Michael Mandel. Prepared remarks for the Startup School, October 15, 2005 (Note: The actual recorded talk may differ from these remarks)
Why am I here? The official reason is that Paul [Graham, the organizer of the Startup School] wanted someone to talk about the larger economic context of start-ups. The real reason, I think, is because I said nice things about Paul’s essays on my blog. 
I’ve been writing about technology and economics for BusinessWeek nearly forever, and I can sum up what I’ve learned in four short words—what I call the four Bs.

Boom, bust, boom, bust. 

At each stage of the cycle, no one thinks that the good times or the bad times are going to end.  When I was writing about the beginning of the New Economy in the mid-1990s,  BusinessWeek was soundly denounced by leading economists who couldn’t believe that productivity was going to accelerate. 

Then in 2000, I came out with my book “The Coming Internet Depression.”  In May of that year, I was at the New Economy Forum in Silicon Valley, and after I gave my view of the coming tech bust, I was pushed up against the wall by some tech executives who demanded to know how I could say such things, and urged me to recant. 

Now my latest book, Rational Exuberance, gives an optimistic view of the future. But most economists are so depressed and worried that we are going to hell in a handbasket, because of the trade deficit, the budget deficit, and the lack of savings. 

As I say in my book, the number of economists who take technology and startups seriously is very small. And if you look at most basic economic textbooks, you will find very few mentions of technology, and almost none of start-ups. 

From the perspective of most economists and policymakers, the folks in this room are practically invisible. 

That’s just a mistake, because it ignores one of the major sources of U.S. growth. Just think—other countries have higher, sometimes much higher, savings rates than us. They also have access to the same technology. 

The key difference is the ability to innovate and move forward. 

50% of productivity growth comes from technological advance.  The entire boom of the 1990s was driven by ideas, not by an increase in investment as a share of GDP. 

The paradox—in an advanced, “mature” economy, like the U.S,  innovation is an essentially unnatural act.  It is the creation of something from nothing—verging on economics blasphemy. 

 Corporations crave innovation and hate it at the same time. If they could  guarantee it would work, that would be fine. But it’s too uncertain, too risky, too many toes get stepped on. 
From my perspective, people who are starting companies and willing to fail are doing God’s work. 

The center of real growth is the ability to create something new, despite all the bureaucracies, despite all the obstacles. 

Where does the U.S. competitive advantage come from?
First, the ability to finance and reward high-risk startups. No other country has the same well-developed venture capital structure that we do. 

Second, the willingness to work long hours is essential. You can’t make new technology work without immense inputs of time. Take a look at my recent BW cover story, “The Real Reasons Why We are Working So Hard.”  Working hard is an enormous competitive advantage. 

Dangers and warnings: When starting a new company, you have to understand the true role of the venture capitalist. The role of the VC is not to give out money. Anyone can do that—governments can do that, your friends and family can do that. 

The true role of the venture capitalist is to throw you, the founder, out if you have a good idea that you are not executing well. That’s where the VC really earns his money. 

Your job is to not give them that chance. 

My second warning. Innovative economies are more likely to have booms and busts. During booms, everything looks easy. People pile into the hot areas, with easy money. This may even be the rational thing to do. 

But remember that the bottom can drop out unexpectedly. It’s the technological equivalent of a financial panic. 

Incidentally, this is the right way to think about China as well. China is in a boom period—everything is easy, but we won’t really know how competitive it is until the boom comes to an end, and we see how well a communist government can handle the aftermath of a capitalism boom. 

One last word about the business press. Innovation is uncertain, and it’s very hard figuring out what’s going to be big and what isn’t. Cisco, for example, went public in February 1990—and up to two months before the IPO, no one in the mainstream business press wrote about it. 

We do the best we can, but we’re peering through the same fog of business and technology uncertainty that you are.  Thanks for your time. 

