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Can Capitalism Survive? 

the eq~..dlil.__ .all in perfect competition, and still harder to preserv~. 
but the "beneficial" competition of the classie type teems likely to be 
replaced by "predatory" or "cutthroat" competidonor simply . by 
struggles for control in the fuiancial sphere. These ~gs are s~ many 
so~ces of social waste, and mere are many others IUch as the costs of 
adver#sing ~aigns, the suppression of new methods o£ prOd~ction 
(buying up of patents inorder not to. use them) and so on. And most 
importan t of .all: under the conditions ' envisaged. . equilibrium, ~en 
if eventually attained by an extremely CO!t1y method, no longer guar· 
~tee5 either full employment or maximum output in the sense of 
the theory of perfect competition. I t may exist without full employ­
ment; it is bound to exist, SO it seerru, at a level of ou tput below that 
maximum. mark, .,because profit..conserving strategy, impossible in 
conditions of perfect .competition, now not only becomes possible but 
imposes itself. . . 

~ell. ~oes ~ot this bea,r out what the man in. the stree~ (unless ~ 
bUSlnessman huuself) always thought on the subject of pnvate buSi­
ness? H as ~ot modem analysis completely refuted, the classical doc­
trine and justified the popular view? Is it not quite true after all, that 
there is little parallelism between producing for profit and producing 
for . the consumer and that private enterprise is little more than a 
device to curtail production in order to extort profits which th~n are 
correctly d~5aibed as tolls and .ransOIru? 

, , 

CH APTER. VII 

THE PROCESS OF CREATIVE DESTRUCTION 

T l[Z theories of monopolistic and oligopolistic colllpetition~d 
their'popularvariantSmaY in two ways' be made to ~rve Ule Vl~ 

that capitalist reality is unfavorable to ' maximum performante 10 

.p~(h1ction. One may hold that it always has been so and wt. aU 
alon~: . output has . been . expariding in spit~of the secular sabotage 
pe1p~tnted by the inana~t bo~bisie. Advocates ' of tllis. proposi­
tion would have to produce evidence. t() the effect that th~ ob.t~ed · 
rate of inaea!e can be accou~led frirby a lequen~ of £.avpI'2,b~ eir· 
ClUIlJtance5 unconnected with the mechanism of private enterprise 
and strong enough ' to overcome the latta 's resistance. This is p.reOSe.1y 
th~ question which we shall di5CUs,s in Chapter IX. H,owev.er. those 
who espouse thiS variant at least avoid the trouble about his.tQrica1 
fact that the advocates of the alternative proposition have to face. 
Th.iJ avers that capitalist reality onCe _tended t o favor maximum pro­
ductive performance. or at all events productive perform.:ulc.e . so con· 
sid~r.lble as to constitute a major element in any serious appraisal of 
the system; but that the later spread' of lllonopoli,$.t 5trUct;ures, killing 
competi~on. has by now ,reversed that tendency. . . 

Fine, this involves the a eatiQn of an entirely imaginary goJden age 
of perfect competition that ' at someiline somehow ~etam.o.rphosed 
il!e}f into the monopolistic age, whereas his q!li.ce clear. tllat pettect 
competition has at no time ,been ~ore of a r~ty than it is alpteaent. 
Sec;On,dly, it is necessary to point out ~t the rate of in~e' in ou~pu.t 
did not decrease from the nine.ties from Which. I suppo~e" tbe preva· 
lence of the largest-size concerns,. at least in manufacturing lndus.try. 
would have to be dated,; that there is nothing in the behavior of .the 
time aeries of total output to suggest a "break. in trend" ; ;md, mou 
iinPOI~t .of all, that the modern staI1~ 0.£ lif~ of the masses 
evolvl!d during the period of. relativ~y unfe.ttere4 ' ~big business:' If 
we Ib.t the . items that enter the mod~work,man'. budget and · from 
1899. ,on observe the cOl,USe of their prices not in terms of moneY b.ut 
in terms of the houn .of labor that will buy them-i.e., each year's 
money prices d1vid~d by each year'. h6urly wage rates-we ~not fail 
to .be atruc;k. by: the rat~, of the advance which. considering the spec· 
tAallU improvement in qualities. s~ ' to have 'been greater' and not 
smaller than it ever was W ore. U .we ci:onomisuwere gi'len lesS to 
wishful thinking and. more to ~ observation 6£ facts. d.Jubu would 
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82 . , Can Capitallim Survive?'-­ ' 

immediately arise as to the realistic virtues of a theory that would 
have led us to expect a very different reSult. Nor is thls all AJ lOOn 

, as we go into detalli and inquire into the' htdlvidual items in which 
. progresa wu mOlt cOnspicuous, the trail leads not to the doon of 

those firms that work. under conditions of 'comparatively free com· 
· petition but precisely to the doors of the large concerm-which, as 
in the case of agricultural machinery, also account for much of the 
progress in the competitive ,ector-and a ahodlng suspi.c;:ion d3.~ns 

·upon us that big business may have had more to do wIth creatIng 
that standard of life than with keeping it down. 

. The conclusions alluded to at the end of the preceding chapter are 
' . in fact. almost completely false. Yet they follow from observations and 

.theorems' that are almost completelyl true. Both economists and 

· popular writers have once more run away with some fragments o£ . 

reality they happened to grasp. These ~gments !:herruelves were 

mostly seen correctly. Their formal properties were mostly developed 

correctly. But no conclusions about capitalist reality as a whole follow 

from such fragmentary analyses. If we draw them nevertheless. we 

can be right only by accident. T hat has been done. ,A.nd the lucky 

accident did not happen. ' 

The essential point to grasp il that in dealing with capitalism we 
./ are dealing with an evolutionary process. It may seem strange that 

anyone can fail to lee so obvious a fact which moreover was long 
ago emph2.aized by Karl ~arx. Yet that frap enury analyaiswhich 
yields .the bulle. of our propositions about the functioning of modem 
capitalism persistently neglects . it. Let us restate the point and see 

·how it bean upon our problem. . ' 
'.' <:apit2lism, then. is by nature a form or me~04 of eConomic Change 

' . . and not only never is but never can be stationary .. And this evolu­
tionary clW'acter ,of .the capitalist process' is not merely due to the fact 

· that economic life goes on in a social and natural environment which 
. changes and by its change alters the data of economic 'action: this 

· fact is important 'and these changes (wars. revolutions and so on) 
often condi~on . indwtrial chang~, qut they are not its prime moven. 
Nor is this evolutionary character due to a quasi-automatic inaea.se 

· in population and capital ot: to the vagaries of monetary systems I of 

. 1 AA • matter of fact, thole ob.setvatioru and theorems art Dot completely a,at.Ja. 
· fact~. The UlUal 'expolitloDJ of the doctiine of lmperl~ competition ran in 
· parti011ar to.give due attention to the many and Important CI.JeI in wblch. even u 
'. matter of ,.taUe theory, imperfect C(\mpetltion approximate! the iaultl of perfect 

· ·c:ompedtion. 'rbc:te are other CI.JeI in which It does not do ' thb, but , olfm com­
'P.CJ'I&tloru wblch, whOe not enterinl any output IDd~ yet contribute to what 
.the output index II In the talt resOrt Intended to ,neuure-the cues In which a 
firm defends Its mukct by e tablishlng a n2JDe for quality and JetYlce for INtan~ 

· However, in omu to ilmpUfymatten.we wUl not uke {Slue with that doctrln,. 
on Itl own. ground. 

The Process of Creative Destruction 8S ~ , r 
,/which exactly the aame ~g ~lds true. .The fundamental 'mipUhe ' v ' '~ : I: 
that seu and keepa, the capl~ engine an modon comeafrom the ! . 
l\e1I consumers', goods, the new methoda of production ortraDlporta~ '~ ; , 
don. the new markets, the n.ew fOnQI of industrial organization that ~ .: 
capirallst enterprise creates. . i i 

AJ we have teen ' in the prec:eding chapter, the contentSo£ the .~ 
labol:'f!r" bud~t, say &om'1760 to 1940, did not .simply ~w on lin- j 
changing lines but they underwent a process, of qUalitauve change. .:J: 
Similarly, . the history of the productiVe: appara.f:.us of a typical farm, ~, 
from the beginnings of the rationalization of crop ro~tion, plowing ;l­
and fattening to the mechaniied. thing :of today-....Unking 1,lp with:-4: 
elevators and rai1roa~i, a history of ~volutiom. So i$ the, history 1:; 
of the productive apparatus of the iron and steel industry from t,he , ) 
~co3.l. fu.rnice to our own type of furnace, or the history of the )1' 
apparatus of power producti0D: from the overshot ~a.t.er wheel to ~e ~ : 
modl:rtl power plant, or the history of ,transponat)..QJl. from .. the matI- . )'; 
coach.. to the airplane. ~e .opening up of new ;markets., £or.eign ar j\
domt!Suc, and the orgaruzauonal development from the ,c:;raftsho,p ,~' 
and factory to such concerns asU. S. Stee1 .U1wtrate the Q.1;De ~eu / . 
of indus,trial mutatio~if I rzay use that biologia! t~ inces-~ )1> 
santly revolutionizes' , the economic Itru~ure from within, ince\SantlyJ :,'il 
destrloying the old one, incessantly ' cr~ting a new one.. This process., .. 
of Creative DestrUction is theesseIJ..tial . fact about eapitalism. It is 
what .capitalism 'consists in ~d' what .~ery capitalbt concern has ,gt)t 
to live in. This £act bean upon our 'problem in two ways. t 

First,' since we are dealing. with a proeeu whose every ~eme.nt tak.es 
considerable time in revealing its true featur~ and ultimate ,e.ffec::ts, 
there is no point in a.ppraising the performance of that process ex .vim 
of a I~ven 'point of time; we must judge its performance over time, as ~ 
it unioidi through decade:!. or centuries. :As)"tern-anysy.st.cn;l~ ec& 
noinic or otheJ'-tha.t at every giv~n ' point of time fully utilizes . ~ij.i ~I ' , 

Ipouibi:lities to the b~t advantage may yet In the long rUn be inferior 
to a Ilystcin that dOft so at no given point of ti.me, beqluse ~.l~Ue.rs . I

rl :"fai1w~ to do so may be a concUtion for the level or _peed ' oI'lon~nln ..~ 

!,II .• performance. . . ....,. 
Secon~ . since we are dealing with an organic proc~. analysis of · } : 

what happens in ,any particular part 0.£ it-say, in an individaW con. 
~ '[ 

cern or indwtr.y-~y indeed. clarify detiils · of mechanism but is J :, 

inconclusive beyond that. Every piece or bu&inesS strat~ acquires ' its )~ 
:t ~ .true significance only against the background of that ,proCQs ~d 
~., 

.'n,Ote rnoluuenu are Dot strictly iocc:aant: they occur In. diJcrete nubel which 
'Jt.} are let_rated from each other by .paN of comparative quiet. The proceu u a 

whol~ work, incesaantly hOloo'eVe:r. In th~ senaethat there alway. " either revolution 
.' 
'l '~ ~ 

or abt()rptlon of the results of revolution. both together fonJi.irig what are Imown ~;~ as bUllneia cycles. 

"1:
ll~ 
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84 \ .Can Capitalism Survive? 
within tht. __" uation a eated by it. It must be teen in itl role in the 
perennial gale of aeative destruction; it cannot be undcnt~ irre­
spective of it or, in fact, on the h ypothesis that there iJ a perenruallull, 
. But economists who, ex visu of a point of time, look for example 
at the behavior of an oligopolist industry-an ·indwtry which con· 

. sists of a few b ig firms-and observe the well·known moves and 
countermoves within it that seem to aim at nothing but high prices 
and re5trictioru of output are making precisely that. hypothesis. They 
accept the data of the momentary situation as if there were no past or . 
future to it and think that they have undentood what there is to 
understand if they interpret the behavior of those firms by mearu-o£ 
the principle of maximizing profits with reference to those data. The 
usual theorist's paper and the usual government commissioP'$ report 
practically never try to see that behavior. on the one hand. as a result 
of a piece of past hinory and, on the other hand, as an attempt to 
deal with a situation that is sure to change presently-as an attempt 
by those nnru to keep on their feet, on ground that is slipping away 
from under them. In other words. the problem that is usually . being 
visualized is how capitalism administers existing structu~, whereas 
the relevant problem is how it creates and destroys them, As long as 
this is not· recognized, the investigator does a meaningless job. As 
SOOI:J, as it: is recognized, his · outlook on capitalist practice and its 
social resultschange5 coruiderably.! 

The first thing to go is the traditional conception of the modus 
operandi of competition. Economists are at long last emerging from 
the stage in which price competition was all they saw. A5 soon as 

. quality competition and sales effort are admitted into the sacred · 
precincts of theory, the price variable i! ousted from its dominant 
position. H owever, it is still competition within a rigid pattern of 
invariant conditions, methods of production and Eorms oE industrial 
organization in par ticular, that practically monopolizes attention. 
But in capitalist reaHty as distinguisbed from its textbook . picture, it 
is not that kind of competition which counts but the competi tion 
£rom the new commodity, the new technology, the new source of 

. supply, the new type of organization (the largest·scale unit of control 
for instance)-<:ompetition which commands a decisive cost or quality 
advantage and which strikes not at the margins of the profits and the 
outputs of the exiuing firrru but at their foundations and their very 
lives. This kind of coinpeti tion .is as much more effective than the 
other as a bombardment is in comparuon wi~ fordng a door. and 

. J It ihould be undentood tlat It I.a only our app1'1lul 01 e;:onomlc performance 
s nd not our monl judgment that can be so wnged. Owing to III autonomy, moral 
spproval or dlupprov.al fa entirely independent of our ~pprabal of 1OCia1 (or any 
other) results. ·unleu we happen to adopt a moral I}'ucm tuch at utniurlanlt.m 

which makes moral appro~lllnddl~pprovnl tum on thetn . u di!~T.ltJont• . 

I it;The Process of Creative Destruction 85 ~ ­
H: 

&0 muthm()re important .th1t . it becomes a matter of coto.parativ~ 
~ i i . 

indUfe:rence wheth~ competition in the ordinary sense functions more 
F " ·" I' 

. or less promptly: the pow(rlul lever that in the long run expand$ 
~ It output and brings do.wn prices ~ in any case made of other sw,ff: _ ( ;(j 

It is hardly necessary to point out that competition ot the kind '\'f , 


now have in mind acts not only when in being but aha·when it is 

mady an ever·presen~ . threat. It dUdplinesbe£ore it attacks. The 

blUiI).essman [eels hiIruelf to be in a competitive sit.uation even if hi 

is alone in his field or if, though not .alone, h~ holds . a position sucl,,\ 

that investigating governinent experts fail to see any effective cem· 

petition between him and any other firms ip tbe r;ame or a neighbor­

ing field and in consequence conclude that his talk, under ex.aminal 

tion. about hi! competitive sorrows is all make·believe. In many ' ca$~, 

though not in all, this, will in ~e long run enforce behaYior very 

similar to ,the perfectly competitive pattern. .. 


Many theorists take the opposite view which is .best conveyed by 

an .example. Let us assume that there is a certain number Q£retallers 

in · a neighborhood who try to improve ·. their relative pos.ition by 

sei'vice and "atmosphere" but avoid priCe competition jUid sti~ as to 

inethodls to the local tradition-a picture of stagnating tautine. & 

others drift into the trade that quasi-equilibrium is i.n-deed upset, hut 

in ·a manner that does not benefit their customers. The econOmic 

space around each of the shops having been narrowed, their owners 

will no longer be able to make·a livingand t hey will try t o mend the 

case by. raising prices in tacit' agreement. This .will further reduce 

their sales and so, hy successive pyramiding, · a 'situation will evolve 

in whic:h increasihg potential supply will be attended by increasing 

instead of decreasing prices· an~ by decreasingirutead of increasing 

~~ , . . . 

Such cases do occur, and ·it i! right and pro~r to work them out. 

But as the practical instanca usually given show, they are fringe-eod 

cases to be found mainly in the seeton furtheu removed from all that 

.is most characteristic or capitalist activity~" Moreover, they are trail­

sient by na(ure. ~n the ~e of retail trade the competition that matters 
 ;!~I
arises not from adciitional shops of the &ame'type, but from the depart· ::-"·i 
ment ·sl:ore~ · the chain store. the . mail-orderho,ue and the · su~r­ J~ 
market which are bound to destroy those pyramids sooner or later.1I 

'\.~ ~, . 
{I'' This l& ~lao shown by 1 theorem we frequently meet with In expotl tloru of the 

theory of Imperfect competi tion, viz., the theorem that. under conc!ition. of im· !i i 
perfect cc1mpetition. producing or tnding bwlneuestend to be irrationally small. 
Since imperfect oompetltion. I.a at the lame time· held to be an ouutandhig chuac· 
teriltic 01' modem .indwtry we are .tet to wondering what world tbes.e theorlsll 
live In. u,nless. a. ltated above; fringe-end c:asa are all they have In mind. 

I The meTe threat of their attack cannot. In the particular COnditioN, environ· 

meDt1.l alld penonal, of small-acale ret2.ll mde. have ill w U2l ·disciplining inftu· 

enc:e. for the Imall man U too much haropered by his COlt I.tru.c.ture and. however 
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.Now ~ theoredca1 coll!ttU~on which neglects this essential dement 
of the C2Ie neglecu an that is mOlt typically Clpitallst.about it: even 
if correct in logic as well as in fact. it is likeHlJmlet withOut the 
Danidi prince.' . . 

well he may lDlDqe within btl IDelc:apabte llmftadofta. be cu DftU' adapt him 
self to the methodlo! cOmpedton who caD ~ to .ell at the price at which 
lie buY" · . 

" 

CHAPTE R. VIII 

MONOPOLISTIC· PRACTICES 

WHAT has ~en said so far ~ ~eilly sufficient !O .enable th~ ~der 
to deal Wlth the large m.aJonty 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 out argument on 
lOme of those criticisms may not be obvious at a glance, it will be 
wortll our while ' to elaborate a little .in order to make a few poinu 
more explicit. . . . . 

1. We hav~ just seen that, both as a fact and as a threat, the impact 
of new thing;--new. technologi~ for instance-on the e:xi.a.ting struc­
ture of an industry considerably redu,ces the long-run scope and ~- . 
portance of practices that aim, through restricting output, at conserv­
ing eatablishtd positions and at maximizing .the profits acauing froJIl 
them. We mwt now recognize the further fact that restrictive practices 
of. this kind, as far as they are effective, ac:quir.e a .new signifi~n~ in 
the perennial gale of creative destruction. a significanc.e whkh they 
would not have in a stationary state or in a state of slow and ba1~d 
growr.h. In either of. these ·cases restrictive strategy w.o~td . produce rio 
result: other than: an .increase in profits at the ~pensc:.ofbuy.cr$ ~xcept 
that. in the case of balanced advance, it might a.till .prove to be the 
cuiClit and most effective way of. collecting the means by which to 
finance' additional ·inve.stment.1 But ill th~ proceu of Creativ~deStruc­
don, mtrict1vepractices may do ~l,lch to Iteady ~e ship and to all~· 
viate temporary difficulties; ~ u :in fact a very.fam~J.iar argument 
whic;h always turns up in tiDie~ of depression.and. as ever.yon~ knc>WI, 
·has b.ecame v~ popular with"govemmenu and their economic ad· 
visers-:.witness th~ NRA. 'While it .h.a.s been. sa much .misu.sedand 
10 faultily acted upon thatmos~ ' economists heartily dClpUe it. those 

i Theorilta .are apt to look upon anyone .who adm1u thla pouIbruty aa guilty 
of pi c:ror. and to prove immediately that financing by borrowJQg from banb 
Of frolJi private I&V~ or, l.n .the cue or pubUe eruerprU.e. 6naDc:lnc ~ the 
proc:eedi of an Income tai Is much more fallow than b . flriaoc:l.n, fI9uI .~ 
profitJ mUeeted tb:rough a restrictive polley. For .lOme paltcrnl o.f beha. they 
are quite right. For '!thm they are quite wrong. i believe tha't both. Qpltalbm 
and ~mmunUm of. the RtiJatan type '.belong in the btter catI!gory. But ttie point 
1a that theoretical m naideratIona, a pecW1y theoretiC:al CIOQ,tlder1ltiona of we .rum. 
run kind, cuinot~lYe. although they ~nuibute to the lQl~oJi9.f,the }ltQbkm 
wbi(b we .ball meet .g:\i.n in the Dt;Xt pan. . . 
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