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WE ALL BE MORE LIKE

SCANDINAVIANS?

Daron Acemoglu, James Robinson, and Thierry Verdier have a new paper out
that is getting a lot of attention in the economics blogosphere, rightly so. The

paper can be found here. I want to make some comments of my own here, as
well as drum up attention to the paper.

Acemoglu, Robinson, and Verdier present some evidence based on patents to
argue that the US has been more innovative than the Scandinavian countries.
They do so even when there are well-known problems with using patents to
measure innovation. To their credit, after they present their theoretical

http://www.cogiddo.com/
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2132939
http://www.cogiddo.com/2012/09/acemoglu-robinson-and-verdier-ask-cant-we-all-be-more-like-scandinavians/


3/2/2015 Acemoglu, Robinson, and Verdier ask: Can’t we all be more like Scandinavians? | Economics and Mechanisms

http://www.cogiddo.com/2012/09/acemoglu-robinson-and-verdier-ask-cant-we-all-be-more-like-scandinavians/ 2/7

model, they state that they hope it will spur more detailed empirical research.
The theoretical model itself is based on a standard endogenous growth theory
foundation, with some moral hazard thrown in to capture a very mainstream-
economics view of innovators. Because of the moral hazard problem,
innovators must be given the proper incentives or innovation will suffer.

The other crucial ingredient in their model is a spillover effect from more
innovative economies to less. Their main point can be summarized as saying
that economies with big social safety nets can be as innovative and wealthy
these days because they enjoy innovations developed in economies with much
less of a social safety net (and more income inequality) such the US’s. The
development of the model is as masterful as one can expect from a group of
authors that includes the author of the most advanced recent graduate-level
textbook on economic growth (and Clark Medal winner in 2005, to boot).

I turn now to some of the discussion on economics blogs that I have seen in
my RSS feeds, as some of the commentary is very good. First, let me start with
the homo economicus assumption made in the paper (along with 99% of papers
that use math-heavy economic theory, as it seems to me). It makes the
protagonists, the would-be innovators, a bit too one-dimensional for
believability. OK, you say, so what, if the model captures the aspect of
economic arrangements it wants to capture, and does it well? But it does not,
precisely because of this one-dimensionality. As a commenter (going by the

name “ralmont”) to this post by Mark Thoma correctly pointed out, one of
the most important innovations of the last two decades or so has been the
development of Linux, on which run most of the web servers in the world, as
well as the many, many phones and other devices that run Android. But Linux
came out of the “cuddly” capitalism of Scandinavia (and indeed, from a then
21-year old student who opened it up to the world not in order to get rich but
to learn and because he loved to tinker with operating system software). The

http://economistsview.typepad.com/economistsview/2012/09/will-american-innovation-slow-if-we-go-cuddly.html
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standard one-dimensional model of economic man (the term was made up in
backward times and I am keeping its gender slant on purpose, as a criticism)
simply does not apply here. Also, by the nature of Linux (and all free/open
source software), there is no point to going to look for a patent by which to
measure the momentous impact of this development on economic growth.

In the body of the same post just discussed, Mark Thoma also says this:

An enhanced safety net — a backup if things go wrong — can give people the security

they need to take a chance on pursuing an innovative idea that might die otherwise, or

opening a small business. So it may be that an expanded social safety net encourages

innovation.

I think I can let this stand with no further comment from me; it is so well-
stated and I find it convincing.

Another blog post well worth mentioning here is one by Lane Kenworthy,
a discussion of which started the Mark Thoma post I just
discussed. Kenworthy makes many good points. One is that by a measure
other than that of patents (the World Economic Forum’s Global Competitive
Index), Scandinavian countries are almost as innovative as the US. Another is
that in the 1960s and 1970s there was plenty of innovation in the US, even
though that period offered less in terms of incentive to overcome the
innovators’ moral hazard. A third point is that other countries with a lot of
income inequality are not as innovative as as the US, so inequality does not
always provide an impetus for innovation. (I can already anticipate that
Acemoglu would construct a defense on this point by discussing extractive
institutions, in the sense expounded in his book with Robinson Why Nations
Fail, and indeed I will be looking forward to rebuttals to this criticism in the

http://lanekenworthy.net/2012/09/29/will-everyone-be-worse-off-if-the-united-states-turns-social-democratic/
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blog of the same name. I have a lot more to learn from that book and blog,
which I hold in high regard—I am not writing here to bash Acemoglu and
friends.) Finally, Kenworthy makes a direct comparison between the US and
Sweden based on data and finds little reason to buy the story of the Acemoglu,
Robinson, and Verdier paper.

Commenter “cfaman” to the Kenworthy post disputes the view of the US in
the paper as not cuddly capitalism, by this:

But we are cuddly! I have a hard time thinking about innovations that have made a

big difference since WWII that have not come directly our of government investment

or substantially encouraged by government investment.

I have similar trouble, but then I am no economic historian.

Then there is Dylan Matthews writing that the paper’s

[…] finding relies on a model that doesn’t so much compare the American economy to

social democracy as a stylized version of the American economy to actual socialism.

Well, of course, they are doing economic theory and you have to give license
to theorists to simplify. But Matthews has more to say. In particular, he notes
that the definition of “cuddly capitalism” in the paper

requires that there be literally no difference between successful and unsuccessful

entrepreneurs’ income levels.

http://whynationsfail.com/
http://www.washingtonpost.com/blogs/ezra-klein/wp/2012/09/28/is-sweden-awesome-because-it-mooches-off-the-u-s/
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Here the theorist’s license to simplify may have gone too far. Scandinavian
countries are not like this; in all of them successful entrepreneurs can make
money, if not as much as in the US, enough to be very rich.

Matthews also offers evidence that Scandinavia is doing well compared to the
US on innovation, and also points out, as the others I already mentioned did,
that patent trolls and the general malaise of the US patent system makes using
patent date highly suspect. Finally, he points out that even using the patent
measure, the US did not become more innovative relative to Sweden countries
as the US level of inequality soared in recent decades. Matthews concludes that
the model of the paper does not hold because of this.

All in all, reading the debate has made me think more about innovation and
for this I am thankful to Acemoglu and company. Graduate students inspired
by the paper will doubtless learn a lot about how to theorize on economic
growth; Acemoglu is a world-class master there. But I hope that the
Acemoglu, Robinson, and Verdier plea for more empirical work on this takes
precedence over theoretical refinements of the model for now. Young
economists looking towards a good area for research, this is about as good as it
gets. Crank up your statistical software, gather appropriate data, and go! I can
imagine good ways to improve the theory in the paper, but only after it’s been
bashed around a bit by the econometricians.
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Periods of great innovation include deliberate sharing of ideas that work, particularly when the Farm Bureau (??)
was spreading farming ideas that created better crop yields, and when Statistical Quality Control (Deming et al)
helped munitions makers perform magnificently during the Second World War. These were government
sponsored efforts that worked very well, I think. Perhaps we should emulate them. In a real sense, I think, Linus
Torvald's work with Linux is rather like these and may provide a good third way.
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