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Abstract

In this paper we apply aVeblenian analysis to the development of specific entrepreneurial opportunities
in the highly adverse world of present day transition economies. First, we utilize a Veblenian under-
standing of the nature of the institutional changes currently underway in these economies in order to see
what light this can shed upon the transition process. We then seek to identify particular entrepreneurial
opportunities in the production sector of transition economies that flow from the above Veblenian analy-
sis. Additional entrepreneurial venture possibilities in the consumption and service sectors of transition
economies that arise from a Veblenian perspective are then developed. Some cautionary public policy

notes are also offered.

Introduction

Inthis paper aVeblenian analysis will be utilized
in order to better understand economies currently in
trangtion from a communist-socialist (command)
planned mode to a more market-based economic
system. VVeblen held that through the introduction of
new economic ingtitutions both the production and
consumption sectors would be readjusted: "There
are two lines of agency visibly a work shaping the
habits of thought of the people in the complex
movement of readjustment and rehabilitation. . . .
These are the recelved schemes of use and want,
and the new date of the indudtrial arts' (1915, p.
72). Looking at the modern world, Veblen would
have thought that economic transition would give
rise to various entrepreneurid profit generating
opportunities related to the production, consump-
tion and service sectors of the economy. In this
paper we will investigate some ingtitutional and
economic variables which, according to Veblen,
would result not only in viable entrepreneuria
activities and strategies, but aso enlarge the extent
of potentidly profitable ventures. Veblen's dtate-
ment, "A theory of the modern economic situation
must be primarily atheory of business traffic, with
its motives, ams, methods, and effects’ (1904, p.
4), helps to explain our anaysis of transtion
economies. In other words, the main focus of the
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present paper is to develop a Veblenian andytica
framework for entrepreneurship in trandgtion
€conomies.

In the first section we anayze the newly emerg-
ing ingtitutions of trandtion that cause dradic
changes in motives, behavioral patterns and habits
of individuals. The next section detals various
profit opportunities and relevant economic activi-
ties that emerge in the production sector, while the
third section analyzes the relevant phenomena in
the consumption and service sectors of economies
in transition. Conclusions are briefly offered in the
finad section aong with a cautionary note. In genar-
al, usng a Veblenian analysis, we attempt to detall
the socio-economic variables of the trangtion
process which influence not only the direction of
various entrepreneurial functions and Strategies, but
also extend the available profit opportunities ad
strengthen competition and economic development.

| Institutional Changes in Transition
Economies

Veblen's analysis of European economies in
trangition from feudaism and mercantilism toward
industriaization offers a number of smiles to 9g-
nificant changes that are currently taking place in
present day transition economies. In essence, the
ingtitutional dterations that are now operdtive in
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modern day transition economies, particularly insti-
tutions supportive of the ownership and use of pri-
vate property, are much illuminated through a
Veblenian style analysis. Veblen advanced that sig-
nificant institutions, namely the "prevalent habits of
thought with respect to particular relations and par-
ticular functions of the individual and the commu-
nity" (1899, p. 190), are constantly changing, espe-
cialy through the emergence of new states of
science, economies, organizational structures, etc.’
The mere condition of economic transition not only
advances the pace of institutional changes, but also
increases their significance and makes a Veblenian
analysis al the more appropos.

We might begin this development of similies
between between a Veblenian analysis and current
transition economies through an understanding of
the institution of private property as a necessary
precondition for entrepreneurship. This phenome-
non was recognized as early as the time of
Xenophon and Aristotle (Karayiannis, 1992, p. 68).
However, Veblen was one of the first to show that
the introduction of institutionalized private proper-
ty would cause drastic changes in the economic
behavior of individuals and in their schedule of
preferences and motivations (habits).? He main-
tained that "the changing institutions in their turn
meake for a further selection of individuals endowed
with the fittest temperament, and a further adapta-
tion of individual temperament and habits to the
changing environment through the formation of
new institutions" (1899, p. 188). While on the other
hand, "Institutions must change with changing cir-
cumstances' (1899, p. 190).2 Therefore, by intro-
ducing new insgtitutions (mainly economic institu-
tions) or as Veblen (1899, p. 208) called them
"ingtitutions of acquisition or of production," we
should expect that in transition economies there
would emerge some distinct economic agents, func-
tions and roles which reflect the specific character-
istics of individuals.*

For Veblen, the establishment of the system of
privete property and ownership rights produced by
the increase in industrial and economic efficiency
(1914, pp. 157 and 160), would carry in its wake a
number of additional conditions, such as "individ-
ud sef direction, equal opportunity, free contract,
security of earnings and belonging, and self-help, in
the simple and honest meaning of the word" (1919,
p. 222). He maintained that "the spiritual ground of
business enterprise ... is given by the institution of
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ownership. Business principles are corollaries
under the main proposition of ownership; they are
principles of property—pecuniary principles’
(1904, p. 66). According to Veblen, one of the most
prevalent effects of the system of ownership is the
function of the motive of self-interest and particu-
larly the desire for "the acquisition of property, in
great part to result in the acquisition of more than is
possessed by those others with whom the invidious
comparison in ownership is made" (1914, pp.
172-73). For, "the propensity for emulation—for
invidious comparison—is of ancient growth and is
a pervading trait of human nature" (1899, p. 109).
All these elements characterize a culture of individ-
uality and human autonomy, necessary components
for the establishment and promotion of entrepre-
neurship (Casson, 1987 and Karayiannis, 1993).

It is well known that in the majority of Central-
Eastern European ex-socialist countries, the owner-
ship and use of private property is the cornerstone
of the transition process (Megginson and Netter,
2001, pp. 357-364; Pellanda, 2001; Estrin, 2002)°
as well as the establishment of a market system
(North, 1981). Thus, the emergence of entrepre-
neurship would be an unavoidable corollary of the
introduction of ownership in these transition
economies.

In addition, when an economic system changes,
moving toward more liberalization and/or the estab-
lishment of a new economic system, Veblen real-
ized that some drastic institutional changes must
take place as well, such as "to induce an animus of
democratic equity and non-interference, self-help
and local autonomy ... the collapse of autocracy
and the decay of coercive surveillance on the part of
self-constituted authorities" (1915, p. 100), as hap-
pened in England during the Industrial Revolution.®

For Veblen, the various institutional and eco-
nomic changes would also induce within the popu-
lation "new habits of thought on institutional mat-
ters" (1915, p. 250). During the transition period the
economic motives and behaviors of individuals will
likely also change. He argued that by changing the
entire economic environment and institutions, the
"habits of men" (namely their economic motives
and behavior) will also change. During the transi-
tion from a system of state ownership toward that of
private ownership and a market-based economy,
Veblen would have expected some drastic changes
to have taken place in cultural and behavioral char-
acteristics. He described a relevant situation when
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he analyzed the forthcoming changes in German
culture after the introduction of new technology
from England and the adoption of the industrial sys-
tem. He argued (1899, p. 39) that changes would be
expected from the establishment and advancement
of a new industrial and financial system. He was
well aware that by drastically changing economic
institutions and variables, anew system of habit and
thought would emerge. As Veblen put it, "An
advance in technical methods, in population, or in
industrial organization will require at least some of
the members of the community to change their
habits of life, if they are to enter with facility and
effected into the altered industrial methods" (1899,
p. 195). One of the most basic of these changesis to
be found in the development of entrepreneurship
and in the birth of an entrepreneurial class in transi-
tion economies.

We look now at the predominant behavioral and
incentive consequences of the establishment of
institutions governing property rights. Veblen
argued that the wealth accumulation process is
stimulated by private property (1899, pp. 5-6 and
22). By accepting that "the desire of wealth scarce-
ly be satiated" (1899, p. 32), he claimed (1904, p.
20) that the profit motive would be very strong in
cases of private property as recent empirical find-
ings clearly verified (Megginson and Netter, 2001,
p. 381). Veblen justified the wealth accumulation
process and the wealth motive by the following
benefits:

a) As visual success of specific economic func-
tions:

Veblen (1899, pp. 16-21) strongly related mate-
rialistic incentives and achievements to the social
esteem and status of individuals by claiming that
"visible success becomes an end sought for its own
utility as a basis of esteem. Esteem is gained and
dispraise is avoided by putting one's efficiency in
evidence" (1899, p. 16). He then stated that proper-
ty and wealth become "the most easily recognized
evidence of areputable degree of success" (1899, p.
29). Mclleland's (1961) analysis clearly shows that
an occupation having one of the most easily recog-
nizable specters of success is entrepreneurship
through its achievements measured by the profit
and/or loss rate. Veblen was well aware of such a
relationship between material motives and achieve-
ments in that he argued that "The propensity for
achievement and the repugnance to futility remain
the underlying economic motive" (1899, p. 33).

42

Thus, one of the primary characteristics of capital-
ist society, namely the relationship between socio-
economic incentives and specific functions or eco-
nomic activity, such as entrepreneurship, isjustified
by Veblen on psychological and socio-economic
grounds.

b) As a means of comfort in consumption and
security:

Veblen (1899, pp. 32 and 345) emphasized that
individuals' rate of wealth and social esteem is pro-
portionately determined by the rate and quality of
their consumption pattern in terms of comfort, secu-
rity and luxury consumption.

c) Wealth as a means of social distinction and
power:

Veblen, echoing Senior (Karayiannis, 2001) rec-
ognized that the wealth motive is justified as a
means of social distinction (1899, p. 26) and power
(1899, p. 32).

As things progressed in transition economies,
wealth accumulation not only proceeded through
free market mechanisms, as happened, for example,
in Hungary (Danes, 1996, p. 105) and Poland
(Cwiklinski, 1996, p. 160), but also became one of
the main devices for building esteem.

Veblen would have felt that in transition, a new
economic class would emerge between the leading
nomenclature and the laborers. This is the so-called
middle class, bourgeoisie or businessmen. As
Veblen put it, in analyzing the passage from the old
regime to the new industrial state, "the gainfulness
of business traffic increases, and the middle (busi-
ness) class grows along with it. It isin the conscious
interest of this class to further the gainfulness of
industry, and as this end is correlated with the pro-
ductiveness of industry it is also, though less direct-
ly, correlated with improvements in technology"
(1914, p. 185). Hence, it is to be expected that a
productive class will emerge in the other transition
economies of Central and Eastern Europe as, for
example, took place in Poland (Grosfeld and Nivet,
1997). An expected consequence of the emergence
of this new class of entrepreneurs, as Veblen
stressed in other cases, would be the alienation of
classes (1915, p. 134) and a conflict of interest
between the laborers and the entrepreneurs (1915,
pp. 124-25).

As the result of the introduction of a new indus-
trial system to the majority of countries, Veblen pre-
dicted an economic situation that has in fact come
to pass at the present time, the globalization of pro-
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dudtivity and firms. He argued (1915, pp. 242-43)
a the financia-industrial system functions more
fuly under a free trade environment. He even
sketchad the details of the system of a worldwide
competitive market economy functioning under the
following assumptions:

"(@ It isasystem of pecuniary rivalry.... (b)
It is aprice system, i.e. the competition runs
interms of money. . . . (c) Technologicaly, it
isdominated by mechanical industries (d)
Consumption is dso standardized, proximate-
ly in mechanica terms. . . . (e) The typical
industries are industries carried on a large
xde  (f) Material equipment isheld in pri-
vate ownership. . . . (g) Technologica knowl-
edge and proficiency is in the main held and
trangmitted pervasively by the community at
large, but it is also held in part by specialy
trained classes and individua workman. . . .
(h) The owners of this large materid equip-
ment have discretionary control over the tech-
nologicd proficiency of the community at
lage. . . . (i) In effect, therefore, owners also
own the working capacity of the community
and the functioning of the state of the indus-
trid arts' (1914, pp. 218-20).

There is ample evidence to demondtrate that the
mgarity of the above changes which Veblen found
far other periods of economic history (from feudal-
ign and mercantilism to indudtridization) have in
faat come to pass with respect to present day transi-
tion economies.

I1. Entrepreneurship in the Production
Sector

Economigts from the time of Smith stressed that
ude a free market system entrepreneurs will
inves for the sake of profit, a mechanism accepted
by Veblen (1904, p. 85). Thus in transition
economies, al private investments and business
arrangements should be expected to take place for
the prospect of pure profit.

Veblen enumerated the following principles or
conditions of a free market system, which obvious-
ly are fitted to transition economies:

@ "Industry is carried on by means of investment,
which is made with a view of pecuniary gain
(the earnings)" (1904, p. 186).
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(b) "Theindustry to which the businessmen in this
way resort as the ways and means of gain is of
the nature of amechanical process, or it is some
employment (as commerce or banking) that is
closdy bound up with the mechanical indus-
tries’ (1904, p. 187).

(©) "The pecuniary relations, between the severa
concerns or branches of industry that make up
the comprehensive industrial system at large,
involve credit relations of greater or less dura-
tion" (1904, p. 189).

(d) "The conduct of industry by competing busi-
Ness concerns involves an extensive use of loan
credit" (1904, p. 198).

Veblen's argument that "prosperity now means,
primarily, business prosperity" (1904, p. 178), dso
holds true for transition economies. Under the for-
mer system the central target of business activity—
theoreticaly spesking—was the atainment of a
volume of production according to the main plan
(e.g. see Bergson, 1983). Now, the profit motive
should be the leading economic variable and one of
the best means of ataining profits in trangtion
economies is through the advancement of entrepre-
neurship. However, an empirica investigation (see
Hassid, 1997, pp. 9-13) in two ex-socidist coun-
tries, Romania and Bulgaria, shows that the prima-
ry motive of entrepreneurs in establishing their
businesses was a desire for independence and
autonomy. Similarly, a very high number of indi-
viduals in some transition economies such as
Poland, Slovenia, and Bulgaria preferred to be sdf-
employed (Blanchflower, et. al. 2001). This demon-
strates that entrepreneurs are motivated to fulfill
what they lack most. Formerly, in transition
economies, individuals primarily missed indepen-
dence and freedom of action and secondarily a high
living standard. However, this does not necessarily
mean that in the coming decades a new generation
of entrepreneurs will emerge in these countries who
will be more actively motivated by goals other than
the classica pursuit of profit and/or wealth.

A crucial factor of economic change stressed by
Veblen is the introduction of new more productive
technology as he recognized that the "community at
large gains in efficiency by virtue of innovation"
(1915, p. 129). He claimed that the "modern state of
the industria arts” will be extended on an interna-
tional scade as this is mogt productive (1915, pp.
242-43), and, therefore, the world globaization
into a smilar economic system and under the same
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state of technology would be extended "across the
national frontiers' (1915, p. 243) The introduction
of new technology and the "borrowed elements’ of
technology and culture, ashe (1915, p. 24) anadyzed
pre-industrial  societies, will cause tremendous
changes in the economic and socia structure of
transition economies.

A crucia problem with transition economies
gems from their old and non-competitive techno-
logica infrastructures. Asiswell known (Karayian-
nis, 1993, p. 45) the mgority of enterprises in ex-
socidigt economies were functioning under an
outmoded technological regime mostly based on
1950s and 1960s technology. However, this prob-
lem is not without its positive aspects as illustrated
by countries joining the industria revolution in the
latter stages, such as Germany and Japan (Ozawa
and Philips, 1994). Veblen dedt with both the neg-
ative and the positive aspects of the late introduc-
tion of new technological advances such as is now
forced upon trangition economies.

The negative effect is the "systemic obsoles-
cence" produced through the subgtitution of old
infragtructure and fixed capital with new (1915, p.
129). He dso argues (Ibid) that such atechnologi-
ca change would cause an "obsolescence” of labors
knowledge and skill that would increase unemploy-
ment, something that has plagued virtually dl tran-
gtion economies.

On the other hand, Veblen also recognized the
following positive effects produced by the |late mass
introduction of new technology:

(@ The non-existence of the cost of trid and error
in searching for technological advances and of
gradual fixed capita depreciation (1915, pp.
128-31 and 189-90). Thus those countries
introducing technology at a later stage are able
to incorporate the most productive and/or eco-
nomica processes, as occurred with computer
hardware production (Sereghyona, 1993, pp.
140-41).

(b) Countries introducing technology late in the
game aso gained from the experience of inno-
vating countries in that they obtained "the
immaterial equipment of technological profi-
ciency" (1915, p. 133).

(¢) The entrepreneurs are "free to take over the
processes of the new industry at their best and
highest level of efficiency, rather than content
themselves with compromises between the best
equipment known and what used to be the best

afew years or a few decades ago" (1915, p.
194).

Veblen additionaly argued that the rate of intro-
duction and expansion of new imported technology
is a the hands of entrepreneurs who will try to
exploit any profit opportunity opened by such a
process (1915, p. 192). Therefore, those leading
(technological imitators) entrepreneurs in an
imported new technology economy, would gan
higher profits than their competitors working under
old technology as Peter Drucker has shown (1985,
ch.17). And the strategy of learning by doing can be
useful as well (Sereghyova, 1993, p. 149).

In the advancement of the industrial system, as
Veblen analytically shows (see Griffin ad
Karayiannis, 2002, pp. 81-84), the role of the od
"captain of industry" or of the capitalist-entrepre-
neur was of paramount importance, as "upon him
and his fortunes centers the abiding interest of civi-
lized mankind" (1904, p. 3).2 And, "industry is ca-
ried on for the sake of business, and not converse-
ly; and the progress and activity of industry ae
conditioned by the outlook of the market, which
means the presumptive chance of business profits'
(1904, pp. 26-27). Those entrepreneurs also "fur-
ther the higher organization of industry" (1904, p.
39) and introduce "economies of production"
(1904, p. 35), anincrease in productivity (1904, pp.
3-4, ft. 2) and "a saving of the costs of business
management and of the competitive costs of mar-
keting products and services' (1904, p. 46).

As capitalism advances, the place of the "cap-
tains of industry" is taken by the "captains of
finance" or the "captains of solvency" (1923, p.
114).° For Veblen, the modern financia entrepre-
neurs "are experts in prices and profits and financid
maneuvers, and yet the find discretion in al ques
tions of industrid policy continues to rest in ther
hands. They areby training and interest 'captains of
finance; and yet, with no competent grasp of the
industria arts, they continue to exercise a plenary
discretion as ‘captains of industry™ (1921, p. 40).
They are also active in regard to "the run of the
market, with margins of cost and profit, and egpe-
cialy with the ever increased executions and oppor-
tunities of credit and investment” (1923, p. 257).
Moreover, the "captains of finance" perform activi-
ties directed towards an increase in the value of the
intangible assets of the enterprise (see Griffin ad
Karayiannis, 1996, pp. 84-88)."° Such intangible
assets are: the firm's goodwill, "the possession of a
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trade secret, atrade mark, apatent right, afranchise,
awy datutory monopoly, or amonopoly secured by
effectively cornering supply or the market for any
given line of goods or services' (1919, pp. 71-72).
Thus the "captain of finance" by substituting some
of the market routine and "technological matters"
of his subordinates (1919, p. 90) establishes a mod-
em organization of enterprise, where he undertakes
the following activities:

(& "reorganizes and consolidates a given
range of industriad business concerns'; (b)
"gives them acollective form and name as an
up to date corporation”; (c) "starts that intri-
cate process of cumulative augmentation of
business capita through the use of credit
which otherwise may come gradudly in the
course of business competition”; (d) "brings a
redistribution of the ownership of the proper-
ty engaged in industry, such as otherwise
occurs a a period of liquidation™ (1904, p.
128), that is, "when the operation is complet-
ed the ownership of the recapitalized industri-
a equipment, with whatever other property is
involved, appears distributed between the for-
mer owners, the promoter, and the credit
house which financed the operation” (1904, p.
130); and (€) "reorganizes the industrial con-
cernson alarge scale" (1904, p. 121).

An additiond main function stressed by Veblen
(1903, pp. 94 and 120 and 1914, pp. 189-90) for the
modern entrepreneur is "bargaining” with other
agents such as creditors, employees, etc. He is
involved in the bargaining with financia entities
trying to gather funds at the lowest cost (1923, p.
390). Such an activity is of paramount importance
in trangition economies where the credit system is
dill underdevel oped and there is a serious shortage
of investment funds (Sereghyova, 1993, p. 14). In
such an environment Polishchuk argued that rent-
seeking is a complement to directly productive
entrepreneuria activities and "with adequately sdf-
sdected entrepreneurs, entails limited socia cost”
(1996, p. 99)." Thus, a specid characteristic of the
emerging entrepreneurs, as Veblen recognized
(1904, p. 320), is their ability and practical man-
agement of affairs.

Veblen (1919, pp. 42-45) clearly described the
process by which the "captains of industry” disap-
peared as businesses grew and the corporate
scheame of business operation took hold. In such a
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gstage of business development the primary role of
the financid entrepreneur will be to promote the
consolidation of business, enhance its financia
goodwill® and establish a corporate company
(1904, p. 122; see dso O'Donnel, 1973, pp.
210-11 and Rutherford, 1984, p. 335). Ingtructive-
ly, the preponderance of the earnings of the finan-
cia entrepreneur are not "of the nature of profits ...
but rather a bonus which commonly fdls immedi-
aely into the shape of a share in the capitalization
of the newly organized concern” (1904, pp.
124-25). The similarity to stock options, stock pur-
chase rights and warrants and their use by the ven-
ture capitalist in modern day finance capitaism is
al too apparent. Moreover, the need for transition
economies to be ever watchful of such activities,
least they undermine the entrepreneurial innovative
spirit and the benefits society can derive therefrom
is mogt apparent as well.

[1. Entrepreneurship in the
Consumption and Service Sector

In the trangition from one ingtitutional environ-
ment to another or during a period of economic
growth, some drastic changes take place in the val-
ues, atitudes and economic preferences of con-
sumers. These changes frequently also bring about
tremendous opportunities for entrepreneuria profit
generating ventures.

An important consequence of ingtitutiona and
economic change can be seen in consumers behav-
ior. Veblen noted that "distinction in consumption”
(1899, p. 69) or "conspicuous consumption” (1899,
p. 75) isameans of gaining reputability which char-
acterizes the mgjority of wedthy individuals. In the
new economic state the "unproductive consumption
of goods is honorable, primarily as a mark of
prowess and a perquisite of human dignity; secon-
darily it becomes substantidly honorable in itsdf,
especialy the consumption of the more desirable
things" (1899, p. 69). Veblen attributed his theory
of conspicuous consumption mainly to an ingtitu-
tional, rather than a technologica change. He
argued that conspicuous consumption goods
"exceed fifty per cent of the current product” (1915,
p. 35; and Ibid. p. 137), which is quite ahigh rate.
Entrepreneurial opportunities develop in that "there
have grown up an appreciable number of specia
occupations devoted to the technical needs of rep-
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utable spending. The technology of wagteful con-
sumption is large and elaborate and its achieve-
ments are among the monuments of human initia:
tive and endeavor" (1915, pp. 35-36). Thus,
entrepreneurial profit opportunities emerge through
producing the kind of luxurious things that judtify
such a preference. This has dready occurred in a
number of trangition economies, such as the Czech
Republic (health-care goods, porcelain goods,
etc)

Veblen emphasized (1899, pp. 110-11) that con-
spicuous consumption behavior is an effect of the
industrial system where the rate of productivity has
increased tremendoudy as well as the volume of
production and wedth. Significantly, in transition
economies, as is aso the case for some of the
economies of the European Union (see Hayes, €.
al., 1992), such behaviord traits are rather the effect
of emulation and imitation™ of the wedlthiest citi-
zens and countries than of increased productivity
and wedlth. The introduction of such "wasteful con-
sumption” to transition economies both extends and
enlarges the profit opportunities of entrepreneurs.
He illugtrates (1915, pp. 35-36) this tendency of
economicdly less advanced countries to borrow
both new technology and cultura characteristics
from more advanced countries by looking a Ger-
many and England in the late 19th century.

Thus, as described by Veblen (1899, pp.
110-12), by increasing production and the rate of
wedlth in some classes, their conspicuous consump-
tion preferenceis increased as well as the variety of
luxury goods fulfilling such preferences. As the
result, profitable opportunities in product innova
tion and entrepreneuria activities are extended. As
Veblen puts it, "The wedth in hand increased in
utility under the stimulus of new opportunities for
its gainful utilization, and the men in whose hands
lay the discretion in industrial matters saw opportu-
nities ahead which their own faith in these opportu-
nities enabled them to redlize through adventurous
enterprise inspired by the new outlook itself (1915,
p. 96; and Ibid. pp. 35-36).

Veblen felt that in the modern market system, the
role of entrepreneurs is very important for success
in the promotion of the various goods and services
offered and in the augmentation of their "vendibili-
ty." In such a case, "salesmanship" will bypass
"workmanship" requirements in the drategies of
the entrepreneur (1914, p. 214). An additiond func-
tion of modern entrepreneurship, which is prevalent
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in trangition economies, is an increase in the potert+
tial earning capacity of enterprises. Much of this
potentially enhanced earning capacity results fran
salesmanship activities and a changed demand
schedule on the part of consumers, who now have a
new class of wedthy businessmen role models to
emulate. In terms of the salesmanship function of
business, or the "Propaganda of Faith" as Veden
caled it (1923, p. 319), he noted the potential use-
fulness of advertising and the value in Smultane-
oudy increasing both the price and profit margin of
conspicuous consumption goods (1923, pp.
302-03, 309 and 314).*° This can have profound
implications for profitable entrepreneurial ventures
in trangition economies.

The above profit opportunities in congpicuous
consumption goods spring from two behaviord
consumption preferences: (@) "the superior gratifi-
cation derived from the use and contemplation of
costly and supposedly beautiful products” (1899, p.
128); and (b) the goods must be accompanied by
expensiveness as "the canon of expensiveness d
affects our tastes in such way as to inextricably
blend the marks of expensiveness, in our apprecia-
tion, with the beautiful features of the object"
(1899, p. 130)."

In other words, Veblen describes a type of con
sumption behavior that could well provide guidance
to entrepreneurs in transition economies. He holds
that with a "pecuniary habit of thought" ad
unequal wedlth digtribution, a stratification of sodi-
ety would take place (1915, p. 137), where the con+
sumers of the upper and middle classes develop
"the habit of disgpproving cheap things as being
intrinsically dishonorable or unworthy because they
are cheap" (1899, p. 155; and Ibid. p. 345). As evi-
dence that such behavior and habit does indeed pre-
vail in trangition economies, one need only redize
that the most expensive markets for consumer
goods are now in Moscow.

In effect, the utility derived from such goods is
proportional to its rate as a good of "digtinction”
and its high price. Thus, transition economy entre-
preneurs armed with knowledge of such consump-
tion preferences should produce these products and
thereby extend their profit opportunities.

Veblen additionaly claimed that the role of fagh+
ion would be of paramount importance (1899, p.
168) in determining the rate of demand and the
levd of price. Thus, trangition economy entrepre-
neurs by exploiting the "motive of adornment” of
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consumers (1899, p. 173) should innovate in sched-
uling and producing goods which are generally con-
ddered beautiful, in the sense of fashion. Moreover,
the greater price of such goods may well add to
thar attractiveness. "The innovation must not only
be more beautiful, or perhaps oftener less offensive,
then that which it displaces, but it must also come
up to the accepted standard of expensiveness'
(1899, p. 174).®® Redl practica profit opportunities
mey well exist in fidds such as hand made products
(1899, p. 159) and dress fashion (1899, p. 168).
Thus, Veblen argued that by increasing the rate of
income (as is currently occurring in the better per-
forming trangition economies, such as Poland, the
Czech Republic and Hungary), the demand for con-
gpicuous consumption goods would increase and
"the more rapidly will fashion shift and change"
(1899, p. 178). Thus various entrepreneurid profit
opportunities are extended which are well in line
with a Veblenian understanding of innovative
grategies in product and service markets.

When Veblen recognized that hand made goods
would often be preferable to those that are machine
made, he noticed something which entrepreneursin
trangtion economies might well profit from. Thisis
dready occurring in Poland with handmade shoes
and leather production in Hungary (Sereghyona,
1993, p. 113). In these countries there is an abun-
dance of highly skilled well-educated labor power
which is accustomed to rdlatively low wages and
which could be effectively utilized in the produc-
tion of hand made high quality, high fashion, con-
ume goods.

Veblen noted that the entrepreneur through his
salesmanship activities will try to gain some
monopoligic advantages such as "the control of
naturd resources' or by operating through activities
"resting on custom and prestige” (1904, pp. 54-55),
and by promoting "the brute serviceability" of his
goods (1904, p. 63). The task of the entrepreneur
would be successful when "his competitive strategy
is confined to two main lines of endeavor, to reduce
the production cost of a product whose output is
restricted and to increase sales without lowering
prices' (1923, p. 287). All these business Strategies
atributed by Veblen to the modern entrepreneur are
dther currently taking place or are in the process of
being introduced in the various transition
€CONOMIES.

Veblen recognizes that in the modern industrial
sysem entrepreneuria practice and Strategies will
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be introduced in the services sectors (1904, p. 384).
Thisis something that is currently beginning to take
place in mogt transition economies, athough prior
to the onset of the trangition era their services sec-
tors were highly suppressed (Sereghyova, 1993, p.
7; Sveginar, 2002; and Boeri and Terredl, 2002). By
such an extension of entrepreneurship to the trade,
transport and tourist sectors of transition economies
(Sereghyona, 1993, pp. 130-7), profit-making
opportunities are being increased.

However, in order for any of the above profit
making opportunities to be effectively exploited by
potentia entrepreneurs in transition economies, two
main prerequisites are needed. Market experienceis
necessary, which according to Veblen (1915, p.
187), would be gained by introducing manageria
and entrepreneuria techniques through the encour-
agement of foreign investment and the establish-
ment of foreign firms on their soil (see Karayiannis,
1993, p. 47). Veblen also maintained (1915, p. 186)
that a well-developed financia system must be in
place to candize "funds available for investment"
to various entrepreneuria opportunities. Thus it is
of paramount importance to successful entrepre-
neurship in transition economies that an effective
financid infrastructure with a waell-functioning
credit system be developed which, though interme-
diary operation, can efficiently canalize the neces-
sary funds to potential entrepreneurs (see Karayian-
nis, 1993, p. 48; Koveos and Young, 1996 and
Berglof and Bolton, 2002).

V1. Conclusions

In this paper we have tried to show that a Veblen-
ian analysis has much to offer to present day entre-
preneurs from transition economies. Veblen main-
tained that ingtitutional and economic changes
(such as are currently taking place in trangtion
economies) cause dramatic aterations not only in
the behavior and habits of individuas, but dso in
their skills and activities.

The introduction of private property laws and
ownership rights helps bring to flower the wesdlth
and profit motive of individuals. Such materidigtic
motives are often best fulfilled through entrepre-
neurial activities. Thus, a new distinct socioeco-
nomic class seems to be emerging in transition
economies, entrepreneurs who are highly motivated
to increase their profits and wealth. All of this is

47



occurring in a context of tremendous change in
technology that strongly impacts the operations of
the transition economy entrepreneur, both enabling
greater profits and opportunities and representing
increased competitive threats. At issue as well are
the operations of the modern or financia entrepre-
neur in a transition economy setting with its typi-
caly immature financid infrastructure offering
much scope for insider trading and other financid
machinations which are highly detrimentd to the
efficient operation of the financia system.

In the production, consumption and service sec-
tors of trandition economies, important changes are
currently taking place, which offer consderable
profit opportunities for entrepreneuria activities.
As the purchasing power and the rate of conspicu-
0us consumption increases in transition economies,
the gains from entrepreneuria innovation will
increase as well. Some such opportunities are relat-
ed to the production and/or distribution of innova
tive luxurious goods and services. Hand-made
goods, dress fashion, vacation packages, advertis-
ing and the like al represent new opportunities
which were non-existent prior to the trangition era
However, Veblen's warnings as to the activities of
the "financid entrepreneur” and "captains of sol-
vency" arejust as gpropos for the transition econo-
my, with its typically immature and highly vulnera-
ble financia infrastructure that is readily amenable
to manipulation, as it was in his day of the "Robber
Baron Era."

Thus Veblen's teachings have much to offer to
entrepreneurs in trangition economies in pointing to
many viable profit making opportunities. However,
these teachings also lead to an awareness of anum-
ber of public policy concerns that need to be
addressed if the promise of the gains from entrepre-
neurid activity in transition economies are to truly
bendfit the trangtion process rather than smply
serve the interests of the successful few.

Notes

1. Veblen explained that "the situation of today
shapes the ingtitutions of tomorrow through a
selective, coercive process, by acting upon
men's habitual view of things, and so altering
or fortifying a point of view or a mental atti-
tude handed down from the past" (1899, pp.
190-91).

2. Griffin (1982, p. 37) comments that for Veblen

"a standard of living is also of the nature of
habit." For an extensive Veblenian analysis of
the influence of ingtitutional changes on the
habits of individuals, see Rutherford (1984).

. Veblen defines institutions as "prevalent

habits of thought with respect to particular
relations and particular functions of the indi-
vidual and the community” (1899, p. 190).

. Veblen specifically differentiated the way of

life of entrepreneurs from that of laborers. He
claimed that "There is an appreciable ad
widening difference between the habits of the
two classes (i.e. laborers and businessmen);
... It induces a difference in the habits of
thought and the habitual grounds and methods
of reasoning resorted to by each class' (1904,
p. 317; brackets added). For ahistorical andy-
ss of the development of conspicuous cor+
sumption behavior, see Mason (1998).

. As Nellis (1999, p. 29) correctly concludes

"privatization remains the generally preferred
course of action, but its short-term economic
effectiveness and socia acceptability depend
on the existence of the ingtitutional underpin-
nings of capitalism. Where these are present,
privatization should and can go forward."

. Veblen also noticed that some drastic politicd

changes would occur such as those which
"make statutory specifications and authorita
tive regulations fit the exigencies of the new
industry and commerce, to standardize cvil
and political relations in such terms as should
fit the new exigencies' (1915, p. 101).

. The argument that the wedlth motive is justi-

fied by the socid power gained was laer
advanced by Frank Knight (1947, p. 376).

. Veblen described the role of the "captain of

industry" as being "a pioneer in industria
enterprise, adesigner, builder and manager of
industrial equipment and a foreman of the
work at hand. At the same time, he was abus-
nessman and took care of the financia end of
the enterprise, buying and selling, hiring ad
firing, investing and promoting” (1923,
p. 256).

. For Veblen, the "captains of finance" have

rather different characteristics than the "cgp-
tains of industry." They are more risk averse
and less adventurous and look for safe ad
sane business opportunities (1923, p. 109).
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10. According to Veblen, "Intangible assets are
the capitalized value of income not otherwise
accounted for. Such income arises out of busi-
ness relations rather than out of indudtry; it is
derived from advantages of salesmanship,
rather than from productive work" (1919, pp.
69-70).

11. Davidson and Ekelund (1994) show that a
change in ingtitutions produces productive
entrepreneurial  activities even through rent
seeking ventures.

12. Veblen defined the financial goodwill of
enterprises, as being in "the form of a large
ability to help or hinder other financiers and
financing houses in any similar maneuvers in
which they may be engaged, or an ability to
put them in the way of lucrative financing
transactions' (1904, p. 171).

13. Elsewhere, Veblen argued that "The utility of
consumption as evidence of wedth is to be
classed as a derivative growth. It is an adapta
tion to anew end, by a selective process, of a
digtinction previoudly existing and well estab-
lished in men's habits of thought™ (1899, p.
69).

14. For some relevant business case studies see
Sereghyona (1993, pp. 110-13 and 209-11).

15. Veblen describes this consumption imitation
drive as follows: "In communities where class
digtinctions and class exemptions run chiefly
on pecuniary grounds, wasteful conventions
soread with great facility through the body of
the population by force of the emulative imi-
tation of upper class usage by the lower pecu-
niary classes' (1915, p. 147).

16. This consumption effect, with a positively
inclined demand curve, is defined by Leiben-
gen (1950) as the "Veblen effect.”

17. As Veblen argued, "The consumption of
expensive goods is meritorious, and the goods
which contain an appreciable element of cost
in excess of what goes to give them service-
ability for their ostensible mechanical purpose
are honorific" (1899, pp. 154-55).

18 Veblen recognized that "the commercial value
of the goods used for clothing in any modern
community is made up to amuch larger extent
of the fashionableness, the reputability of the
goods than of the mechanical service which
they render in clothing the person of the wear-
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er. The need of dressis eminently a'higher' or
spiritual need” (1899, p. 168).
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