Internal Regulation of Innovation Externalities for Development: Lessons from Vietnam 
Authors: 
Jaap Voeten (corresponding author: Tilburg University, Tilburg, The Netherlands j.voeten@tilburguniversity.edu) 

Wim Naudé (Maastricht School of Management, University of Maaastricht, and UNU-MERIT, Maastricht, The Netherlands, naude@msm.nl ) 

1. Introduction 
Innovation is the ‘putting into practice of inventions’ (Fagerberg et al., 2005). Such inventions are perhaps most often technological but can also include the exploitation of new markets and the development of new ways to organize business. Following Schumpeter (1911; 1942) and the substantial scientific literature in evolutionary economics and endogenous growth theory (e.g. Aghion and Howitt, 1998; Freeman, 1994; Nooteboom, 2000) there is general agreement that innovation matter for development (see also Szirmai et al., 2011). 

More recently however a number of authors have started to point to the fact that innovation can also have negative, undesirable consequences for development, and that innovation may not matter so much for the poorest countries, that it matters more for growth and productivity gains in advanced economies. For instance after Baumol (1990) pointed to the occurrence of “destructive” entrepreneurship, a number of authors have elaborated on the fact that when entrepreneurs innovate, it is to raise their own status and wealth, and this can actually come at a cost to the rest of society (see Desai et al., 2013; Sanders and Weitzel, 2013). And a central implication in endogenous growth theory is that advanced economies with their superior systems of innovation profit more from investment in knowledge than less advanced economies. It is more specifically argued that growth in poor countries are more resource and factor driven, rather than being “innovation” driven growth as in advanced economies. Indeed, “common” measures of innovation such as R&D suggest that innovation is overwhelmingly concentrated in the most advanced economies (Szirmai, 2008).

In this paper we focus on the conjunction of these two issues, i.e. innovation in developing countries, and the potential negative impacts of innovation on development. We draw some lessons and perspectives from Vietnam. We do this because first, we believe, as does for instance Szirmai et al (2011) that “innovation in developing countries is often vibrant and important”. Moreover, as Keilbach (2009) pointed out ‘the literature on entrepreneurship and innovation, however, has largely ignored developing countries’. Partly, this may have been due to the difficultly of measuring innovation in developing context, and partly also because in advanced economies innovation studies have mostly studied innovation as described by Schumpeter Mark II innovation i.e. where innovation is large done by large oligopolistic firms and in R&D laboratories. In developing countries, such as Vietnam, innovation is indeed vibrant, and important as we will argue, but also largely more in the nature of Schumpeter’s original 1911 “Mark I” conceptualization of innovation being done by individual entrepreneurs and smaller firms.

Secondly, our concern with innovation in developing countries and the relevance of negative impacts on innovation is motivated by our hypothesis that the context of innovation is a determining factor of the extent to which negative spill-over effects may be limited. For instance, in the case of Mark II innovation, there may be less societal breaks and controls on the impacts of innovation than for instance in the case of Mark I innovation, driven by small businesses and entrepreneurs who may be more embedded in a local society. 

This paper explores how contexts in developing countries could limit the negative spill-over effects of innovation. In the next paragraphs we discuss innovation in developing countries while acknowledging possible harmful consequences. We add micro evidence from Vietnam for developing a societal process model of internal regulation and conclude policy implications.
