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Entrepreneurialism, Consequential Knowledge & Hayek

Economic Liberty, the core of liberty (Smith, 1932), created more economic and civil
elevations than all other forms of business governance combined (Boaz, 2015).

Entrepreneurialism: Neutral Regulations 1 Competitive Free Markets + Equality of
Opportunity + Sovereign of the Individual —

Consequential Knowledge — Entrepreneurial Innovation 1 Economic 1 Societal

World GDP Per Capita (1990%)
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Administrative State Consumes Consequential Knowledge

Administrativism: regulations replace entrepreneur, knowledge, and property with financialization
Financialization | Knowledge | Economic | Societal

Since 60’s, Regulations 1 900%, GDPg | 4.8% to 0%, and Standard of Living | 58%
Consumption Side of GPD 1 400%, and the Productive Side of GDP | 66%
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Global Impact

USA most innovative country and best at diffusion.

WSUSGDP 45% | — WGDPg 25%

Share of GDP (World Powers)
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Purpose & Method

*  Purpose
- Where is the regulatory environment relative to Hayek’s portention?

- Understand the impact of regulatory phenomena on business performance from
the perspectives of elite executives who, due to their position, have unique
knowledge.

- TRAILS: Tax, Regulation, Assessments, Inflation, Legal, Subsidies

- Develop prescriptive guidelines for right-size regulations.

Reverse the epistemic polarity of the phenomena.

» Method
- Grounded Theory research based on open-ended interviews of elite executives.

- Provided flexibility for knowledge creation from qualitative data and vast
interdisciplinary literature and sources
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Study Population, Sampling & Data Collection

Six centuries of experience, $4 trillion in assets, 91 % of industries

Details of Elite Executives Interviewed

Category

Number of elite interviews 17
Collective years worked Approx. 650
Collective Market Cap S 4 Trillion
Average Age 52

Ave different industries 6

Ave number of degrees 2

VP or higher All

Industries represented (SEC - SIC codes A - K eleven) Ten

Companies represented:

AARAMCO, Activison, Blizzard, CBRE, Charles Schwab, Comcast, Disney, Drexel Burnham Lambert, Ernst & Young,

First American Financial, Fortis, FUTU, Goldman Sachs, JLL, Keck Medical, Koll, Kenneth Leventhal, Lehman Brothers, NBC
MCA INC., Nestle, UCLA Medical Center, MGM, Mills Corp, Price Waterhouse, Sheppard Mullin, Six Flags,

Technicolor, Trammelcrow, Universal Music, Universal Filmed Entertainment, Universal Studios, WWE

Zurich. Smaller public and private companies is the pharmaceutical, gaming, gambling, on-line retail, FINRA compliance,

health care, real estate, bricks and mortar retail, data centers, broker dealer, private equity and angel equity companies.
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Data Methods & Analysis

60+ Hours of Interviews, 1,700+ Pages of Transcripts, Six Coding Cycles, and 33,000 Lines of Coding
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Theory-based tools, guiding principles, propositions,
and implications on right-sizing of regulations for a
healthy business environment

Collectively termed “Systemic Entrepreneurialism.”
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COnCeptua| Framework (adapted from Edmondson, 1999)

ABBO: Antecedents-Philosophy > Beliefs-TRAILS > Behaviors-
Incentives > Qutcomes-performance measures

Usurping or Facilitating
Philosophy?
Feedback and Redress?

Performance

Measures

Antecedents Behaviors Outcomes

Executives and entrepreneurs:
* Provide dynamism to the complex regulatory phenomena.
* Dynamism is indeterminate and temporal
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Theoretical Macro Model

The goal of right-sizing TRAILS; the risk of not right-sizing TRAILS
90% of TRIALS are not right-sized for the business environment, per the study.

Only oligarchs, financial elites, and the Government and their agents and agencies can
get legislation enacted (50% of the time) or stop legislation by others (100% of the time).

Total GDP
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Decision Matrix for Right-Sizing TRAILS

Umpire. Facilitates
commerce

Cobra. TRAILS with

good intentions have UMPIRE
unintended adverse

consequences

Broken Windows.
Intervention with
negative effects on the
business environment
or bad inaction.

COBRAS

Chillax. A fan in the
stands, not a player nor
arbiter. Good inaction.
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Principles, Propositions and Implications

Theoretical Proposition Practical Implications

(G ER[EEE 1. The incentives and business 1. Develop polycentric
Creation performance outcomes generated by communities for industries for
TRAILS must be considered for right-sizing TRAILS and
TRAILS right-sizing. Government.

Zas Slalipicciale[=e B 2. TRAILS right-sizing can only
@00 U= happen by considering unintended
consequences.

3. Ignorance 3. Unintended consequences from 4. The business environment

TRAILS can inhibit innovation. must right-size monetary
TRAILS before Fiscal TRAILS
can be right-sized completely

4. Market 3. Government should privatize

Forces its interest in all noncore charter
businesses.

5. Micro- 4. Government inaction can lead to

Inaction wrong-sizing

6. Winner— 2. Eliminate government from

Loser picking winners and losers
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Systemic Extension of Bastiat’s Fallacy (1 of 2)

Industry and Societal . Knowledge Seen and Unseen
Theory Theory Extension Broken Windows Levels Destruction Consequences
Level 1 Seen
Intervention
Broken Unintended Level 2
Window Adverse Societial Costs [nnovation|
Fallacy Consequences |Unseen|

Level 3
Opportunity Costs ; ; v
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Systemic Extension of Bastiat’s Fallacy (2 of 2)

Industry and Societal . Knowledge Seen and Unseen
Theory Theory Extension Broken Windows Levels Destruction Consequences
Level 1 Seen
Intervention
Broken Unintended
. Level 2
Window Adverse Societial Costs Innovation|
Fallacy Consequences [Unseen]|
Level 3
Opportunity Costs :. ;
Systemic Unintended Level 4 [
Adverse Financialization of Beneficiary’s
Consequences Industry
Level 5
IndElstry w Impairment of Victim’s Industry Financialization
Propositions Impairment for Unseen]
2&3 Level 6 Entrepreneurialism
Collateral Damage of Adjacent
Industries
Societal Trust Level 7

Impairment

Ignorance of Government
Participation in Commerce
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Future Research & Limitations

Limitations

« Did not include government officials.
« Did not address praxis.

Future Research

« Deepening understanding of how to implement systemic
entrepreneurialism.

« Develop guidelines for government and praxis for implementation.
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Thank You
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Principles, Propositions, Implications

& Alignment

Principles
1. Knowledge 1

Prog 1 impacts all
threa props

Propositions

“That is easy; to correct the problem is straightforward. Let individual market forces fix the A
probiem. Evecutives will retwmn fo the extended-run mavimization monagement for sharcholders. Sut the
aptimate executives like being overpaid now, and they have captured the regulators. The regulations for
Them mow ix @ bawvier for ey, and they lilke the monapalistic positon thar has been created for them.

“%o, yvou know, it was one of those necexsary af lewst viewed as politically esential evils. Bur, this change
allows us fo bring a lot af money info the UL, which allowed ux fo increase U projects, increase
employment, and make decivions based on core elemenis of the profects, nol the valie of tax siraregy. [
chink if has cavesed all companies ta focies on their inkerent risk factors and enterprise risk, And focus an
thare, you know, their key merrics. So you're nat getting lost in the weeds,

“You kmow, tome ot the fop is critice] and all those structural things for the country. | think some good
things come ouf of it. The company moved people owt of sirateyic planning aud into the operating
divizions. Prior, we made some wrong decistons based on wax arbivage. They mode money. Bur were
serrible for the overall brand,

A global CEDQ had observed how the government negotiaied weak trade deals for intellectual
property on behalf of the entertatnment indistry (films, lelevision, music, video games) with China, which
sitwation exivied i the early 2000, Further, the US government did not. or was incapable, fo enforce
vem the weak protections. So the CEO had to mucoessfiully negotiate with compenies in China, and the

1. Incentives and business performance in calculus

Per a professional im the ial arema, Anather executive added an the impact on attracting
yeoung talent: “1¢'s intererting viith FINEA, they're trying to get peaple into the industry, but because the
hurdler are 5o high and the rewards aren't there, they can's pet people 1o g imto the indistry. You'll be
insane if you go as an individual as it becomes a broker-dealer. § mean, what would be yowr incentive to
go? Charles Schwab did it. Think vwell when he did it vight, back in the 70s-He couldn't do it today. —and
he eremted @ very disrupiive business. FINRA has recognized thal new ialen & aor coming info the
imdusiry ax it died in the ‘20x, There iv a lack of talent upcoming due to the kigh hurdies, the reducing af
e rewards [regwlaiors kamper the inchasiry fn making money) @nd the high liability fo the individual
whe takes on any licensed and regintered role. The incemtives of making money have been taken away.
The regulriors continue to chip away and challemge the very few revenie sireams that remain for
brokeridealers to be profiiable. The imposed oversight increaves the fechnology and vendar expenses
basically daivg the risk monitoring for the regulators while they redice the marging b earn Fevenite.
Nuts. These companies are the facilismtors for imvestors who are in the marker to make money, creane
arderty markets and finance the risk for the entire sysiem

Chinese government, fo protect the Compamy's property. Nevertheless, it aemally became the bigrest
market for the company. Moreaver, these protections did not require any US government involvement. 5o
effectively, the governnent stood on the sidelines while the firm negotiated with Chinese firms and the
government o protect its TP and swcoeed commercially

intended consequences

Per private equity executive, "What are we falking abous? Because it's nol 5o much
thcrt, ah 1%k the regulations. The fact of the matier is that most people think thet some
is becawse of the goal The goal s 1o protect something. Prolect consiimers from

“Reasonable people, with knowledge, cob disagree about what is right. Bt [there] is neo
substitute for experience. Suppose you just look &t the aggregate mumber of major studio
theatrical film releases. In that case, it has been trending down for quite a few years now
becawse of the regulators' change [seen uni | consequence]. Yeah, chaices are
inkerenily limited, and invesiors and employees are hurt funseen unintended consequences|.
Yeah, [wowld ke fo make a general comment first, Whenever vou gel away from what is defined
ax best practice accounting from best practice operations, vou will have a problem, no matter
what the induwstry. And what the change, (the regulators change in repoviing in eniertainment
did]. ix it created this dichotomy of a regulatory measurement [rol real] and real economics.
Certatnly, tn my e af fmajor entertaimment company) and other years since the change
[fimancial reporting) are almost wseless from a management and operalional perspeciive, dm.f
that's rot @ good thing [the exact apposite of the intended ¢ guericef. It cansed shori-i
vour do wneconomic things for the appearance of the regulators [fakef economy and sacrifice the
long term for short term window dressing/unseen unintended consequences[. It's even broader
than that h'rrm(r‘ almaost every rmnuﬁf;mh-'ru filimg and some quarterly is that one picks up

iyt every s does a fram what the vegulators want and some real
MEasire u(pﬂformm r. some meaviire of the health of the business to operating cash flow, as
opposed acoounting earnimgs and that’s not a good thing ir's not a good thing for anybody an
ariy gide of that Discussion. It would be great. It would be mice 1o see reality come back into
closer harmony. Let's jusé say. The industry has nod recovered from that regulalion. ™

Per CEO in the food industry. “Per CEO in the food industry. = The minimion wage rate wen!

wp to £18 an hour. Much of my workforce was replaced by awomarion. The real mintsmm wage i zeno.
Lawmakers zve no idea what they are doing ard don t care who fhey huri® [causing individivals mot to
have a path ta ackicve their Optimal System Coberency).

“dnd your know, whem you Jook hecose thar was back when Fwas in bigh school when all thay
sharted going on. the shenmigans bepan om the moneuwy side. Mangy would be worth in iday's dollars
Outline

baing ripped off. Protect patients from being harmed, Protict the environment from being
destroved, right? Clean air, clean water. All of thar. That is why people whe are pretty simple
and can 't think more than one level are willing fo frvest in government, for peace of mind, even
iff it isn 't real, fo create regulation yet we [doeen 't matter whao is making the regulations] if gets
perverted for a political agenda more o than actually creating something that saves lives or
helps peaple protect their wealth or whatever. And even if the polisical agenda didn’s corrupt
them, they can 'l be beiter than the markets, Regulation ean only disrupt and wially
horrendosly natural movker focus. It is foolish o think otherwise if anybody thinks about i,
which few do. And nobody can ever predici the massive unintended consequences of sh®*y
regulations,

A perfect example thar nearly brought dewn the entive country and world. Repeal, CRA.
Whoa, what @ greatl idea. Communily Reinvestment Act (CRAJ [the mid-Ts] ill-conceived and
idiotic and only possible becavse Nicon went off the gold standard [1971]. AN republicans, all
democrals, bought inte it And what do we do? We [made it far worse once [t went to the
committesperverted the risk-reward relationship thar the free-marked provides using the usnally
[ractics], See, Fm not a fan of CRA because | don't believe in public-private partnerships. It can't
and never works. You had auditors and investigators grading banks based on guotas, not a risk-
reward relationship, nor was the marker allowed to work, The big banks working with the
rrment, af o resull, caused the 2008 fimancial crists. fand then we got Dodd Frank]. Ar bes,

you're fust delaving dmplosions and lncreasing the cost of soctety, which is slowing down. So it is
interesting their only argument is that [ don't care. My job is 1o protect. I don't care what it costs,
which is absurd "

(I et ok ey your right
[individual justice] but used
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Implications
1. Right-size the governmaent

Growth economy shramk from 88% in "60 w 43%, cousing lmm!ed’g»e and mmulmr
prevwih to regress from 4.8% to 0%. ALl ofvil o ! have ane
performance. 90% of TRAILS are wrong-sized. “Financial elites™ get TR{H.E‘ enacted and
kil 100% proposed by entrepreneurial businesy exec’s, Political power is dangerous.

Prapositions suggest TRAILS can only be right-sized by accessing the knowledge of
“emtrepremeurial " business execuiives, who are the economics victines of 50 pears of wrong-
sized TRAFLS, Also, practical and fundamental reforms must be considered (o regress the
Ponzi acheme (financlal™ innovation, “fake™ Wall Street cconomy) and PCT.

2. Eliminate government picking Winners and losers

Have me skill 1o do s0; ner does anyone else, Six-orders of mosily “smseen™

. Oy the most sag . indefatigable and ciy will see the k ledy,
impairment and consumed growth. Advantage companies should remove in inferert anti-
competitive practices.

Public IP should be apen sowrce once considered for monetization.

3. Govemment should privalize all noncore business

F suggest that imdustries in which the g, has taken an active
ongoing mir destrays Enowledge; resull in higher costs te consumer, lower quality, and
effective bankrupicy. Governmenl canmol compeie with private companies. lacks the profi
mative (knowledge) and thus lacks e ral creative di et ivantion
(Rmewdedpe). Also, involvement desfroys frust in environment (Knowledge).

4. Monetary Palicy should be right sizad

Unsowrd meney ("fin17) subsumesl in all propesitiens and enabler of all wrong-sized
fiscal TRAILS. Fiat custency is mof & mexsured value; results in lack of prleritizing, ne sense of
proportion, allows for all kinds of TRAILS” folly. Hyper-inflation cnsucs and crowds our
private investment and reduces economic and civil freedoms. Right-sized monetary TRAILS is
markei based contrel and organically right-sizes fiscal TRAILS.

Ej ity of the flar is beyvond ¥ w; there are many “known ™ right-sizing
vectors 1o pursue, such as mnmurlug the FED, creating a basket of precious metals to
support the currency, or restruchiring

L
frwctional banking, dmnnﬂ.!tu»g bankimg, etc.

Take aways
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