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The macroeconomic options, however, deemed 
respectable in the 1930s are different from those 
today. Here Irwin usefully reminds us of the eco-
nomic orthodoxy of the time that promoted gov-
ernment budget balance, removing expansionary 
fiscal policy as a policy alternative. Moreover, 
those nations with an awful history of high—in 
some cases hyper—inflation in the 1920s were 
minded in the 1930s to retain the gold stan-
dard, thereby limiting room for monetary policy 
expansion. 

When confronted with deflation, a shrink-
ing global economy, and losses in gold reserves, 
national governments reacted in different ways. 
Those governments that favored the macroeco-
nomic orthodoxy tended ultimately to resort to 
protectionism (not just tariff barriers but also 
other measures such as limitations on access 
to foreign exchange necessary to buy imports) 
and others chose exchange rate devaluation. Of 
course, both policy responses disadvantage cer-
tain foreign commercial interests and seek to 
shift the burden of adjustment abroad. A focus 
on what caused trade barriers to go up, then, 
would have missed the broader point that dis-
crimination against foreign commercial interests 
was the outcome of much 1930s policy choice. 
Arguably, the same narrow focus has influenced 
too much contemporary analysis of crisis-era 
protectionism.

In Irwin’s formulation, a trilemma exists for 
open economies, now and in the 1930s. A national 
government can pursue only two of the follow-
ing three objectives: a fixed exchange rate, an 
independent monetary policy, and a liberal trade 
policy. Today, when fiscal policy expansion is no 
longer a taboo and there is much lower premium 
placed on fixed nominal exchange rates, then the 
argument goes it is not surprising that there has 
been less across-the-board protectionism since 
the global economic crisis began. 

If one considers increases in traditional trade 
barriers, then only Ecuador, Ukraine, and prob-
ably Russia have engaged in substantial protec-
tionism in recent years. Moreover, according to 
the monitoring by the Global Trade Alert, which 
I coordinate, only six countries have engaged 
in competitive devaluations where a govern-
ment official has gone on record as saying the 
purpose of the devaluation was to disadvantage 

foreign commerce. So monetary and fiscal policy 
 flexibility has saved the day, at least as far as open 
borders are concerned.

Even if this is the right conclusion, it has two 
interesting implications. First, the backlash 
against fiscal stimulus packages from 2010 on 
and the promotion of austerity packages could 
amount to a reimposition of one 1930s-style con-
straint on policy choice. To be fair, in subsequent 
writings Irwin has made this point too.

Second, where is the World Trade Organization 
(WTO) in the trilemma argument? If the threat of 
WTO-sanctioned retaliation made contemporary 
governments more likely to devalue their curren-
cies instead of resorting to protectionism, then the 
WTO could induce other nations to devalue as 
well; neither policy decision shows much fealty to 
a level international playing field! Finally, recent 
years have substantial resort to bailouts of manu-
facturers and farmers (not just bankers which has 
tended to get most of the press). For understand-
ing contemporary developments, then, perhaps 
the trilemma needs to be extended to a quadri-
lemma with insisting on hard corporate budget 
constraints as a fourth government objective? 
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In the last two decades, entrepreneurship has 
entered most fields of economics and business 
economics. This is the consequence of major 
changes in the economy that have inevitably led 
to changes in the scholarly models we use when 
describing how the economy actually works. 
Entrepreneurship is a concept that now plays a 
role in such diverse fields as industrial econom-
ics, spatial economics, small business economics, 
organizational economics, innovation econom-
ics, and development economics. Ultimately, 
the valuation of the essential firm of the mod-
ern economy is being reconsidered. Valuing an 
Entrepreneurial Enterprise is a first step in this 
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new approach and is bound to influence the world 
of valuation and valuators.

The large enterprise was the dominant form 
of business organization until the late 1980s 
(Chandler 1990). Its essential input factors were 
capital and labor while developments in technol-
ogy, consumer preferences, and resource pro-
curement were relatively predictable. Economies 
of scale became a decisive factor for global 
competition in this period of mass production. 
The emergence of knowledge as an input factor 
seemed to be the final blow to the future of small 
firms. They were no match for the routinized 
innovation machine of their large counterparts, 
which exploited R&D activities while employing 
knowledge workers in well-organized laborato-
ries and bringing their efforts to commercial use 
(Winter 1984). 

Despite these forces, small and young firms 
have returned as the engine of economic devel-
opment. This situation was brought about by the 
ICT revolution that began in the early 1990s. 
Together with the demise of the communist sys-
tem and the ensuing wave of globalization, this 
meant the end of the large corporation as the 
dominant form of economic organization.

The economy underwent a drastic transforma-
tion (Baumol 2002; Audretsch 2007; Baumol, 
Litan, and Schramm 2007). The essence of the 
new economy is that small and young firms play 
an important role in creating economic growth 
(Wennekers et al. 2005) and in the interplay with 
the business cycle (Koellinger and Thurik 2012) 
because they are better at absorbing the uncer-
tainties of technology, consumer preferences and 
resource procurement (Audretsch and Keilbach 
2007). Audretsch and Thurik (2001) refer to this 
transformation as the switch from the managed 
economy to the entrepreneurial economy.

The economic community in the managed 
economy attempted to understand the main 
problem of that era: maximizing the efficiency 
and productivity of large-scale production while 
minimizing negative externalities from a con-
centration of economic power. During the entre-
preneurial economy, this community attempts to 
understand the creation and commercialization 
of knowledge through entrepreneurial activity. 
In their second chapter, Audretsch and Link 
show that the Schumpeterian model is a school 

of economic thinking that is better equipped to 
understand the entrepreneurial economy than 
the neoclassical and Keynesian schools. This is 
because the Schumpeterian school includes two 
focal concepts that are lacking in the other two 
models: innovation, as the driving force of prog-
ress, and the entrepreneur, without whom new 
ideas would not be pursued and implemented.

In section 1.3, Audretsch and Link show that 
entrepreneurial firms play an essential role not 
only in the Schumpeterian model but also in the 
real economy. Earlier in their book, they ask the 
obvious question of whether valuating the entre-
preneurial firm, which is the main carrier of the 
entrepreneurial economy, should follow the same 
rules as valuating firms in the managed economy. 
Given the drastic transformation of the economy, 
this is an obvious question. The answer is also 
obvious: of course not. Traditional valuation is 
broadly based upon comparison. Either a firm 
is compared with itself because it is an ongoing 
business with a history of sales and revenues, or 
it is compared with others with similar technol-
ogy, market approaches and resource procure-
ment. By definition, the entrepreneurial firm in 
the modern economy has no history and operates 
idiosyncratically in an attempt to discover a new 
product (section 1.2). 

After summarizing the traditional valuation 
techniques and illustrating them with exam-
ples, Audretsch and Link show that they are 
limited and sometimes misleading; hence, they 
are inapplicable to entrepreneurial firms. They 
develop a technique “the key of which is to focus 
on and understand the availability of alterna-
tive or complementary technologies” (157). One 
example seems to be a bit meager to justify their 
initial and implicit claim that the valuation of 
entrepreneurial firms must change. This may be 
true, but their method has overly broad appli-
cability. Audretsch and Link take the technol-
ogy-based entrepreneurial firm as the model for 
their exposition, but similar approaches can be 
suggested in other areas in which entrepreneurs 
are pursuing newness in terms of new mar-
kets, new market approaches or new resource 
procurement.

What to think of two economists writing a 
book about the limitations of current valuation 
techniques and proposing a novel approach? By 
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comparing the role of small firms that shape the 
organization of industry (Audretsch 1995) to that 
of the entrepreneur shaping society (Audretsch 
2007), Audretsch arrived at the entrepreneur as 
the driver of growth in the modern economy. 
Through historical accounts of the role of the 
entrepreneur (Hébert and Link 1988, 2009) and 
a long tenure as editor-in-chief of the Journal of 
Technology Transfer while studying the public 
and private roles of technology and innovation, 
Link arrived at the assessment of the value of 
the essential firm of the modern economy. The 
intimate link between the entrepreneur and his 
small and young firm as well as the link between 
the value of a firm and its prospective contribu-
tion to growth make the two economists an obvi-
ous choice to write this book. 

Whether the valuation community is willing to 
embrace the novel approach remains to be seen. 
Many years after the ENRON affair, which, in 
a benevolent mood, could be viewed as a “mis-
understanding” between an entrepreneurial 
way of running a firm and traditional valuation 
techniques, I perceive no solid entrepreneurship 
caput in accountancy training programs, at least 
in continental Europe. Therefore, if insiders do 
not accept the challenge to adapt the techniques 
to the changing requirements of the entrepre-
neurial economy, then it is up to well-informed 
and highly motivated outsiders to throw a stone 
in the valuation pond. 
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The authors set themselves a formidable chal-
lenge: to explain why, how, and with what con-
sequences China has achieved rapid economic 
growth in the reform period (since 1978). The 
“why and how” and the “consequences” find their 
expression in the second and third part of the 
book, framed by an introductory and a conclud-
ing part. 

The introductory part 1, in three chapters, 
covers the setting and data issues, approaches to 
understanding economic growth, and the evo-
lution of institutions and policies. Part 2 begins 
with a broad cross-country empirical analy-
sis and finds that growth in China is driven by 
accumulation of physical capital, conditional 
convergence, improvements in factor productiv-
ity through structural change, and slow popula-
tion growth (chapter 4). The subsequent chapter 
examines the determinants of economic growth 
in China in cross-provincial analysis using six 
equal intervals for the period from 1978 through 


