CHAPTER V1

PLAUSIBLE CAPITALISM

Hmm argument of the preceding chapter seems to be exposed to a
reply that is as damaging as it is obvious. The average rate of in

crease in total available production that obtained during the sixty.years

preceding 1928 has been projected into the future. So far as this was.
merely a device in order to illustrate the significance of past develop

ment, there was nothing in this procedure that could have shocked the
statistical conscience. But as soon as I implied that the following fifty

years might actually display a similar average rate of increase, I appar-
ently did commit a statistical crime ; it is, of course; clear that a histori-
cal record of production over any given period does not in itself justify
any extrapolation at all,! let alone an extrapolation over half a. cen

tury. It is therefore necessary to emphasize again that my extrapola-
tion is not intended to forecast the actual behavior of output in the
future. Beyond illustrating the meaning of past performance, it is
merely intended to give us a quantitative idea of what the capitalis

engine might conceivably accomplish if, for another half century,
it repeated its past performance—which is a very different matter.
The question whether it can be expected to do so will be answered

quite independently of the extrapolation itself. For this purpose we

have now to embark upon a long and difficult investigation. -
Before we can discuss the chance of capitalism repeating its past per:

formance we must evidently try to find out in what sense the observed

rate of increase in output really measures that past performance, No
doubt, the period that furnished our data was one of comparatively un

fettered capitalism. But this fact does not in itself provide a sufficient :

link between the performance and the capitalist engine. In order to
believe that this was more than coincidence we must satisfy ourselves
first, that there is an understandable relation between the capitali
order and the observed rate of increase in output; second, that, give

such a relation, the rate of increase was actually due to it and not to:

1 This proposition holds, on general principles, for any historical time seria .
since the very concept of historical sequence implies the occurrence of irreversible
changes in the economic structure which must be expected to affect the law of ‘any
given economic quantity. Theoretical justification and, as a rule, statistical: treat-
ment are therefore necessary for even the most modest extrapolations. - It may
however be urged that our case is somewhat favored by the fact that within th
comprehensive compound represented by the output series, idiosyncrasies “of “ind
vidual items will to some extent cancel each other. ;

v2

Plausible Capitalism "3

vmuan.imw@mmgwmgmnos&moumsanwrmm nothing to do with capi-
talism. ,

"These two problems must be solved before the problem of a “repe-
tition of performance” can arise at all, The third point then reduces

‘to the question whether there is any reason why the capitalist engine

should, during the next forty years, fail to go on working as it did
in the past. ,

We shall deal with these three points in turn.

Our first problem may be reformulated as follows.. On the one
hand, we have a considerable body of statistical data descriptive of a
rate of “progress” that has been admired even by very critical minds.
On the other hand, we have a body of facts about the structure of
the economic system of that period and about the way it functioned;
from’ these facts, analysis has distilled what is technically called a
“model” of capitalist reality, ie., a generalized picture of its essentia}
features. We wish to know whether that type of economy was favor.
able, irrelevant, or unfavorable to the performance we observe and, i
favorable, whether those features may be reasonably held to yield
adequate explanation of this performance. Waiving technicalities as
much as possible, we shall approach the question in a common-sense
spirit,

1. Unlike the class of feudal lords, the comnercial and industria}
bourgeoisie rose by business success. Bourgeois society has been cast
in a purely economic mold: its foundations, beams and beacons are
all made of economic material. The building faces toward the eco-
nomic side of life. Prizes and penalties are measured in pecuniary
terms. Going up and going down means. making and losing money.
This, of course, nobody can deny. But I wish to add that, within its
own frame, that social arrangement is, or at all events was, mmsm—zww@
effective. In part it appeals to, and in part it creates, a schema of
motives that is unsurpassed in simplicity and force. The promises of
wealth and the threats of destitution that it holds out, it redeems
with ruthless promptitude. Wherever the bourgeois way of life asserts
itself sufficiently to dim the beacons of other social worlds, these
promises are strong enough to attract the large majority of super-
normal brains and to identify success with business success. They are
not proffered at random; yet there is a sufficiently enticing admixture
of chance: the game is not like roulette, it is more like poker. They
are addressed to ability, energy and supernormal capacity for work;
but if there were a way of measuring either that ability in general or
the personal achievement that goes into any particular success, the
premiums actually paid out would probably ‘not be found propor;
tional to either. Spectacular prizes much greater than would have
been necessary to call forth the Pparticular effort are thrown to a small
minority of winners, thus propelling much more efficaciously than a
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more equal and more “just” distribution would, the activity of that
large majority of businessmen who receive in r
compensation or nothing or less than nothing,
because they have the big prizes before their
chances of doing equally well. Similarly,
incompetence. But though the incompe
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individually and which in most cases reflect little more than their
eturn very modest . social location, interests and sympathies or antipathies. They slowly
and yet do their utmost  increased our factual knowledge and analytic powers so that the

eyes and overrate ‘their , « answers to many questions we are able to give today are no doubt
the threats are addressed to - much more correct although less simple and sweeping than were
tent men and the obsolete those of our predecessors.
methods are in fact eliminated, sometimes very promptly, sometimes - .Ho. go no further . back, the so-
with a lag, failure also threatens or actually overtakes many an able o ?Snsnwzw. of _one mind. g.omn of
man, thus whipping up everyone, again much more efficaciously than . the social institutions of their €poc
a more equal and more “just” system of penalties would. Finally, - tions worked. They m.ozmrn the lan,
both business success and business failure are ideally precise, Neither n.mmowamllmmnﬁoww «mm;&m:os In pa
can be talked away. . o Tza.m om. laissez faire. But they we
One aspect of this should be particularly noticed, for future refer- , EEE,Sosm_. framework mm capit
ence as well ‘as because of its importance for the argument in hand. - trader’s self-interest made for ma : ;
In the way indicated and also in other ways ‘which will be discussed of all. Oos.meoamm.éumr H@m Huwo.EmQ.p we are discussing, HrmM would
later on, the capitalist arrangement, as embodied in the institution 6f - have had little bmm:mﬁos 1n attributing the observed rate of mcrease
private enterprise, effectively chains the bourgeois stratum to its tasks. E ~ Intotal output to relatively unfettered enterprise and the profit motive
But it does more than that. The same apparatus which conditions for - ..lm.ﬁww.mwm they So:.E have mentioned “beneficial legislation” as a
performance the individuals and families that at any given time form . condition but by this they would have meant the r emoval of fetters,
the bourgeois class, ipso facto also selects the individuals and families especially the removal or reduction of protective duties during the
that are to rise into that class or to drop out of it. This combination _ mnetcenth century. .
of the conditioning and the selective function is not a matter of - It is exceedingly difficult, at this hour o
course. On the contrary, most methods of social selection, unlike the . these views. They were of course
“methods” of biological selection, do not guarantee performance of bourgeois class, ms.m. bourgeois b] ] d .
the selected individual; and their failure to do so constitutes one of every page the classical authors wrote. No less in evidence are blinkers
the crucial problems of socialist organization that will come up for of another kind: the classics reasoned In terms of a particular historical
discussion at another stage of our inquiry. For the time being, ‘it situation which a.rmw uncritically idealized and from which they un-
should merely be observed how well the capitalist system solves that critically generalized. Most of them, Jnoreover, seem to have argued
problem: in most cases the man who rises first into the business class  exclusively in terms of the English interests and problems of their
and then within it is also an able businessman and he is likely to rise ~ time. This is the reason why, in other lands and at other times, people
exactly as far as his ability goes—simply because in that schema rising . n,rmESm their economics, frequently to the point of not éven caring to
to ‘a position and doing well in it generally is or was one and the . understand it. ..mw:n. it will not do to dismiss their teaching on Hrmm.m
same thing. This fact, so often obscured by the auto-therapeutic effort . grounds. A prejudiced man may yet be speaking the truth, Proposi-
of the unsuccessful to deny it, is much more important for an ap- tions &9\.&0@@& from special cases may yet be generally S;R.r And
praisal of capitalist society and its civilization than anything: that ,. the enemies and successors of the classics had and have only different
can be gleaned from the pure theory of the capitalist machine, but not fewer blinkers and preconceptions; they envisaged and en-
2. But is not all that we might be tempted to infer from “maximuimn - visage different but not less special cases. ) )
performance of an optimally selected group” invalidated b . From the standpoint of the cconomic analyst, the chief merit of the
ther fact that that performance is not geared &mmﬁnm..oo:.ﬂms in their &mvmz_sm.. m._os.m S:S.Bm.zw 05.2. gross errors,
duction, so we might say, for consumption—but to money-making, - the maive idea that economic activity 1n capitalist society, because it
that it aims at maximizing profits instcad of welfare? Oznmmmn;wm .arm ' The term Classical Economists wil
: rocwmmomm stratum, this me of course muimﬁ _ummz. Q_n.@ op ular ovao B _am English economists whose works appeared between 1776 and 1848. Addin Smith,
~Economists have sometimes mozmw:n and sometimes espoused it. In - ./ Ricardo, Malthus, Senior and John Stuart Mill are the outstanding names. It is
doing so: they have contributed something that was much more valu _

- Important to keep this in mind because a much broader tse of the term has come
able than were the final judgments themselves at which they ‘arrived to fashion of late.

called classical economists? were
them disliked many things about
h and about the way those institu-
ded interest and approved of social
rticular—that were not all on the
r€ quite convinced that within the
alism, the manufacturer’s and the
ximum performance in the interest

f the day, to do justice to
the typical views of the English
linkers are in evidence on almost

1 in this book be used._ to designate the lead-
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ever thought of

trivial. But as soon as we look at i
! all the theories and slogans i
consciously or m:vno:m&o:mg i 1 g hich,

served up today, we shall feel

: “progress” they observed in a
manner that was ?smwgmsnm:& if only approximately, correct. Above

all, there was practical. wisdom about thejr doctrine, a responsible

HOSW,IH:HH view N‘H-,Q. a SN:U—.% HOmwO HHHN.H Ac:—-m.m— ‘W CA:N_V—% W
uﬂr EOQGH.MH

immense majority of ¢ i
wider than the classics thought

it. 'The modern student of theijr doctrines never ceases to wonder how
It was possible for them to pe satisfied with their v
mistake these arguments for pro
theory was seen to be a house of
there may have been in their vision.s | ‘

8- This later analysis we will take in two strides—as much of it
that is, as we need in order to clarify our problem.. Historically, the
first will carry us into the first g eeond

ecade of this centur the sec
: on
will cover some of the postwar de h y

. velopments of scientifi i
Frankly I do not know how much gond thi he nomrte

sional reader; like every other branch of o

. . » methods and results could be made

Y educated person without special traini i
however, do my best. .

The first stride may be associated wi
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this day by numberless disciples—so far at least as the latter do not
think it bad form to express reverence for anything or anybody,
which many of them obviously do—Alfred Marshall and Knut Wick-
sell.* Their theoretical structure has little in common with that of the
classics—though Marshall did his best to hide. the fact—but it con-
serves the classic proposition that in the case of perfect competition
the profit interest of the producer tends to maximize production. It
even supplied almost satisfactory proof. Only, in the process of being
more correctly stated and proved, the proposition lost much of its
content—it does emerge from the operation, to be sure, but it emerges
emaciated, barely alive.s Still it can be shown, within the general as-
sumptions of the Marshall-Wicksell analysis, that firms which cannot
by their own individual.action exert any influence upon the price of
their products or of the factors of production they employ——so that
there would be no point in their weeping over: the fact that any in-
crease in production tends to decrease the former and to increase the
latter—will expand their output until they reach the point at which
the additional cost that must be incurred in order to produce another
small increment of product (marginal cost) just equals the price they

4 Marshall’s Principles (first edition 18g0) and Wicksell's Lectures (first Swedish
edition 1901, English translation 1934) are entitled to the prominence I am here
giving to them, because of the influence they exerted ‘on many minds in their
formative stages and because they dealt with theory in a thoroughly practical
spirit. On purely scientific grounds, precedence should be given to the work of
Léon Walras. In America, the names to mention are J. B. Clark, Irving Fisher and
F. W. Taussig. ] :

5 Anticipating later argument (see below, ch. viii, § 6) I shall in this note briefly
clarify the above passage. Analysis of the mechanism of the profit economy led not
only to the discovery of exceptions to the principle that competitive industry
tends to maximize output, but also to the discovery that proof of the principle
itself requires assumptions which reduce it to little more than a truism, Its practical
value is however particulariy impaired by the two following considerations:

1. The principle, as far as it can be proved at all, applies to a state of static
equilibrium. Capitalist reality is first and last a process iof change. In appraising
the performance of competitive enterprise, the question whether it would or would
not tend to maximize production in a perfectly equilibrated stationary condition
of the economic process is hence almost, though not quite, irrelevant.

2. The principle, as stated by Wicksell, is what was left of a more ambitious
proposition that, though in a rarefied form, can still be found in Marshall—the
theorem that competitive industry tends to produce a state of maximum satisfac-
tion of wants, But this theorem, even if we waive the serious objections to speak-
ing of non-observable psychic magnitudes, is readily seen to boil down to the
triviality that, whatever the data and in particular the institutional arrangements
of a society may be, human action, as far as it is rational, will always. try.to make
the best of any given situation. In fact it hoils down to a definition:of rational .
action and can hence be paralleled by analogous theorems for,:; say;yia isocialist
society. But so can the principle of maximum production.. Neither. f ulates any -
specific virtue of private competitive enterprise. This does:inot: mé S
virtues do not exist. It does mean h
the logic of competition.
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can get for that increment, i.e., that they will
they can without running into loss. And this ca
much as it is in general “socially desirable”

produce as much ag
n be shown to be ag
to produce. In more tech-
: from the standpoint of the
individual firm i and where this: ig 50,

; quilibrium in which all outputs are at their
maximum and all factors fully employed. Thj i

> this is really but another way of stating
the content of the preceding sentence.

4. Let us take the second stride. The Marshall-Wicksell analysis -of
course did not overlook the many cases that fail to conform to ‘that
model. Nor, for that matter, had the classics overlooked them. They
recognized cases of “monopoly,” and Adam Smith himself carefully

ce of devices to restrict competition® and all the

differences in flexibility of prices resulting therefrom. Butg they looked
upon those cases as exceptions and, moreover, as exceptions that could
and would be done away with in time, Something of that sort s true

also of Marshall. Although he developed the Cournot theory of
‘monopoly? and although he anticipated later analysis by calling
attention ‘to the fact that most firms have special markets of their

own in which they set prices instead of merely accepting them,8 he ag

well as Wicksell framed his general conclusions on the pattern of per-

classics saw that perfect competition is the e i i
it were the rule there would be much less
than one might think.

It we look more closely at the conditions—n , ici

uce perfect competition, we realize imme-

8In a manner strikingly suggestive of present-day attitudes he even emphasized
the discrepancy between the interests of every trade and those of the public and

talked about conspiracies against the latter which, so he thought, might originate
at any businessmen’s dinner party. : )

" Augustin- Cournot, 1938.

‘#'This is why. the later theory of imperfect competition may fairly be traced to
him. Though he did not elaborate it, he saw the Phenomenon: more “correctly
than most of those who did. In particular he did aonnxmmmmnwﬁm#m meo:m:nn.
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9See, in particular, E. §. Chamberlin, Theory of @m:eﬁc:w:.n Comgpetition, and
Joan %oE:WoP The Economics of Imperfect Competition.
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CHAPTER VII

THE PROCESS OF CREATIVE DESTRUCTION

HE theories of monopolistic and oligopolistic competition and
— their popular variants may in two ways be made to serve the view
that capitalist reality is unfavorable to maximum performance in

-production. One may hold that it always has been so and that all

along output has been expanding in spite of the secular sabotage
perpetrated by the managing bourgeoisie. Advocates of this proposi-
tion would have to product evidence to the effect that the observed -
rate of increase can be accounted for by a sequence of favorable cir-
cumstances unconnected with the mechanism of' private enterprise
and strong enough to overcome the latter’s resistance. This is precisely
the question which we shall discuss in Chapter IX. However, those
who espouse this variant at least avoid the trouble about historical
fact that the advocates of the alternative proposition have to face.
This avers that capitalist reality once tended to favor maximum pro-
ductive performance, or at all events productive performance so con-
siderable as to constitute a major element in any serious appraisal of
the system; but that the later spread of monopolist structures, killing
competition, has by now reversed that tendency.
First, this involves the creation of an entirely imaginary golden age
of perfect competition that at some time somehow metamorphosed
itself into the monopolistic age, whereas it is quite clear that perfect
competition has at no time been more of a reality than it is at present.
Secondly, it is necessary to point out that the rate of increase in output
did not decrease from the nineties from which, I suppose, the preva-
lence of the largest-size concerns, at least in manufacturing industry,
would have to be dated; that there is nothing in the behavior of the
time series of total output to suggest a “break in trend”; and, most
important of all, that the modern standard of life of the masses
evolved during the period of relatively unfettered “big business.” If
we list the items that enter the modern workman’s budget and from
1899 on observe the course of their prices not in terms of money but
in terms of the hours of labor that will buy them—i.e., each year’s
money prices divided by each year’s hourly wage rates—we cannot fail
to be struck by the rate of the advance which, considering the spec-
tacular improvement in qualities, seems to have been greater and not
smaller than it ever was before. If we economists were given less to
wishful thinking and more to the observation of facts, doubts would
81
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which exactly the same thing holds true. The fundamental impulse
that sets and keeps the capitalist engine in motion comes from the
new consumers’ goods, the new methods of production or transporta-
tion, the new markets, the new forms of industrial organization that
 capitalist enterprise creates.

As we have seen in the preceding chapter, the contents of the
laborer’s budget, say from 1760 to 1940, did not simply grow on un-
changing lines but they underwent a process of qualitative change.
Similarly, the history of the productive apparatus of a typical farm,
from the beginnings of the rationalization of crop rotation, plowing
and fattening to the mechanized thing of today—linking up with
elevators and railroads—is a history of revolutions. So is the history
of the productive apparatus of the iron and steel industry from the
charcoal furnace to our own type of furnace, or the history of the
apparatus of power production from the overshot water wheel to the
modern power plant, or the history of transportation from the mail-
coach to the airplane. The opening up of new markets, foreign or
domestic, and the organizational development from the craft shop
and factory to such concerns as U. S. Steel illustrate the same process
of industrial mutation—if I may use that biological term—that inces-
santly revolutionizes? the economic structure from within, mbnnmmw;HG
destroying the old one, incessantly creating a new one. This process
of Creative Destruction is the essential fact about capitalism. It is
what capitalism consists in and what every capitalist concern has got
to live in. This fact bears upon our problem in two ways.

First, since we are dealing with a process whose every element takes
considerable time in revealing its true features and ultimate effects,
there is no point in appraising the performance of that process ex visu
of a given point of time; we must judge its performance over time, as
it unfelds through decades or centuries. A system-—any system, eco-
nomic or other—that at every given point of time fully utilizes its
possibilities to the best advantage may yet in the long run be inferior
to a system that does so at no given point of time, because the latter’s
failure to do so may be a condition for the level or speed of “long-run
performance.

Second, since we are dealing with an organic process, analysis of
what happens in any particular part of it—say, in an individual con-
cern or industry—may indeed clarify details of mechanism but is
inconclusive beyond that. Every piece of business strategy acquires its
true significance only against the background of that process and

2 Those revolutions are not strictly incessant;. they occur in discrete rushes which
are separated from each other by spans of comparative quiet. The précess as 'a
whole works incessantly however, in the sense that there always is either revolution

or absorption of the results of revolution, both together forming what are known .
as business cycles. :
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CHAPTER VIII

MONOPOLISTIC PRACTICES

HAT has been said so far is really sufficient to enable the reader
28 deal with the large majority of the practical cases he is likely
to meet and to realize the inadequacy of most of those criticisms of the
profit economy which, directly or indirectly, rely on the absence of
perfect competition. Since, however, the bearing of our argument on
some of those criticisms may not be obvious at a glance, it will be
worth our while to elaborate a little in order to make a few points
more explicit.

1. We have just seen that, both as a fact and as a threat, the impact
of new things—new technologies for instance—on the existing struc-
ture of an industry considerably reduces the longrun scope and im-
portance of practices that aim, through restricting output, at conserv-
ing established positions and at maximizing the profits accruing from
them. We must now recognize the further fact that restrictive practices
of this kind, as far as they are effective, acquire a new significance in
the perennial gale of creative destruction, a significance which they
would not have in a stationary state or in a state of slow and balanced
growth. In either of these cases restrictive strategy would produce no
result other than an increase in profits at the expense of buyers except
that, in the case of balanced advance, it might still prove to be the
easiest and most effective way of collecting the means by which to
finance additional investment.! But in the process of creative destruc-
tion, restrictive practices may do much to steady the ship and to alle-
viate temporary difficulties. This is in fact a very familiar argument
which always turns up in times of depression and, as everyone knows,
has become very popular with governments and their economic ad.
visers—witness the NRA. While it has been so much misused and
so faultily acted upon that most economists heartily despise it, those

! Theorists are apt to look upon anyone who admits this possibility as guilty
of gross error, and to prove immediately that financing by borrowing from banks
or from private savers or, in the case of public enterprise, financing from the
proceeds of an income tax is much more rational than is financing from surplus
profits collected through a restrictive policy. For some patterns of behavior they
are quite right. For others they are quite wrong. I believe that both capitalism
and communism of the Russian type belong in the latter category. But the point
is that theoretical considerations, especially theoretical considerations of ‘the short-
run kind, cannot solve, although they contribute to the solution of, the problem
which we shall meet again in the next part.
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