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INTRODUCTION TO THE FORTIETH ANNIVERSARY EDITION

PUBLISHING A NEW EDITION of a book after forty years one faces a serious question: How much should one change to reflect later thought? How much should remain to tell of the earlier mood and beliefs? I have opted, not exceptionally, for compromise. 

Much of the original text still has my approval. Nothing, for example, gives me more pleasure than the chapter on the concept of the conventional wisdom. That phrase has now passed into the language; I encounter it daily, used by individuals, some disapproving of my general stance on economics and politics, who have no thought as to its source. Perhaps I should have taken out a patent.

More seriously, I still adhere to one of the book's main conclusions —that, sadly, economic writing and teaching instill attitudes and beliefs that resist accommodation to a changing world. In consequence, the early chapters stressing the importance of the history of economic thought and its continuing effect are as I would now write them. A grim view of the human prospect emerged from the writing of David Ricardo, Thomas Robert Malthus and, until his inevitable revolution, of Karl Marx. That matters have improved in the more fortunate countries of the world is not in doubt. A certain inherent pessimism remains. It is with a durably improved condition that The Affluent Society is primarily concerned.

Central to the improvement has been a greater security in economic life and in its pecuniary return. This has been enhanced by the corporate managerial structure, the growth of the professions, employment in the arts and entertainment, social security, medical insurance, and much else. I would now, however, more strongly emphasize, and especially as to the United States, the inequality in income and that it is getting worse—that the poor remain poor and the command of income by those in the top income brackets is increasing egregiously. So is the political eloquence and power by which that income is defended. This I did not foresee. 

As the major theme of the book, I urged that the production of goods and services is the measure of civilized success. This I would still stress. The Gross Domestic Product remains the accepted measure not only of economic but of larger social achievement. It also wonderfully rewards the fortunate, especially the business executive, who, in the common case, effectively sets his own pay. (When someone seeks to sound a humane note, he stresses that the real social reward of production is not the increased income but the jobs provided. This establishes the speaker as a man* of compassion.)






In the real world, as I tell, the productive process incorporates the means by which wants are created, and these are further sustained by fashion, social aspiration and simple imitation. What others do or have, one should do or have. The most important and intrinsically most evident source of consumer demand is the advertising and salesmanship of those providing the product. First you make the good, then you make the market. This is deeply in conflict with accepted economic thought. In that, nothing was so fundamental as the concept of consumer sovereignty—the according of final economic authority to those the economic system serves.

In the years after this book appeared, those who spoke for the established view, for consumer sovereignly, were not pleased. They were adamant, even angry, in opposition. The textbooks, as they were revised, took note of my heresy, rejected it and told that Ford had once tried to market a new and radically designed car called the Edsel. This the consumers, being sovereign, would not buy. Here was the true sovereignty.

In time the opposition mellowed; that the consumer is, in fact, less than sovereign is, I judge, now accepted. Producer advertising and salesmanship are recognized forces. The Edsel seems to have disappeared from the textbooks.





On two matters this book was right, and before its time. On one, time and economic changes have shown it to be wrong. I begin with the error.


Running through the early editions of The Affluent Society was a strongly expressed warning about inflation. It was the prime threat hovering over a society of general well-being. Inflation or unemployment. This is no longer so clearly the case. The principal cause of inflation then was the interaction of wages and prices. Management and unions negotiated; wages were increased, in part because of past price increases; prices were then raised further in compensation. From the higher prices came new wage demands. The process continued—the wage-price spiral. Monetary and fiscal policy were effective in controlling it only so far as they curtailed investor and consumer expenditure, thus reducing production, increasing unemployment and so limiting the wage demands and the resulting price increases. It was a remedy decidedly worse than the disease. 

This dismal sequence is now less of a threat. Production has shifted away from traditional industry where unions once were strong. The services, the professions and the arts, the entertainment and communications industries have become increasingly important areas of employment. So also the higher technology. Here the unions are less important or unimportant. And in the older industry, they are less aggressive, perhaps less forcefully led. Accordingly, the wage-price spiral is no longer a strongly motivating economic force, and so there is less inflation even when employment is high. For some time, as this is written, we have had low unemployment and little inflation, a circumstance much celebrated. This I did not foresee. I have quietly deleted some paragraphs that no longer apply.





The two matters on which I can reasonably claim foresight are the distribution and maldistribution of money and effort between the public and the private living standards and the important question of the environment.

Forty years ago I stressed the compelling difference between public and private living standards. We had expensive radio and television and poor schools, clean houses and filthy streets, weak public services combined with deep concern for what the government spent. Public outlays were a bad and burdensome thing; affluent private expenditure was an economically constructive force.

My case is still strong. The government does spend money readily on weaponry of questionable need and on what has come to be called corporate welfare. Otherwise there is still persistent and powerful pressure for restraint on public outlay. In consequence, we are now more than ever affluent in our private consumption; the inadequacy of our schools, libraries, public recreation facilities, health care, even law enforcement, is a matter of daily comment. The private sector of our economy has gained enormously in role and reward and therewith in political voice and strength. No similar political support is accorded the public sector, the weaponry and corporate welfare as ever apart. In civilized performance it has lagged even further behind the private sector, as it is now called. 





Forty years ago I did not fully foresee the extent to which affluence would come to be perceived as a matter of deserved personal reward and thus fully available to the poor, were they only committed to the requisite effort. The resulting solution is to have them take charge of their own well-being; government aid is a damaging intrusion, the enemy of individual energy and initiative. It must be resisted, which, though unmentioned, also saves money and protects the affluent from taxation. Given such social attitudes, it could be better to be poor in a poor country than poor in an affluent one.

Views on the environment have also changed since I first wrote. Here attitudes are at least mildly better. When I finished the original manuscript, I concluded that one piece of prose on this subject was too rich; all sensible authors should react similarly to their occasional extravagance. The dubious passage, which I take the liberty of quoting here in full, was as follows:


The family which takes its mauve and cerise, air-conditioned, power-steered and power-braked automobile out for a tour passes through cities that are badly paved, made hideous by litter, blighted buildings, billboards and posts for wires that should long since have been put underground. They pass on into a countryside that has been rendered largely invisible by commercial art. (The goods which the latter advertise have an absolute priority in our value system. Such aesthetic considerations as a view of the countryside accordingly come second. On such matters we are consistent.) They picnic on exquisitely packaged food from a portable icebox by a polluted stream and go on to spend the night at a park which is a menace to public health and morals. lust before dozing off on an air mattress, beneath a nylon tent, amid the stench of decaying refuse, they may reflect vaguely on the curious unevenness of their blessings. Is this, indeed, the American genius? 



In the end, I let the passage stay—it is still here. Never have I more narrowly escaped error. Apart only from my reference to the conventional wisdom, this was by far the most cited (and quoted) passage from the book. On occasion, it still crops up. It helped, how much one can never know, the movement to clean up the highways and perhaps the parks. My writing of The Affluent Society coincided more or less with my service on a commission appointed by the governor of Vermont (where my wife and I are part-time but devoted residents) that brought most roadside advertising to an end. It made the beauty of that state more fully available to its inhabitants and also brought an increasing and rewarding flow of scenically sensitive tourists. A larger concern for the environment, if still too weak, has become evident since the original edition.





I began this book with a grant from the Guggenheim Foundation to make a study of poverty. Such grants often go astray; this one was no exception. What emerged was not a treatise on the poor but one on the affluent. I did conclude with a chapter on poverty and another on those who have escaped to what I call the New Class. All this is still relevant. There is no blight on American life so great as the enduring poverty in our great cities and of the still unseen poor in the rural and mountain regions. And, of course, in the larger world.

Untreated, however, in my excursion into affluence is the privation and death among the poor of the planet, particularly in Africa and Asia. Perhaps from a sense of guilt I have, since writing this book, devoted a considerable part of my life to these problems. It is not, alas, something on which one has a rewarding sense of solution. Mass deprivation remains the most shocking aberration of modern times—the many who live short and misery-dominated lives in lands of abject poverty. A companion volume, The Non-Affluent Society, would have had a yet more urgent message.



1. The Affluent Society

WEALTH IS NOT without its advantages and the case to the contrary, although it has often been made, has never proved widely persuasive. But, beyond doubt, wealth is the relentless enemy of understanding. The poor man has always a precise view of his problem and its remedy: he hasn't enough and he needs more. The rich man can assume or imagine a much greater variety of ills and he will be correspondingly less certain of their remedy. Also, until he learns to live with his wealth, he will have a well-observed tendency to put it to the wrong purposes or otherwise to make himself foolish. 

As with individuals so with nations. And the experience of nations with well-being is exceedingly brief. Nearly all, throughout all history, have been very poor. The exception, almost insignificant in the whole span of human existence, has been the last few generations in the comparatively small corner of the world populated by Europeans. Here, and especially in the United States, there has been great and quite unprecedented affluence, which until now has been the accepted future.

The ideas by which the people of this favored part of the world interpret their existence, and in measure guide their behavior, were not forged in a world of wealth. These ideas were the product of a world in which poverty had always been man's normal lot and any other state was in degree unimaginable. This poverty was not the elegant torture of the spirit which comes from contemplating another man's more spacious possessions. It was the unedifying mortification of the flesh—from hunger, sickness and cold. Those who might be freed temporarily from such burden could not know when it would strike again, for at best hunger yielded only perilously to privation. It is improbable that the poverty of the masses of the people was made greatly more bearable by the fact that a very few—those upon whose movements nearly all recorded history centers—were very rich. 

No one would wish to argue that the ideas which interpreted this world of grim scarcity would serve equally well for the contemporary United States. Poverty was the all-pervasive fact of that world. Obviously it is not of ours. One would not expect that the preoccupations of a poverty-ridden world would be relevant in one where the ordinary individual has access to amenities—foods, entertainment, personal transportation, and plumbing—in which not even the rich rejoiced a century ago. So great has been the change that many of the desires of the individual are no longer even evident to him. They become so only as they are synthesized, elaborated and nurtured by advertising and salesmanship, and these, in turn, have become among our most important and talented professions. Few people at the beginning of the nineteenth century needed an adman to tell them what they wanted.

It would be wrong to suggest that the economic ideas which once interpreted the world of mass poverty have made no adjustment to the world of affluence. There have been many adjustments, including some that have gone unrecognized or have been poorly understood. But there has also been a remarkable resistance. And the total alteration in underlying circumstances has not been squarely faced. As a result, we are guided, in part, by ideas that are relevant to another world; and as a further result, we do many things that are unnecessary, some that are unwise, and a few that are insane. Some are a threat to affluence itself.


II

The foregoing tells the purpose of this book. The first task is to see the way our economic attitudes are rooted in the poverty, inequality and economic peril of the past. Then the partial and implicit accommodation to affluence is examined. The next task is to consider the devices and arguments, some elaborate, some meretricious, some in a degree dangerous, by which, in vital matters, we have managed to maintain an association with the older ideas which stemmed from a world where nearly all were poor. For no one should suppose that there is anything convenient or agreeable about the assumption of affluence as an economic fact. On the contrary, it threatens the prestige and position of many important people. And it exposes many of us to the even greater horror of new thought. We face here the greatest of vested interests, those of the mind. 

Finally, as we escape from the obsolete and contrived preoccupations associated with the assumption of poverty, we are able to see for the first time the new tasks and opportunities that are before us. This is not as reassuring as it sounds. One of the best ways of avoiding necessary and even urgent tasks is to seem to be busily employed on things that are already done.

Such is the purpose. But first there is some preparatory work. For we have not clung to obsolete and impalpable assumptions concerning our society purely as the result of obtuseness and ignorance. Powerful as these influences may be, they are not that strong. On the contrary, in matters of social discussion, there are active and pervasive influences which bind us to the past and which, on occasion, even cause us to try to recover the moribund. We must first be aware of our captivity by these forces if we are later to engineer an escape. That is the task of the next chapter.



III

No one will think this an angry book. Some may think it lacking in that beguiling modesty which is so much in fashion in social comment. The reader will soon discover that I think very little of certain of the central ideas of economics. But I do think a great deal of the men who originated these ideas. The shortcomings of economics are not original error but uncorrected obsolescence. The obsolescence has occurred because what is convenient has become sacrosanct. Anyone who attacks such ideas must seem to be a trifle self-confident and even aggressive. Yet I trust that judgments will not be too hasty. The man who makes his entry by leaning against an infirm door gets an unjustified reputation for violence. Something is to be attributed to the poor state of the door. 

Originality is something that is easily exaggerated, especially by authors contemplating their own work. There are few thoughts in this essay, or so I would imagine, which have not occurred to other economists. The reaction of many will be to welcome the elaboration of ideas to which evidence has already brought them. But these are also days in which even the mildly critical individual is likely to seem like a lion in contrast with the general mood. These are days when men of all social disciplines and all political faiths seek the comfortable and the accepted; when the man of controversy is looked upon as a disturbing influence; when originality is taken to be a mark of instability; and when, in minor modification of the scriptural parable, the bland lead the bland. Those who esteem this world will not enjoy this essay. Perhaps they should return it to the shelf unread. For there are negative thoughts here, and they cannot but strike an uncouth note in a world of positive thinking.



IV

No student of social matters in these days can escape feeling how precarious is the existence of that with which he deals. Western man has escaped for the moment the poverty which was for so long his all-embracing fate. The unearthly light of a handful of nuclear explosions would signal his return to utter deprivation if, indeed, he survived at all. I venture to think that the ideas here offered bear on our chances for escape from this fate. Illusion is a comprehensive ill. The rich man who deludes himself into behaving like a mendicant may conserve his fortune although he will not be very happy. The affluent country which conducts its affairs in accordance with rules of another and poorer age also forgoes opportunities. And in misunderstanding itself, it will, in any time of difficulty, implacably prescribe for itself the wrong remedies. This the reader will discover is, to a disturbing degree, our present tendency. 

Yet it would be a mistake to be too gravely depressed. The problems of an affluent world that does not understand itself may be serious, and they can needlessly threaten the affluence itself. But they are not likely to be as serious as those of a poor world where the simple exigencies of poverty preclude the luxury of misunderstanding but where, also and alas, no solutions are to be had.




2. The Concept of the Conventional Wisdom

THE FIRST requirement for an understanding of contemporary economic and social life is a clear view of the relation between events and the ideas which interpret them. For each of these has a life of its own and, much as it may seem a contradiction in terms, each is capable for a considerable period of pursuing an independent course. 

The reason is not difficult to discover. Economic like other social life does not conform to a simple and coherent pattern. On the contrary, it often seems incoherent, inchoate and intellectually frustrating. But one must have an explanation or interpretation of economic behavior. Neither man's curiosity nor his inherent ego allows him to remain contentedly oblivious to anything that is so close to his life.

Because economic and social phenomena are so forbidding, or at least so seem, and because they yield few hard tests of what exists and what does not, they afford to the individual a luxury not given by physical phenomena. Within a considerable range, he is permitted to believe what he pleases. He may hold whatever view of this world he finds most agreeable or otherwise to his taste.

As a consequence, in the interpretation of all social life, there is a persistent and never-ending competition between what is right and what is merely acceptable. In this competition, while a strategic advantage lies with what exists, all tactical advantage is with the acceptable. Audiences of all kinds most applaud what they like best. And in social comment, the test of audience approval, far more than the test of truth, comes to influence comment. The speaker or writer who addresses his audience with the proclaimed intent of telling the hard, shocking facts invariably goes on to expound what the audience most wants to hear. 

Just as truth ultimately serves to create a consensus, so in the short run does acceptability. Ideas come to be organized around what the community as a whole or particular audiences find acceptable. And as the laboratory worker devotes himself to discovering scientific verities, so the ghost writer and the public relations man concern themselves with identifying the acceptable. If their clients are rewarded with applause, these artisans are deemed qualified in their craft. If not, they have failed. By sampling audience reaction in advance, or by pretesting speeches, articles and other communications, the risk of failure can now be greatly minimized.

Numerous factors contribute to the acceptability of ideas. To a very large extent, of course, we associate truth with convenience—with what most closely accords with self-interest and personal well-being or promises best to avoid awkward effort or unwelcome dislocation of life. We also find highly acceptable what contributes most to self-esteem. Speakers before the United States Chamber of Commerce rarely denigrate the businessman as an economic force. Those who appear before the AFL-CIO are prone to identify social progress with a strong trade union movement. But perhaps most important of all, people approve most of what they best understand. As just noted, economic and social behavior are complex, and to comprehend their character is mentally tiring. Therefore we adhere, as though to a raft, to those ideas which represent our understanding. This is a prime manifestation of vested interest. For a vested interest in understanding is more preciously guarded than any other treasure. It is why men react, not infrequently with something akin to religious passion, to the defense of what they have so laboriously learned. Familiarity may breed contempt in some areas of human behavior, but in the field of social ideas it is the touchstone of acceptability.

Because familiarity is such an important test of acceptability, the acceptable ideas have great stability. They are highly predictable. It will be convenient to have a name for the ideas which are esteemed at any time for their acceptability, and it should be a term that emphasizes this predictability. I shall refer to these ideas henceforth as the Conventional Wisdom. 


II

The conventional wisdom is not the property of any political group. On a great many modern social issues, as we shall see in the course of this essay, the consensus is exceedingly broad. Nothing much divides those who are liberals by common political designation from those who are conservatives. The test of what is acceptable is much the same for both. On some questions, however, ideas must be accommodated to the political preferences of the particular audience. The tendency to make this adjustment, either deliberately or more often unconsciously, is not greatly different for different political groups. The conservative is led by disposition, not unmixed with pecuniary self-interest, to adhere to the familiar and the established. These underlie his test of acceptability. But the liberal brings moral fervor and passion, even a sense of righteousness, to the ideas with which he is most familiar. While the ideas he cherishes are different from those of the conservative, he will be no less emphatic in making familiarity a test of acceptability. Deviation in the form of originality is condemned as faithlessness or backsliding. A "good" liberal or a "tried and true" liberal or a "true blue" liberal is one who is adequately predictable. This means that he forswears any serious striving toward originality. In both the United States and Britain, in recent times, liberals and their British counterparts of the left have proclaimed themselves in search of new ideas. To proclaim the need for new ideas has served, in some measure, as a substitute for them. The politician who unwisely takes this proclaimed need seriously and urges something new will often find himself in serious trouble.

We may, as necessary, speak of the conventional wisdom of conservatives or the conventional wisdom of liberals.


The conventional wisdom is also articulated on all levels of sophistication. At the highest levels of social science scholarship, some novelty of formulation or statement is not resisted. On the contrary, considerable store is set by the device of putting an old truth in a new form, and minor heresies are much cherished. And the very vigor of minor debate makes it possible to exclude as irrelevant, and without seeming to be unscientific or parochial, any challenge to the framework itself. Moreover, with time and aided by the debate, the accepted ideas become increasingly elaborate. They have a large literature, even a mystique. The defenders are able to say that the challengers of the conventional wisdom have not mastered their intricacies. Indeed, these ideas can be appreciated only by a stable, orthodox and patient man—in brief, by someone who closely resembles the man of conventional wisdom. The conventional wisdom having been made more or less identical with sound scholarship, its position is virtually impregnable. The skeptic is disqualified by his very tendency to go brashly from the old to the new. Were he a sound scholar, he would remain with the conventional wisdom. 

At the same time, in the higher levels of the conventional wisdom, originality remains highly acceptable in the abstract. Here again the conventional wisdom makes vigorous advocacy of originality a substitute for originality itself.



III

As noted, the hallmark of the conventional wisdom is acceptability. It has the approval of those to whom it is addressed. There are many reasons why people like to hear articulated that which they approve. It serves the ego: the individual has the satisfaction of knowing that other and more famous people share his conclusions. To hear what he believes is also a source of reassurance. The individual knows that he is supported in his thoughts—that he has not been left behind and alone. Further, to hear what one approves serves the evangelizing instinct. It means that others are also hearing and are thereby in process of being persuaded.


In some measure, the articulation of the conventional wisdom is a religious rite. It is an act of affirmation like reading aloud from the Scriptures or going to church. The business executive listening to a luncheon address on the immutable virtues of free enterprise is already persuaded, and so are his fellow listeners, and all are secure in their convictions. Indeed, although a display of rapt attention is required, the executive may not feel it necessary to listen. But he does placate the gods by participating in the ritual. Having been present, maintained attention, and having applauded, he can depart feeling that the economic system is a little more secure. Scholars gather in scholarly assemblages to hear in elegant statement what all have heard before. Again, it is not a negligible rite, for its purpose is not to convey knowledge but to beatify learning and the learned. 

With so extensive a demand, it follows that a very large part of our social comment—and nearly all that is well regarded—is devoted at any time to articulating the conventional wisdom. To some extent, this has been professionalized. Individuals, most notably the great television and radio commentators, make a profession of knowing and saying with elegance and unction what their audience will find most acceptable. But, in general, the articulation of the conventional wisdom is a prerogative of academic, public or business position. Thus any individual, on being elected president of a college or university, automatically wins the right to enunciate the conventional wisdom. It is one of the rewards of high academic rank, although such rank itself is a reward for expounding the conventional wisdom at a properly sophisticated level.

The high public official is expected, and indeed is to some extent required, to expound the conventional wisdom. His, in many respects, is the purest case. Before assuming office, he ordinarily commands little attention. But on taking up his position, he is immediately assumed to be gifted with deep insights. He does not, except in the rarest instances, write his own speeches or articles; and these are planned, drafted and scrupulously examined to ensure their acceptability. The application of any other test, e.g., their effectiveness as a simple description of the economic or political reality, would be regarded as eccentric in the extreme.


Finally, the expounding of the conventional wisdom is the prerogative of business success. The head of almost any large corporation—General Motors, General Electric, IBM—is entitled to do so. And he is privileged to speak not only on business policy and economics but also on the role of government in the society, the foundations of foreign policy, and the nature of a liberal education. In recent years, it has been urged that to expound the conventional wisdom is not only the privilege but also the obligation of the businessman. "I am convinced that businessmen must write as well as speak, in order that we may bring to people everywhere the exciting and confident message of our faith in the free enterprise way of life ... What a change would come in this struggle for men's minds if suddenly there could pour out from the world of American business a torrent of intelligent, forward-looking thinking."1 




IV

The enemy of the conventional wisdom is not ideas but the march of events. As I have noted, the conventional wisdom accommodates itself not to the world that it is meant to interpret, but to the audience's view of the world. Since the latter remains with the comfortable and the familiar, while the world moves on, the conventional wisdom is always in danger of obsolescence. This is not immediately fatal. The fatal blow to the conventional wisdom comes when the conventional ideas fail signally to deal with some contingency to which obsolescence has made them palpably inapplicable. This, sooner or later, must be the fate of ideas which have lost their relation to the world. At this stage, the irrelevance will often be dramatized by some individual. To him will accrue the credit for overthrowing the conventional wisdom and for installing the new ideas. In fact, he will have only crystallized in words what the events have made clear, although this function is not a minor one. Meanwhile, like the Old Guard, the conventional wisdom dies but does not surrender. Society with intransigent cruelty may transfer its exponents from the category of wise man to that of old fogy or even stuffed shirt. 

This sequence can be illustrated from scores of examples, ancient and modern. For decades prior to 1776, men had been catching the vision of the liberal state. Traders and merchants in England and in the adjacent Low Countries, and in the American colonies, had already learned that they were served best by a minimum of government restriction rather than, as in the conventional wisdom, by a maximum of government guidance and protection. It had become plain, in turn, that liberal trade and commerce, not the accumulation of bullion, as the conventional wisdom held, was the modern source of national power. Men of irresponsible originality had made the point. Voltaire had observed that "It is only because the English have become merchants and traders that London has surpassed Paris in extent and in the number of its citizens; that the English can place 200 warships on the sea and subsidize allies."2 These views were finally crystallized by Adam Smith in the year of American independence. The Wealth of Nations, however, continued to be viewed with discontent and alarm by the men of the older wisdom. In the funeral elegy for Alexander Hamilton in 1804, James Kent complimented his deceased friend on having resisted the "fuzzy philosophy" of Smith. For another generation or more, or in all western countries, there would be solemn warnings that the notion of a liberal society was a reckless idea.


Through the nineteenth century, liberalism in its classical meaning having become the conventional wisdom, there were solemn warnings of the irreparable damage that would be done by Factory Acts, trade unions, social insurance and other social legislation. Liberalism was a fabric which could not be raveled without being rent. Yet the desire for protection and security and some measure of equality in bargaining power would not down. In the end, it became a fact with which the conventional wisdom could not deal. The Webbs, Lloyd George, La Follette, Roosevelt, Beveridge and others crystallized the acceptance of the new fact. The result is what we call the welfare state. The conventional wisdom now holds that these measures softened and civilized capitalism and made it tenable. There have never ceased to be warnings that the break with classical liberalism was fatal. 

Another interesting instance of the impact of circumstance on the conventional wisdom was that of the balanced budget in times of depression. Almost from the beginning of organized government, the balanced budget or its equivalent has been the sine qua non of sound and sensible management of the public purse. The spendthrift tendencies of princes and republics alike were curbed by the rule that they must unfailingly take in as much money as they paid out. The consequences of violating this rule had always been unhappy in the long run and not infrequently in the short. Anciently it was the practice of princes to cover the deficit by clipping or debasing the coins and spending the metal so saved. The result invariably was to raise prices and lower national self-esteem. In modern times, the issue of paper money or government borrowing from the banks had led to the same results. In consequence, the conventional wisdom had emphasized strongly the importance of an annually balanced budget.

But meanwhile the underlying reality had gradually changed. The rule requiring a balanced budget was designed for governments that were inherently or recurrently irresponsible on fiscal matters. Until the last century, there had been no other. Then in the United States, England and the British Commonwealth, and Europe, governments began to calculate the fiscal consequences of their actions. Safety no longer depended on confining them within arbitrary rules.

At about the same time, there appeared the phenomenon of the truly devastating depression. In such a depression, men, plant and materials were unemployed en masse; the extra demand from the extra spending induced by the deficit—the counterpart of the extra metal made available from the clipped coinage—did not raise prices uniquely. Rather, it mostly returned idle men and plant to work. The effect, as it were, was horizontally on production rather than vertically on prices. And such price increases as did occur were far from being an unmitigated misfortune; on the contrary, they retrieved a previous, painful decline. 

The conventional wisdom continued to emphasize the balanced budget. Audiences continued to respond to the warnings of the disaster which would befall were this rule not respected. The shattering circumstance was the great depression. This led in the United States to a severe reduction in the revenues of the federal government; it also brought pressure for a variety of relief and welfare expenditures. A balanced budget meant increasing tax rates and reducing public expenditure. Viewed in retrospect, it would be hard to imagine a better design for reducing both the private and the public demand for goods, aggravating deflation, increasing unemployment, and adding to the general suffering. In the conventional wisdom, nonetheless, the balanced budget remained of paramount importance. President Hoover in the early thirties called it an "absolute necessity," "the most essential factor to economic recovery," "the imperative and immediate step," "indispensable," "the first necessity of the Nation," and "the foundation of all public and private financial stability."3 Economists and professional observers of public affairs agreed almost without exception. Almost everyone called upon for advice in the early years of the depression was impelled by the conventional wisdom to offer proposals designed to make things worse. The consensus embraced both liberals and conservatives. Franklin D. Roosevelt was elected in 1932 with a strong commitment to reduced expenditures and a balanced budget. In his speech accepting the Democratic nomination he said, "Revenue must cover expenditures by one means or another. Any government, like any family, can for a year spend a little more than it earns. But you and I know that a continuation of that habit means the poorhouse." One of the early acts of his administration was an economy drive which included a horizontal slash in public pay. Mr. Lewis W. Douglas, through a distinguished life a notable exemplar of the conventional wisdom, made the quest for a balanced budget into a personal crusade and ultimately broke with the administration on the issue. 


In fact, circumstances had already triumphed over the conventional wisdom. By the second year of the Hoover administration, the budget was irretrievably out of balance. In the fiscal year ending in 1932, receipts were much less than half of spending. The budget was never balanced during the depression. But not until 1936 did both the necessities and advantages of this course begin to triumph in the field of ideas. In that year, John Maynard Keynes launched his formal assault in The General Theory of Employment Interest and Money. Thereafter, the conventional insistence on the balanced budget under all circumstances and at all levels of economic activity was in retreat. Keynes, as we shall see presently, was on his way to being the new fountainhead of conventional wisdom. By the late sixties a Republican President would proclaim himself a Keynesian. It would be an article of conventional faith that the Keynesian remedies, when put in reverse, would be a cure for inflation, a faith that circumstances would soon be undermining.



V

In the following pages, there will be frequent occasion to advert to the conventional wisdom—to the structure of ideas that is based on acceptability—and to those who articulate it. These references must not be thought to have a wholly invidious connotation. (The warning is necessary because, as noted, we set great ostensible store by intellectual innovation, though in fact we resist it. Hence, though we value the rigorous adherence to conventional ideas, we never acclaim it.) Few men are unuseful and the man of conventional wisdom is not. Every society must be protected from a too facile flow of thought. In the field of social comment, a great stream of intellectual novelties, if all were taken seriously, would be disastrous. Men would be swayed to this action or that; economic and political life would be erratic and rudderless. In the Communist countries, stability of ideas and social purpose is achieved by formal adherence to an officially proclaimed doctrine. Deviation is stigmatized as "incorrect." In our society, a similar stability is enforced far more informally by the conventional wisdom. Ideas need to be tested by their ability, in combination with events, to overcome inertia and resistance. This inertia and resistance the conventional wisdom provides. 

Nor is it to be supposed that the man of conventional wisdom is an object of pity. Apart from his socially useful role, he has come to good terms with life. He can think of himself with justice as socially elect, for society in fact accords him the applause which his ideas are so arranged as to evoke. Secure in this applause, he is well armed against the annoyance of dissent. His bargain is to exchange a strong and even lofty position in the present for a weak one in the future. In the present, he is questioned with respect, if not at great length, by Congressional committees; he walks near the head of the academic processions; he appears on symposia; he is a respected figure at the Council on Foreign Relations; he is hailed at testimonial banquets. He risks being devastated by hostile events. But by then he may be dead. Only posterity is unkind to the man of conventional wisdom, and all posterity does is bury him in a blanket of neglect. However, somewhat more serious issues are at stake.



VI

No society seems ever to have succumbed to boredom. Man has developed an obvious capacity for surviving the pompous reiteration of the commonplace. The conventional wisdom protects the community in social thought and action; in the immediately following chapters, we shall see how great this continuity is. But there are also grave drawbacks and even dangers in a system of thought which by its very nature and design avoids accommodation to circumstances until change is dramatically forced upon it. In large areas of economic affairs, the march of events—above all, the increase in our wealth and popular well-being—has again left the conventional wisdom sadly obsolete. It may have become inimical to our happiness. It has come to have a bearing on the larger questions of civilized survival. So while it would be much more pleasant (and also vastly more profitable) to articulate the conventional wisdom, this book involves the normally unfruitful effort of an attack upon it. I am not wholly barren of hope, for circumstances have been dealing the conventional wisdom a new series of heavy blows. It is only after such damage has been done, as we have seen, that ideas have their opportunity. 

Keynes, in his most famous observation, noted that we are ruled by ideas and by very little else. In the immediate sense, this is true. And he was right in attributing importance to ideas as opposed to the simple influence of pecuniary vested interest. But the rule of ideas is only powerful in a world that does not change. Ideas are inherently conservative. They yield not to the attack of other ideas but, as I may note once more, to the massive onslaught of circumstance with which they cannot contend.




3. Economics and the Tradition of Despair

ECONOMICS, not entirely by accident, became a subject of serious study at an important turning point in the history of western man. This was when the wealth of national communities began, for the first time, to show a steady and persistent improvement. This change, which in advanced countries like England and Holland came some time in the eighteenth century, must be counted one of the momentous events in the history of the world. "From the earliest times of which we have record—back, say, to two thousand years before Christ—down to the beginning of the eighteenth century, there was no very great change in the standard of living of the average man living in the civilized centers of the earth. Ups and downs certainly. Visitations of plague, famine and war. Golden intervals. But no progressive violent change."1 


Some of the intervals had been extended. For something over a century in late medieval England—from perhaps 1380 to 1510—workers or at any rate skilled artisans seem to have enjoyed a period of considerable prosperity. But as always before, the good times came to an end; by the close of the sixteenth century, the purchasing power of an artisan's wage had fallen by more than half. It remained low through the disorders of the Civil War, and progress was uncertain for a long time thereafter. Then early in the last century, these wages began the rise which, with slight interruption, has since continued. 2

There were reasons for the age-old stagnation as there were also reasons for the change. The productivity of an economy based on agriculture and household industry had inherent limits. And before the appearance of the national state, any surplus that might be accumulated was subject to the spoliation of armed marauders and might, in fact, be what would attract their attention.


In the latter part of the eighteenth century, the factory began to replace the household at an accelerating rate as the center of productive activity. Output per man-hour was no longer limited by the simple technology and the small capital of the household and by the need to rely mostly on human or animal power. The new national states had begun to make effective the guarantee of internal order. Armies would still cross national frontiers and with considerable capacity for doing damage where they fought and trod. But the economic consequences of national armies in the age of nationalism have been almost infinitely small as compared with the damage wrought by feudal, marauding or crusading armies in the centuries before. Within a few years following the two World Wars, the standard of living of Western European countries, even those that were defeated and devastated, was higher than ever before. The economic life of the Middle East never recovered from the imaginative destruction, pillage and massacre of Genghis Khan. In contrast with recent experience, Germany required a hundred years to recoup the destruction and disorganization of the Thirty Years' War. However, a future national war using nuclear weapons would assuredly bring destruction abreast of the ancient art.

But it would have been surprising if, as the conditions of life gradually improved in the eighteenth and nineteenth centuries, man had quickly forsaken the lessons of all the preceding ages and supposed this improvement to be permanent. This was all the more improbable, for, in the early years of the Industrial Revolution, the rewards of increased efficiency were distributed very unequally. It was the wealth of the new entrepreneurs, not that of their workmen, which was everywhere celebrated. Those who owned the new factories, or the raw materials or railroads or banks that served them, lived in the mansions by which the nineteenth century is still remembered. Their workers lived in dark and noisome hovels, crowded on dirty and unpaved streets along which missionaries and social reformers ventured with some sense of their own courage. And in the factories themselves, the old and the very young worked from early to late and for a pittance. In England, in the first half of the nineteenth century, both total production and output per person were rising rapidly. The number of people of means was increasing. So, too, as the mid-century approached, were real wages. But the improvement in the position of the masses was far less evident than the increase in industrial and mercantile wealth. If the poor were becoming less poor, this change was slight as compared with the growing contrast between the rich and the poor. 

Economic ideas began to take their modern form in the late eighteenth and early nineteenth centuries. It was against this background of centuries-old stagnation relieved now by increasing wealth, but wealth not of the many but the few, that they were first worked out and offered. Economists would indeed have been indifferent to both history and environment had they not taken the privation and economic desolation of the masses for granted. In economics, misfortune and failure were normal. Success, at least for more than the favored few, was what had to be explained. Enduring success was at odds with all history and could not be expected. This was the legacy of circumstances to ideas. As we shall see, it has enjoyed a remarkable vitality.



II

In the history of economic thought, Adam Smith (1723–1790), the first great figure in the central economic tradition,3 is counted a hopeful figure. In an important sense, he was. His vision was of an advancing national community, not a stagnant or declining one. His title, An Inquiry into the Nature and Causes of the Wealth of Nations, had an obvious overtone of opulence and well-being. He offered an all but certain formula for economic progress. This was the liberal economic society in which regulation was by competition and the market and not by the state, and in which each man, thrown on his own resources, labored effectively for the enrichment of the society. 


But it was of aggregate wealth that Smith spoke. He had little hope that the distribution between merchants, manufacturers and landlords on the one hand, and the working masses on the other, would be such as much to benefit the latter. Smith regarded this distribution as depending in the first instance on relative bargaining strength. And he did not believe it difficult "to foresee which of the two parties must upon all ordinary occasions have the advantage in the dispute." In an admirably succinct comment on the balance of eighteenth-century economic power, he added: "We have no acts of Parliament against combining to lower the price of work; but many against combining to raise it."4 So in the normal course of events, the income of the working masses would be pressed down and down. There was a floor below which they would not fall. "A man must always live by his work, and his wages must at least be sufficient to maintain him. They must even upon most occasions be somewhat more; otherwise it would be impossible for him to bring up a family, and the race of such workmen could not last beyond the first generation." 5



But this obviously was not much. On the contrary, although Adam Smith is rarely identified with the idea, this was one of the beginnings of perhaps the most influential and certainly the most despairing dictum in the history of social comment, the notion that the income of the masses of the people—all who in one way or another worked for a living, whether in industry or agriculture—could not for very long rise very far above the minimum level necessary for the survival of the race. It is the immortal iron law which, as stiffened by Ricardo and refashioned by Marx, became the chief weapon in the eventual ideological assault on capitalism.

Smith was not categorical about the iron law—he was categorical about almost nothing, and ever since, economists have always been at their best when they adhered to his example. Thus, he conceded that a scarcity of workers might keep wages above the subsistence level for an indefinite time. Under conditions of rapid economic growth, wages would also rise. Growth was much more important than wealth perse in its effect on wages. "It is not the actual greatness of national wealth, but its continual increase, which occasions a rise in the wages of labor.... England is certainly, in the present times, a much richer country than any part of North America. The wages of labor, however, are much higher in North America than in any part of England."6




III

Smith's two great successors in the central tradition were David Ricardo (1772–1823) and Thomas Robert Malthus (1766–1834). With Adam Smith, they were the founding trinity of economics, at least as the subject is known in the English-speaking countries. As the man who first gave economics its modern structure—who looked at the factors determining prices, rents, wages and profits with a sense of system that has served economists ever since—Ricardo has a special claim to have bent the twig. Marxians and non-Marxians are, or were, equally in his debt. 

With Ricardo and Malthus, the notion of massive privation and great inequality became a basic premise. These conclusions were never wholly unqualified. But the qualifications were only qualifications. It was to Ricardo and Malthus that Carlyle alluded when he spoke in 1850 of the "Respectable Professors of the Dismal Science" and gave to economics a name that it has never quite escaped because it was never quite undeserved.

Of Malthus, it is necessary to say only a word. Through the nineteenth century and to our own day, he has been intimately and all but exclusively identified with his Essay on Population. Though he had other and important things to say on economics which have been the subject of a latter-day rediscovery, it is for his views on population that he will always be known.

The number of people who can live in the world is obviously limited by the number that can be fed. Any increase in the supply of food would bring, in Malthus's view, an increase in the number of people to consume it. Nothing but stark need limits the numbers who are propagated and who endure. As a result, men will forever live on the verge of starvation. In the later editions of the Essay, Malthus hedged somewhat; the increase in response to a surplus over subsistence might be tempered by "moral restraint" and also, somewhat more ambiguously, by "vice." In other words, people might indefinitely protect their standard of living at a level above subsistence, and this would become all the more likely once both restraint and vice were abetted by effective contraceptive techniques. But as also with Ricardo, Malthus's qualifications were lost in the sweep of his central proposition. This was the inevitability of mass poverty. There was also the considerable fact that for a large part of the world, the central proposition was valid and the qualifications were unimportant. So it was and so it remains in much of Asia. Malthus, it may be noted, was professor of political economy in Haileybury College, an institution maintained by the East India Company to train for service in India. 

Since most men had always been poor, it is hardly surprising that Malthus was, on the whole, unperturbed by his conclusions and that he did not feel called upon to propose any remedy. (He confined himself to urging the postponement of marriage and to recommending that there be incorporated into the marriage service a warning that the husband and not the state would be responsible for the children of the union so that if these were excessive, the parents could expect to be punished by want.) "The note of gloom and pessimism which distinguished so much of the economic doctrine of the nineteenth century is in no small measure the legacy of Malthus."7




IV

Both Adam Smith and Malthus had an instinct for national aggregates—for the forces which acted to enrich the nation. While Malthus was concerned with showing how increased national wealth might be used up in the explosive impulse to procreate, neither was centrally concerned with how different individuals and classes might share in what the economy produced. This to David Ricardo was of primary interest. What were the laws which governed the distribution of product or income among the landlords, entrepreneurs and workers who had claim to it? "Political Economy you think is an enquiry into the nature and causes of wealth—I think it should rather be called an enquiry into the laws which determine the division of the product of industry amongst the classes who concur in its formation."8 These laws, as Ricardo formulated them, worked with ferocious inequality.



Like Malthus, Ricardo regarded population as a dependent variable—it "regulates itself by the funds which are to employ it, and therefore always increases or diminishes with the increase or diminution of capital."9 Advancing wealth and productivity thus bring more people; but they do not bring more land from which to feed these people. As a result, those who own land are able to command an ever greater return, given its quality, for what is an increasingly scarce resource. Meanwhile, in Ricardo's view, profits and wages were in flat conflict for the rest of the product. An increase in profits, other things being equal, meant a reduction in wages; an increase in wages must always come out of profits. "Every rise of profits," on the other hand, "is favourable to the accumulation of capital, and to the further increase of population, and therefore would, in all probability, ultimately lead to an increase of rent."10 The effect of these compact relationships will be clear. If the country is to have increasing capital and product, profits must be good. But then as product expands, the population will increase. The food requirements of the population will press on the available land supply and force up rents to the advantage of the landowner. In other words, capitalists must prosper if there is to be progress and landlords cannot help reaping its fruits. The victims of this inescapable misfortune are the people at large. Ricardo summarized that prospect in, perhaps, the most quoted passage in economic literature: "Labour, like all other things which are purchased and sold, and which may be increased or diminished in quantity, has its natural and its market price. The natural price of labour is that price which is necessary to enable the labourers, one with another, to subsist and perpetuate their race, without either increase or diminution."11 




This was the iron law of wages. As with Smith (and Malthus on population), Ricardo followed the proposition with qualifications. In an "improving" society, the market wage might be above the natural wage for an indefinite period, and were Ricardo still alive, he could show with little difficulty that the conditions necessary for the rule of the iron law have been in abeyance ever since the nineteenth day of April, 1817, when  On the Principles of Political Economy and Taxation was published. But although the truth rarely overtakes falsehood, it has winged feet as compared with a qualification in pursuit of a bold proposition. The iron law, in its uncompromised clarity, became part of the intellectual capital of the world.

Moreover, as with Malthus, nothing could be done about it. Ricardo brought his analysis to a close with the unbending observation that "These then are the laws by which wages are regulated, and by which the happiness [a word to be duly noted] of far the greatest part of every community is governed. Like all other contracts, wages should be left to the fair and free competition of the market, and should never be controlled by the interference of the legislature."12 Nor may anyone be blamed. On a number of occasions, Ricardo complained that Malthus was unfairly accusing him of being hostile to landlords—"one would suppose from his language that I considered them enemies of the state."13 The landlords were merely the passive and natural beneficiaries of their great good fortune. This was the nature of things. Such was the Ricardian legacy.



There were many contradictions and ambiguities in Adam Smith. There were also flaws in the Ricardian logic as it applied to the Ricardian world. His treatment of capital and profits left much to be desired. And he preoccupied himself with land at almost the point in history when, because of the opening of a new world, it had begun to lose its ancient preoccupying importance. Yet it is hard to think that economists ever came much closer to interpreting the world in which they lived than did Smith, Ricardo and Malthus. None was committed to preconceived doctrine. They had broken decisively with the conventional wisdom of the traditionalist and mercantilist society. They had no public opinion to appease. The result was a formidable interpretation of, and prescription for, the world as they found it.

In a world that had for so long been so poor, nothing was so important as to win an increase in wealth. The prescription—to free men from the restraints and protection of feudal and mercantilist society and put them on their own—was sound, for it was already proving itself. This was not a compassionate world. Many suffered and many were destroyed under the harsh and unpredictable rule of competition and the market. But many had always perished for one reason or another. Now some were flourishing. This was what counted. One looked not at the peril and misfortune, for there had always been peril and misfortune, but at the opportunity. In any case, nothing could be done about the inequality, for it was not rooted in mutable social institutions but in biology. This was fortunate, for the state was excluded from intervention by its prior commitment to freedom of enterprise. 

Remarkably little that concerned contemporary economic society was left unbuttoned. It is hardly surprising that a system seemingly so complete and practical and so subject to test against the realities of the world made an indelible dent on men's minds.



V

For thirty years following the death of Ricardo, the development of economics continued firmly in the tradition he had established. Lesser men, together with the conscientious and immeasurably learned John Stuart Mill, refined, developed and organized the ideas. Their thoughts remained centered on the liberal economic society—that in which economic life was regulated by the market and not by the state. On the continent, men did talk about socialism but in England and in the Anglo-Saxon tradition, they took the market very nearly for granted.

Then, at mid-century, the economic ideas in descent from Ricardo came to the great divide. The central tradition continued in its course. It continued to provide the skeletal framework for economic ideas down to our own day. In so doing, it gave them system and continuity and went far to make economic life comprehensible. But now, branching off to the left but with a common debt to Ricardo, was the revolutionary tradition of Karl Marx. Henceforth, in shaping attitudes toward economic life, it was both a massive competitor of, and a powerful influence on, the central tradition. 

The purpose of these chapters is not to trace the evolution of the individual ideas. That is the task of other volumes and even more of other authors. Rather, it is to see what economics assumed in its origins about the ordinary individual and his fate. As between the early Ricardian world and that of Marx, there was in this respect no difference. For both, the prospect, given the uninterrupted working out of the underlying forces, combined peril with hopelessness. The difference was that Ricardo and his immediate followers expected the system to survive and Marx did not. But, for Ricardo, the system survived not because it served the ordinary man. Obviously it did not. It survived only because there was no evident alternative and certainly none that was better. Any effort to modify it made it less efficient.

In time, the case for the continuation of the liberal economic society changed. Its superior efficiency was still argued. But, by almost imperceptible degrees, it came to be argued, or at least implied, that it was also tolerable. It provided a reasonable prospect for the ordinary man and something better for the individual of exceptional capacities. This was widely taken as ushering in an age of optimism on man's material prospects. On closer examination, to which we now turn, we shall see how much of the natal pessimism survived.
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