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Abstract

The paper proposes a simple equilibrium model of venture capital, entrepreneurship and

innovation. Venture capitalists not only finance but also advise start-up entrepreneurs and

thereby add value to new firms. The paper demonstrates how a productive and active VC

industry boosts innovation driven growth.1
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1 A previous version of the paper was presented at the CEPR workshop on “Dynamic Aspects of Taxation“ at

Tilburg University, September 2000, and at Universities of Helsinki and Saarbrücken. I appreciate helpful

comments by seminar participants and, in particular, by my discussant S. van Wijnbergen.
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