.
Ullberg, E. (2015). Trade in Ideas: Performance & Behavioural Properties of Markets in
patent with Two-part Tariff. Ratio Working Paper No. 261.
Bjuggren, P.-O. & Elmoznino Laufer, M. (2014). Bank Financing of Start-ups – Findings
from a survey. Ratio Working Paper No. 232.
Wennberg, K. & Berglund, H. (2014). Pragmatic entrepreneurs & institutionalized
scholars? Ratio Working Paper No. 238.
Avdeitchikova, S., & Landström, H. (2014). The Economic Significance of Business
Angels – Towards Comparable Indicators. Ratio Working Paper No. 248.

REPORTS, BOOKS AND BOOK CHAPTERS
Bjuggren, P-O & Elmoznino Laufer, M. (2018). Startups, Financing & Geography
– Findings from a Survey. Ch. 10 in U. Gråsjö, C. Karlsson & I. Bernhard (eds.),
Geography, Open Innovation & Entrepreneurship. Cheltenham, UK: Edward Elgar
Publishing Limited.
Elmoznino Laufer, M. (2017). Essays on Finance for Start-ups. (Licentiate dissertation,
Stockholm School of Economics, Stockholm, Sweden).
Avdeitchikova, S. & Landström, H. (2016). The economic significance of business angels:
Toward comparable indicators. In H. Landström, & C. Mason (Eds.) Handbook of
Research on Business Angels (pp. 53–75). Cheltenham, UK: Edward Elgar.
Avdeitchikova, S., Rydell, I., & Grauers, Y. (2016). Regionala strukturer för riskvillig
finansiering: Definition, insatslogik, förändring och fondernas bidrag.
(Underlagsrapport till Rapport 2016:03). Östersund: Tillväxtanalys.
Elmoznino Laufer, M. (2016). Tillväxtföretagandets skatteutmaningar. Stockholm: Ratio.
Avdeitchikova, S. & Coenen, L. (2015). Commercializing clean technology innovations:
the emergence of new business in an agency-structure perspective. In P. Kryö (Ed.),
Handbook of Entrepreneurship & Sustainable Development Research (pp. 321341). Cheltenham, UK: Edward Elgar.

123

124

Bureaucrats or Markets in Innovation Policy?

Elmoznino Laufer, M., Svensson, L., Wennberg, K., & Berglund, H. (2014).
Affärsängelnätverk och investeringar. Ratio & Connect Sverige.
Wennberg, K., & Elmoznino Laufer, M. (2014). Financing future job creators. Ratio and
Företagarna.

2. Financing disruptive innovations
PUBLISHED SCIENTIFIC ARTICLES
2017 – 2018
Laurell, C. & Sandström, C. (2018). Comparing the impact of social & traditional
media on disruptive change – evidence from the sharing economy, Technological
Forecasting & Social Change, 129, 339-344.
Laurell, C. & Sandström, C. (2017). The sharing economy in social media: Analyzing
tensions between market & non-market logics. Technological Forecasting & Social
Change, 125, 58–65.
Baum, C. F., Lööf, H., Nabavi, P. & Stephan, A. (2017). A new approach to estimation of
the R&D-innovation-productivity relationship. Economics of Innovation & New
Technology, 26(1–2), 121–133.
Berglund, H. & Sandström, C. (2017). A New Perspective on the Innovator’s Dilemma:
Exploring the role of Entrepreneurial Incentives. International Journal of
Technology Management, 75(1/2/3/4), 142–156.
Schäfer, D. & Stephan, A. (2017). Innovation & Investment Funding in the post-crisis
period: have financing patterns & financial constraints of German firms changed?
Vierteljahrshefte zur Wirtschaftsforschung. Vol. 86. EU Capital Markets Union:
an alluring opportunity or a blind alley? Concept & microperspectives of CMU (pp.
129–142).
Grafström, J. (2017). International knowledge spillovers in the wind power industry:
evidence from the European Union. Economics of Innovation & New Technology,
27(3), 205-224.

2016
Laurell, C. & Sandström, C. (2016). Analysing Uber in Social Media – Disruptive
Technology or Institutional Disruption? International Journal of Innovation
Management, 20(5), 1-19.

Bureaucrats or Markets in Innovation Policy?

Sandström, C. (2016). The non-disruptive emergence of an Ecosystem for 3D Printing
– Insights from the Hearing aid industry’s transition 1989-2008. Technological
Forecasting & Social Change, 102, 160-168.
Sandström, C. Ernkvist, M, Laurell, C. & Jörnmark, J. (2016). Varför kan teknik slå
politik? Ekonomisk debatt, 44(7), 42-53.

2015
Ernkvist, M. (2015). The double knot of technology & business-model innovation in the
era of ferment of digital exchanges: The case of OM, a pioneer in electronic options
exchanges. Technological Forecasting & Social Change, 99, 285-299.
Sandström, C. (2015). How Disruptive Is Tesla, Really? MIT Technology Review.
Sandström, C. (2015) Skapades iPhone av den amerikanska staten? [Bokanmälan
av: The Entrepreneurial State: Debunking Public vs Private Sector Myths, av M.
Mazzucato]. Ekonomisk Debatt, 43(3), 92–94.

2014
Laurell, C. & Sandström, C. (2014). Disruption & Social Media—Entrant Firms As
Institutional Entrepreneurs. International Journal of Innovation Management, 18(3).
Sandström, C., Berglund, H. & Magnusson, M. (2014). Symmetric assumptions in the
theory of disruptive innovation – Theoretical & Managerial implications. Creativity
& Innovation Management, 23(4), 472-483.
Stephan, A. (2014). Are public research spin-offs more innovative? Small Business
Economics, 43(2), 353-368.

WORKING PAPERS
Grafström, J., Söderholm, P., Gawel, E., Lehmann, P. & Strunz, S. (2017). Knowledge
Accumulation from Public Renewable Energy R&D in the European Union:
Converging or Diverging Trends? Ratio Working Paper No. 292.

REPORTS, BOOKS AND BOOK CHAPTERS
Sandström, C., & Karlson, N. (2016). Digital disruption: konsekvenser för företagande,
individer och samhälle. Stockholm: Ratio.
Sandström, C. (2014). Var skapades Sveriges 100 främsta innovationer?
Reforminstitutet & Svenska Uppfinnarföreningen.

125

126

Bureaucrats or Markets in Innovation Policy?

3. Public support and innovations
SCIENTIFIC ARTICLES
2017 – 2018
Axelsson, M., Netz, J. & Sandström, C. (2017). Collective action problems in the public
sector: A business model perspective. Creativity & Innovation Management, 26(4),
370–378.
Sandström, C., Wennberg, K., Wallin, M. W., & Zherlygina, Y. 2018. Public policy for
academic entrepreneurship initiatives: a review and critical discussion. Journal of
Technology Transfer, 45(3): 1232-1256.

2016
Gustafsson, A., Stephan, A., Hallman, A. & Karlson, N. (2016). The “sugar rush” from
innovation subsidies: A robust political economy perspective. Empirica, 43(4),
729-756.
Daunfeldt, S-O., Gustavsson Tingvall, P., & Halvarsson, D. (2016). Statliga
innovationsstöd till små och medelstora företag – har de någon effekt? Ekonomisk
debatt, 44(1), 6–19.

WORKING PAPERS
Gustafsson, A., Gustavsson Tingvall, P. & Halvarsson, D. (2017). Subsidy Entrepreneurs.
Ratio Working Paper No. 303.
Gustavsson Tingvall, P. & Videnord, J. (2017). Regional Effects of Publicly Sponsored
R&D Grants on SME Performance. Ratio Working Paper No. 289.
Engberg, E., Halvarsson, D., & Gustavsson Tingvall, P. (2017). Direct & Indirect Effects of
Private- & Government Sponsored Venture Capital. Ratio Working Paper No. 288.
Gustafsson, A. (2017). Busy Doing Nothing - Why Politicians Implement Inefficient
Policies
Gustafsson, A. (2017). Take it to the (Public) Bank: The Efficiency of Public Bank Loans.

REPORTS, BOOKS AND BOOK CHAPTERS
Gustavsson Tingvall, P., Halvarsson, D. & Engberg, E. (2017). Firms’ responses to
private- & government sponsored Venture Capital. (PM nr. 2017:02). Östersund:
Tillväxtanalys.

Bureaucrats or Markets in Innovation Policy?

Gustavsson Tingvall, P., Engberg, E., & Halvarsson, D. (2017). Reala effekter av statligt
och privat riskkapital. I: B. Falkenhall & J. Lithander (red.), Tillväxtfakta 2016:
Perspektiv på kapitalförsörjning – En antologi on företagens fiansiering och statens
roll (75–99). Östersund: Tillväxtanalys.
Gustavsson Tingvall, P. (2015). Var gör innovationsstöden mest nytta? Stora skillnader i
effekt mellan olika regioner (PM nr. 2015:17). Stockholm: Tillväxtanalys.
Gustavsson Tingvall, P. & Deiaco, E. (Eds.). (2015). Do Selective Industrial Policies
Cause Growth? – Experiences from Sweden (Report No. 2015:07). Stockholm:
Tillväxtanalys
Gustavsson Tingvall, P., & Deiaco, E. (Eds.). (2015). Tillväxt genom stöd – en bok om
statligt stöd till näringslivet (Tillväxtfakta 2015). Stockholm: Tillväxtanalys
Hellerstedt, K., Wennberg, K. & Fredriksen, L. (2014). University Knowledge Spillovers
& regional start-up rates: Supply & Demand-Side Factors. In A. C. Corbett, D. S.
Siegel & J. A. Katz (Eds.), Advances in Entrepreneurship, Firm Emergence & Growth:
Vol. 16. Academic Entrepreneurship: Creating An Entrepreneurial Ecosystem (pp.
137-168). Emerald Group Publishing Limited.
Halvarsson, D., Daunfeldt, S.-O. & Gustavsson Tingvall, P. (2014). Företagsstöd till
innovativa små och medelstora företag – en kontrafaktisk effektutvärdering (PM
2014:16). Stockholm: Tillväxtanalys.

4. Legal aspects of innovation financing
ACCEPTED AND PUBLISHED ARTICLES
2017
Fu, K., Wennberg, K. & Falkenhall, B. (in press). Insolvency legislation &
entrepreneurship: a cross-country study. Small Business Economics.
Bjuggren, P-O., Domeij, B. & Horn, A. (2017). Swedish Patent Litigation Survey of Small
& Medium-sized Enterprises. Nordisk Immateriellt Rättsskydd, 2017(3), 234–248.

2015
Bjuggren, P-O., Domeij, B. Horn, A. (2015). Swedish Patent Litigation in Comparison to
European. NIR: Nordiskt immateriellt rättsskydd, eddy.se. 5, 504-522
Bjuggren, P-O., & Eklund, J. E. (2015). Property Rights & the Cost of Capital. European
Journal of Law & Economics, (39)3, 523-537.

127

128

Bureaucrats or Markets in Innovation Policy?

Bjuggren, P-O. (2015). Ingen tillväxt utan tillitsfrämjande lagstiftning [Bokanmälan av:
Solomon’s Knot: How Law Can End the Poverty of Nations, av R. D. Cooter och H-B.
Schäfer]. Ekonomisk Debatt, 43(5), 83-87.

WORKING PAPERS
Bjuggren, P-O., Almlöf, H. (2015). What matters in Design of Corporate Law. Ratio
Working Paper No. 299.

REPORTS, BOOKS AND BOOK CHAPTERS
Nyström, K. (2014). Business Regulation & Red Tape in the Entrepreneurial Economy.
In C. Karlsson, B. Johansson, & R. Stough (Eds.), Agglomeration, Clusters &
Entrepreneurship. Cheltenham, UK: Edward Elgar Publishing.

5. Corporate governance and innovations
ACCEPTED AND PUBLISHED ARTICLES
2017
Bjuggren, P-O., Nordström, L. & Palmberg, J, (2017). Are Female Leaders More
Efficient in Family Firms than in Non-Family Firms. Corporate Governance – The
International Journal of Business in Society, 18(2), 185-205.
Almlöf, H. (2017). När dispositiva lagregler blir tvingande – Om behov av kreativitet i det
aktiebolagsrättsliga lagstiftningsarbetet. Svensk Juristtidning, 2017(1), 9–22.
Almlöf, H. (2016). Mot en djupare förståelse av aktiebolagsrättens utformning. NTS –
Nordisk Tidsskrift for Selskabsret, 2016(2/3).
Schäfer, D., Stephan, A. & Mosquera, J. S. (2017). Family ownership: does it matter for
funding & success of corporate innovations? Small Business Economics, 48(4),
931–951.

2016
Bjuggren, P-O. (2016). Marginal q Revisited. Applied Economics, 48(1), 52-58.
Bjuggren, P-., Eklund, J. & Wiberg, D. (2016). Institutional Ownership & Returns on
Investment. Corporate Ownership & Control, 13(4), 419-429.

2014
Bjuggren, P-O. & Sund, L-G. (2014). A contractual perspective on succession in family
firms: a stakeholder view. European Journal of Law & Economics, 38(2), 211-225.

WORKING PAPERS
Nordström, L. (2016). A long-term perspective on private equity ownership. Ratio
Working Paper No. 269.
Bjuggren, P-O. & Högberg, A. (2015). Corporate Governance, Legal Origin & Firm
Performance. Ratio Working Paper No. 264

Author Presentations
Christian Sandström is Associate Professor of Iinnovation
Management at Chalmers University of Technology and the
Ratio Institute in Stockholm, Sweden..
Karl Wennberg is Professor of Business Administration at
Linköping University and research fellow at the Ratio Institute
in Stockholm, Sweden.
Nils Karlson is Founding President and CEO of the Ratio
Institute in Stockholm and Professor of Political Science at
Linköping University, Sweden.

How can innovation best be promoted?
Based on a major interdisciplinary research program
with a special focus on Sweden, paired with international research, this book shows that targeted
interventions and firm subsidies do not have the
intended effects but instead creates policy failures,
government waste and rent-seeking.
Instead, innovation policy should focus on supplying the right competencies and on improving the
institutions of the market economy and the general
conditions for enterprise.
Markets rather than bureaucrats are decisive for
innovation, industrial development and growth.

ZOLTAN ACS Professor of Economics and Public Policy,
George Mason University

“A genuinely “entrepreneurial government” is not
one that picks winners but one that clears obstacles
from the path of private entrepreneurship.”
RICHARD LANGLOIS Professor of Economics,
University of Connecticut

9

789178

193929

Christian Sandström | Karl Wennberg | Nils Karlson

“This important new book by Sandström, Wennberg and
Karlson takes us a long way to try and bring Europe back to
the realization that new firms and the financing of them is
fundamental to productivity and economic growth.”

Bureaucrats or Markets in Innovation Policy?

Bureaucrats or Markets in Innovation Policy?

