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9: 00~10 : 0O0am Peter Earl : “Whatever happened to P.W.S.
Andrews’ Industrial Economics?”

10 : 00~10 : 30am Morning Tea

10 : 30~11 : 30am Sudha Shenoy : 'The First and Second Austrian
Schools, An Interim Report with a Study in
Contrasts’

11 : 30~0 : 30pm Philip Williams : 'Perfect Competition as a Policy

Norm, Economists and Anti-trust Policy in the

1930s’
0:30~2 : 00pm Lunch at Staff House
2 :00~3: 30pm A.W. Coats : ‘The Institutionalisation of Political
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Economy in British, European, American and

Japanese Universities in the 18th and 19th

Centuries’
3 :30~4 : 00pm Afternoon Tea
4 : 00~5 : 00pm Barry Gordon : ‘The Problem of Scarcity and the

Christian Fathers’

7 : 00~ Conferen Dinner

Michael Carter : ‘Sociology and the History of
Economic Thought’
5A16H (1)

9:30~10 : 30am John Pullen : ‘Mathematical Models of Malthus’

11 : 30~11 : O0am Morning Tea

11 : 00~12 : 00noon  Phil O'Hara : ‘Veblen's Principles of Institutional
Structure and Evolution’

12 : O0noon~2 : 00pm Lunch at Staff House

2 :00~3: 30pm Jeffrey T.Young : ‘Natural Jurisprudence and the
Labour Theory of Value in Adam Smith’

3 : 30~4 : 00pm Afternoon Tea

4 : 00~5 : 00pm Kenneth Jackson : ‘Joseph Chamberlain, The
Economics of Tariff Reform Campaign and the View

from the Periphery’

5: 30pm Dinner at Edwards Hall
7 : 30~8 : 30pm Mike White : ‘Frightening the “Landed Fogies”,
The Political Utility of W.S. Jevons’ The Coal
Question’
5A17H (H)
9: 00~10 : 00am Jerry Courvisanos : ‘Michael Kalecki, Modern Marx-

ist, Major Post Keynesian or Minor Neokeynesian ?’
10 : 00~10 : 30am Morning Tea
10 : 30~11 : 30am Rod O’Donnell : ‘Keynes on Mathematics, Phil-

osophical Foundations and Economic Applications’
11 : 30~0 : 30pm Michael Schneider : ‘The Wages Fund

and Unemployment in Classical Economic Theory’

0 : 30pm Lunch at Staff House
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ECONOMICS OF INSTITUTIONS OR INSTITUTIONAL ECONOMICS

Ay OB E A

1. The major theme of this Tokyo Round Table Conference is: "Institutions in a
New Dynamic Society —— Search for a New Frontier." Specific aspects of this broad
subject-matter will be dealt with in the four subsequent sessions. Therefore, I
may be permitted to focus on a somewhat general issue related to the major theme of
our conference, incidentally recalling the most outstanding contributions to our
discipline by Gunnar Myrdal who departed from us just four months ago. I think it
is only proper to pay tribute to him on this occasion by highlighting, in
particular, his concern with institutional economics. Please note

that | make a distinction between "economics of institutions™ and "institutional
economics” as I shall presently explain.

2. Many of you, I am certain, must have read with keen interest Professor
Matthews' Presidential Address to the Royal Economic Society of Great Britain,
delivered in April 1986 and entitled: "The Economics of Institutions and the
Sources of Growth."' This address, probably, serves as an admirably suitable
"Keynote Speech” for this conference -- actually far better than my faltering
attempt which follows. There is a genuine reason for me to say this. Our
conference's title "Institutions in a New Dynamic Society" appears to imply that
the term "institutions” is a sub-set within a society, just as Professor Matthews

defines them in terms of "system of property rights", "conventions of economic

behavior”, "types of contract in use" and "the character of authority." He does
say that "institutions do matter"; but when he speaks of "institutional change",

heis not thinking of a type of evolution of socio-economic systems (or of the mode

of production, in Marxian terminology). Such was the concern, according to him,
ofwhat he calls "the so-called institutional school in America, including Veblen. "
His critique of this school is summarized succinctly in a phrase: "they had
littleimpact, largely because their doctrines were too ill-defined: rather like '
structuralists' in our own times, they agreed that there was something seriously

wrong with neoclassical economics, but that was about the only clear message."
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There seems to be a general agreement among mainstream economists with
Professor Samuelson's dictum: "40 years ago Institutionalism seemed to wither away

2 Professor Kenneth Boulding, too, who

as an effective counterforce in economics. "
has certainly broadened the vista of our discipline into sociological and even
natural-scientific dimensions, had an occasion to describe institutional economics
as an "interlude nevertheless which ended for all practical purposes in the
1930's. "?

I do not agree with such an interpretation. Even Schumpter, who has
never been classified as an "institutional economist”, had a kind of insight
typically stated in a dictum: "The capitalist process not only destroys its own
institutional framework but it also creates the conditions for another... The
outcome of the process is not simply a void that could be filled by whatever might
happen to turn up; things and souls are transformed in such a way as to become
increasingly amenable to the socialist form of life. With every peg from under the
capitalist structure vanishes an impossibility of the socialist plan."* Here is
expressed a point of view which economists of institutionalist orientation, from
Karl Marx to Veblen to Myrdal, have shared, and, each in his own way, developed his
theory of societal evolution.

In other words, there are contrasting views in dealing with institutions
in economics: one which postulates objective laws of socio-economic development,
such as how capitalism evolved and may give place to a different system of socio-
economic organization; and another which is typically represented by Professor
Matthews' approach where the concept of institutions is grasped as "sets of rights
and obligations affecting people in their economic lives." I suspect that among
the participants of this conference there is no unanimity on this matter. But I
myself side with the former view and shall pursue the doctrinal development of this
approach, giving more emphasis on the present-day institutionalists and at the end
speculating on the future of institutional economics.

3. Let me begin with a quotation from Allan Gruchy who rather recently
characterized "institutionalists" as those who "inquired into problems such as the
impact of technological change on the structure and functioning of the economic
system, the power relations among economic interest groups, the logic of the
process of industrialization, and the determination of national goals and

priorities. "®



If this is the proper definition of "institutionalism”, I would say that
the best hope for the revitalizing of economic science today lies in pursuing our
inquiry in the direction Gruchy suggests; in particular, in focusing upon "the
impact of technological change on the structure and functioning of the economic
system"— which, incidentally, is none other than what Marx had in mind when he
spoke of the dialectic relation of productive powers and the mode of production.
Myrdal, too, included Marx among institutional economists;® but today I prefer to
stay clear of Marx mainly on the ground I suggested a moment ago, namely that I
should like to concentrate on more recent protagonists.

In summarizing the chronological tree of institutional economists, Allan

Gruchy wrote:

"Although there has been some overlapping of generations of
institutionalists, one can discern three well-defined periods in the
development of institutional economic thought. The first period is
associated with Thorstein Veblen's work, which was done in the years
1890—1925. The second period includes institutionalists such as Wesley
C. Mitchell, John R. Commons, and John M.Clark who came after Veblen and
worked during the years 1925—39. The third or current period is that of
the present-day institutionalists such as John K. Galbraith, Clarence E.
Ayres, and Gunner Myrdal whose contributions to institutional economics
have been made primarily since 1939."7

One can immediately see in this group of economists mentioned here that there is
nothing like sectarian homogeneity which usually characterizes a particular school
of economists. This is perhaps because institutional economists, all of them,
emphasize open mo&els in their methodological approach — models which do not
exclude any fresh orientation in different directions.

Besides, Veblen, from whom the institutional school is said to have
started, was in many ways an eccentric man. Although he displayed flashes of
insight which opened the minds of his colleagues and students to new-ways of
thinking on sundry matters of our society, it was difficult to obtain a systematic
picture of his doctrine from his lectures or conversations. Temperamentally he was
not eager to have himself understood. Furthermore, Veblen, during his academic
life, moved from one place to another and did not have the chance of his roots

planted, so to speak, in the academic soil conducive to cultivating a coterie of



his disciples. As Galbraith wrote; "he was always regarded as an ideal man for
some other institution... all [the institutions] were glad to see him go; it is
now the pride of all that he was there."®

Take the case of Wesley Mitchell, who both subjectively and objectively
was one of the closest disciples of Veblen. It has been acknowledged that
"Veblen's influence on him was profound”;® and "Mitchell appears to have been
jarred out of whatever predilections he may have held for classical or neoclassical
economic theory by Veblen's essays near the turn of the century. He was impressed
by the view that economics must approach its problems from the evolutionary point
of view, and by the idea that the key to an adequate understanding of the working
of the economic system must rest upon an understanding of the human habits of
thought and institutions which direct economic activity. "™ But it must be admitted
that although Mitchell "delighted in Veblen's play of ideas, and upsetting of
revealed orthodoxies, he departed from Veblen's type of study, or at least went
beyond it, in so far as Veblen was content to stand orthodoxy on its head, and to
offer brilliant heretical insights, without undergoing the labor of systematic
verification, and especially of measurement. These last were Mitchell's
intellectual passion. "™ And probably Homan was right in saying that "it is not a
little curious that the most eminent of our economic workmen in the field of minute
analysis of statistical data should be so heavily indebted to an impressionistic
cosmic philosopher like Veblen, who heroically distorts facts and shows no evidence

of commerce with figures."*

But again, Milton Friedman may also be right insaying
that "I am inclined to believe that Mitchell's conception of the business cycle as
a self-generating process is ultimately traceable to the influence of Thorstein
Veblen, less, however, through Veblen's cycle theory than through his emphasis on
the importance of studying the evolution of institutions and his conception of

economic history as a process of 'cumulative change' in which one phase of

historical development can be understood only in terms of the conditions out of

which it grew and itself becomes the source of further change."*®

One can see from these accounts how even the most direct successor of
Veblen is related only in a limited fashion to the mentor's teachings. Other
economists who are classified as institutionalists are also unique in their own
ways; but there are still certain common characteristics which, if loosely, bind

them together. What, then, are the elements which ally them in the same camp ?



We may summarize them under four headings as follows: (1) The emphasis on the_open
-system character of production and consumption, thus a broader view of the scope
of economics. (2) An interest in the_evolutionary course along which the
industrial economies are moving, with emphasis on the dynamic process of
technological change and circular cumulative causation. (3) Awareness of a growing
need for guidance that can be supplied only through some form of overall social
management or planning. (4) Recognition that economics has to become a normative
science, positively formulating social goals and objectives.
4. For the purpose of illustrating modern institutionalism in the above sense,
we may draw upon the examples of Gunnar Myrdal (1898—1987), J.K. Galbraith (1908
- ) and K. William Kapp (1910 -- 1976). All three of them echoed the warning
that the conventional mainstream economics was no longer able to meet the
requirements for an effective tool of analysis for the problems which modern
society is confronted with. Myrdal spoke, in the American Economic Association
meeting of December 1971, that "economic science is in a serious crisis, in my view
very much more revolutionary for our research approaches than was the Keynesian
revolution three decades ago."" Galbraith referred to the situation as the
"disconcerting obsolescence in the profession of economics"”, which was due to the
fact that" economics becomes progressively more inadequate as a basis for social
judgment and as a guide to public policy."* Kapp, too, made the similar point by
describing the traditional doctrine as a case of "conceptual freeze" and predicted
that "it is not unlikely that this freeze will be broker in the calculable future
under the impact of new facts new evidence of environmental disruption, new
catastrophes and an increasing public opposition to the deteriolation of the
physical and social environment. " "

This last point Kapp made was repeatedly emphasized by Myrdal as he said:
"a crisis and the ensuing alteration of research approaches are not simply an
autonomous development of our science but are mostly caused by the external forces
of change in the society we are studying and living in as participants.”” As a
matter of fact, Myrdal confesses that when he "first came to America at the very
end of 1920's..., the wind of the future' was institutional economics... At that
time I was utterly critical of this new orientation of economics. I was in the 'the-
oretical' stage of my personal development as an economist. I even had something

to do with the initiation of the Econometric Society, which was planned as a



defense organization against the institutionalists. "™ However, as Myrdal came to be
involved in social equality problems in Sweden especially after a Labor government
came into power in 1932, he found that this type of problems could not be handled
scientifically except by broadening the approach to all human relations. And when
subsequently (in 1938) he accepted responsibility for a study of race relations in
America, he found himself writing a book about the entire American civilization.

"From then on, " as he writes, "more definitely I came to see that in reality there
are no economic, sociological, psychological problems, but just problems and they
are all mixed and composite. In research the only permissible demarcation is
between relevant and irrelevant conditions. The problems are regularly also
political and have moreover to be seen in historical perspective. "™ In other
words, again in his own words, "Through the type of problems I came to deal with,
I became an institutional economist after having been in my early youth one of the
most ardent 'theoretical' economists.”?® And he now argues that "we are going to see
a rapid developmet of economic science in the institutional direction and that much
which is now hailed as most sophisticated theory will in hindsight be seen to have
been a temporary aberration into superficiality and irrelevance."? Institutional
ecomonics is destined to be winning ground at the expense of conventional
economics, according to Myrdal, not only because of the strength of its logic, but
also "because a broader approach will be needed for dealing in an effective way
with the practical and political problems that are now towering and threatening to
overwhelm us. " ?

5. Myrdal had established himself as a first-rate economist already by the

beginning of 1930's through the publication of The Political Element in the

Development of Economic Theory. ® There are two other publications by him during

the period, up until 1932, when he considered himself a "theorist.” One, The

Problem of Price Formation (available in Swedish only), was published in 1927; and

the other, Monetary Equilibrium (for which both German and English translations
exist) came out in 1931.

As stated earlier, Myrdal moved gradually toward institutional economics
after 1932; and by the time he wrote "preface to the English Edition" of The
Political Element book in 1953, he identified in his own words the basic weakness
of his earlier work as follows:

"Throughout the book there lurks the idea that when all
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metaphysical elements are radically cut away, a healthy body of positive

economic theory will remain, which is altogether independent of

valuations. Political conclusions can then be inferred simply by adding
to

the objective scientific knowledge of the facts a chosen set of value

premises.

"This implicit belief in the existence of a body of scientific
knowledge acquired independently of all valuations is, as I now see it,
naive empiricism ...Valuations are necessarily involved already at the
stage when we observe facts and carry on theoretical analysis, and not
only at the stage when we draw political inferences from facts and
valuations.

"I have therefore arrived at the belief in the necessity of
working always, from the beginning to the end, with explicit value prem-
ises."*

Now that Myrdal came to be convinced that economics had to be a "moral
science” and could not shirk the issue of valuations, he had to answer the question
of what comes first in the bill of particulars demanding the attention of econo-
mists. He had no hesitation in replying to this query by highlighting the
importance of the equality issue. He spoke when he addressed to the American
Economic Association meeting in 1971: "A basic deficiency in the writings of
economists in the establishment school is their playing down of the equality
issue... In regard to the study of development in underdeveloped countries, we are
now in a period of transition ... The new approach will be institutional, focusing
on the equality issue and taking into due account social and economic
stratification, the political forces anchored in these institutions and in peoples’
attitudes, and the productivity consequences when levels of living are extremely
low. "?

Appropriately enough, Myrdal developed this idea more extensively in the
subsequent years, culminating in his Nobel Memorial Lecture (17 March 1975) after
he received the Nobel Economics Prize in December 1974. This lecture was entitled;
"The Equality Issue in World Development”; and it gave an admirable summary of his
basic view as an institutional economist, in particular as regards what should be

done to cope with the aggravating inequality in the international scene. He cited
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in this lecture the problems of population explosion and of depletion of
nonrenewable resources, along with the food crisis, as factors which are involved
in circular causation with cumulative effects——a typical institutional approach,
one may say. And he formulated his prescription for developing countries as
follows:

"What they do need is fundamental changes in the conditions
under which they are living and working. The important thing is that
these changes regularly imply both greater equality and increased
productivity at the same time. The two purposes are inextricabley
joined, much more, in fact, than in developed countries. To these
imperatively needed radical changes belong, first, land reform, but
also a fundamental redirection of education and health work."?

6. There is little question that J.K. Galbraith qualifies as a modern
institutional economist. He himself wrote:

"Veblen was perhaps dangerously attractive to someone of my
background ... Veblen's scholarship was an eruption against all who
in consequence of wealth, occupation, ethnic origin or elegance of
panner, made invidious claim (a Veblen phrase) to superior worldly
position. I knew the mood. " ¥

However, Galbraith was of the opinion that "Veblen was not a constructive figure;
no alternative economics system and no penetrating reforms are associated with his
name. There was danger here. Veblen was a skeptic and an enemy of pretense. Those
who drank too deeply could be in doubt about everything and everybody; they could
believe that all effort at reform was humbug. I've thought to resist this
tendency. "? And indeed, he did. As Arthur Schlesinger, Jr. wrote, “What is
salient from the viewpoint of political economy is the skill with which Galbraith
brought institutionalism to bear on public policy. A political leader could steep
himself in Veblen, Patten, Commons, Mitchell, Ayres and other notable
institutionalists without gaining much enlightenment about specific policy
decisions; what to do with the budget, interest rates, exchange convertibility,
tariff and so on ... Galbraith [on the other hand] was especially qualified to
unite institutionalism with dynamic equilibrium analysis; to marry, so to speak,
Veblen and Keynes. The result was an institutionalist model that could deliver

policy choices."?®



0f the four characteristic strands of institutionalism mentioned earlier,
Galbraith shares all of them, though in differing fullness. Before he launched
upon his famed trilogy (The Affluent Society, 1958, The New Industrial State, 1967,

and Economics and Public Purpose, 1973), he proposed the concept of "countervailing

power” in his analysis of American capitalism® —— the concept which clearly goes
beyond the closed-system character of neo-classical economics. The concept of
"dependence effect” is also an example of the open-system character of consumption
where the consumers, sovereignty is circumscribed by the aggressive policies of
suppliers.

Then on the role which technology plays in the evolutionary process of
modern economies, Galbraith made a telling point that "the enemy of the market is

not ideology but the engineer, "

and he developed the theme of the imperatives of
technology under six headings as follows:

"First. An increasing span of time separates the beginning
from the completion of any task ...... The more thoroughgoing the
application of technology — in common or at least frequent language,
the more sophisticated the production process — the farther back the
application of knowledge will be carried. The longer, accordingly
will the time between the initiation and completion of the task ......

"Second. There is an increase in the capital that is committed
to production aside from that occasioned by increased output. The
increased time, and therewith the increased investment in goods in
process costs money. So does the knowledge which is applied to the
various elements of the task ......

"Third. With increasing technology the commitment of time and
money tends to be made ever more inflexibly to the performance of a
particular task. That task must be precisely defined before it is
devided and subdivided into its component parts ......

"Fourth. Technology requires specialized manpower. This will
be evident. Organized knowledge can be brought to bear, not
surprisingly, only by those who possess it ......

"Fifth. The inevitable counterpart of specialization is
organization. This is what brings the work of specialists to a

coherent result ... So complex, indeed, will be the job of organizing
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specialists that there will be specialists on organization .....
"Sixth. From the time and capital that must be committed, the
inflexibility of this commitment, the needs of large organizaiton and
the problems of market performance under conditions of advanced
technology, comes the necessity for planning "%
Thus we are led to the third characteristic strand of institutionalism,
i.e. the problem of planning, not ony as an inevitable concomitant of technological
progress for modern business firms on the forefront but also for the economy as a
whole. On this latter point, another of typical Galbraithian terminology came into
vogue, i.e., "social imbalance." According to his own words "The line which divides
our area of wealth from our area of poverty is roughly that which divides privately
produced and marketed goods and services from publicly rendered services. Our
wealth in the first is not only in startling contrast with the meagerness of the
latter but our wealth in privately produced goods is, to a marked degree, the cause
of crisis in the supply of public services. For we have failed to see the
importance, indeed the urgent need, of maintaining a balance between the two."®
Thus the undeniable condition of "social imbalance, " recognition of
which comes from Galbraith's institutionalist inference that market mechanism by

"

itself does not "deliver the goods, " so to speak, which the normative criterion of
social goals and objectives demands. This, incidentally, is the fourth strand of
institutional economics mentioned earlier. Galbraith's concern with this aspect led
him to, The Nature of Mass Poverty, * in which he developed the theme of "the
equilibrium of poverty" evoking an explanatory tool of circular causation — a
methodology common with Myrdal.

1. Let us, then, turn to Kapp whose conversion to institutional economics
was quite early. Already in his doctoral dissertation® which he wrote in his
formative years as an economist, Kapp pointed out the importance of how we posed
the question of cost. Traditional economic theory posed the question of "what is
the cost of public policy"; but Kapp held that the question we should pose was:
"what is the social cost attendant to the situation where government leaves the
economy in the condition of laissez-faire ?" He carried on his research with keen
awareness of the importance of this problem of social cost and produced his opus:

The Social Costs of Private Enterprise (1950) which was later revised with a new

title of The Social Cost of Business Enterprise (1963).



Thus it was natural for him to be concerned with the problem of
environmental spill-over effects. It is wellknown that Pigou popularized the
concept of externalities, arguing for government action in correcting for
undersirable external effects. Kapp deals with the similar problem; but he objects
to the use of such terms as "externalities" on the ground that such a term implies
the closed-system character of the economy. Pollution of air, for example, may be
"external” to business enterprises, but should be considered, according to Kapp,
"internal” to the economy as a whole and should be dealt with as such. In other
words, Kapp shares, with other institutional economists, the methodological precept
of the open-system character of the economy. * He was more conscious of this need
than either Myrdal or Galbraith since his major concern throughout his life was the
fight against environmental disruption.

It was again natural for him to emphasize the normative character of
economic science — the fourth of the institutionalist strands mentioned earlier.
As he wrote:

"As soon as the open character of economic systems is fully
realised the formulation of social goals and objectives and the problem
of collective choices can no longer be avoided. Such objectives and
choices with respect to the maintenance of dynamic states of ecological
and economic balance essential for the maintenance and improvement of
the conditions of social and individual existence (quality of life)
must become the point of departure for a normative science of
economics. "%

In more concrete terms, "what is required is to overcome the essentially dualistic
conceptualisation of economy and environment in order to give our analysis the
necessary empirical content. Determination of basic needs and requirements of
health and survival, of environmental norms and maximum tolerable levels of
contamination; environmental-impact studies of alternative technologies in specific
localities rather than linear physical flow models are some of the empirical and
quantitative problems that call for exploration and analysis; social science will
have to come to terms with the key problem of the open-system character of the
economy — the fact, namely, that production derives material inputs from the
physical and decisive impulses from the social system which, in turn, may be

disrupted and disorganised by the emmission of residual wastes up to a point where
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social reproduction itself may be threatened."®

At almost everyone of the international confereces where environmental
disruption was discussed Kapp was indispensable participant; and when the
International Social Science Council organized a symposium of social scientists to
discuss that problem in Tokyo in 1970 preliminary to the Stockholm Conference on
Human Environment of 1972, Kapp played a leading role in drafting the "Tokyo
Resolution" in which it was stated:

"Above all, it is important that we urge the adoption in law of
the principle that every person is entitled by right to the environment
free of elements which infringe human health and well-being and the
nature's endowment, including its beauty, which shall be the heritage
of the present to the future generations."®

Kapp kept on concentrating his energy on this environmental issue until

he died prematurely by heart attack while attending the Inter-University Center
Conference on environmental problems in Dubrovnik, Yugoslavia, in April 1976.
8. Is there a future for institutional economics ? Myrdal was confident that
there is, as he wrote: "I foresee that within the next ten or twenty years the now
fashionable highly abstract analysis of conventional economists will lose out.
Though its logical basis is weak — it is founded on utterly unrealistic, poorly
scrutinised, and rarely even explicitly stated assumptions — its decline will be
mainly an outcome of the tremendous changes which, with crushing weight, are
falling upon us."*

Firstly, in contrast to the somewhat imperious attitude of abstract
economic theorist typified by John Eatwell's remark to the effect that "if the
world is not like the model, so much the worse for the world, "“institutional

economists set store, above all, on the empirical studies of the subject matter —

our society in its manifold aspects — which undergoes evolutionary changes in the

course of historical development. In a sense, most typical in this respect was
Wesley Mitchell, about whom A.B. Wolfe wrote:

"Mitchell's Veblenian institutionalism seems to boil down to
substantially this: that men in the mass, at any given time and in any
given culture-complex, behave in certain standardized ways, according
to uniform but not simple patterns; these patterns undergo an

evolutionary drift which can be roughly measured by the statistical



device of time series and which with adequate empirical analysis is
amenable to some degree of rational control and direction. " *

It is somewhat of surprise to read in the works of Schumpeter — that
admirer of "elegance” in theoretical constructs — the following statement which
appears to side with the institutionalist approach:

"What distinguishes the 'scientific' economist from all the
other people who think, talk, and write about economic topics is a
command of techniques that we class under three heads: history,
statistics, and 'theory'. The three together make up what we shall call
economic analysis.

"0f these fundamental fields, economic history —which issues
into and includes present-day facts — is by far the most important
I wish to state right now that if, starting my work in economics
afresh, I were told that I could study only one of these three but
could have my choice, it would be economic history that I should
choose. And this on three grounds. First, the subject matter of
economics is essentially a unique process in historic time. Nobody can
hope to understand the economic phenomena of any, including the
present, epoch who has not an adequate command of historical facts and
an adequate amount of historical sense or of what may be described as

historical experience. Second, the historical report cannot be purely

economic but must inevitably reflect also 'institutional' facts that
are not purely economic: therefore it affords the best method for
understanding how economic and non-economic facts are related to one
another and how the various social sciences should be related to one
another. Third, it is, I believe, the fact that most of the fundamental
errors currently committed in economic analysis are due to lack of
historical experience more often than to any other shortcoming of the
economist's equipment. " ®

Secondly, I consider that the normative strand of institutional economics

will become more and more important —not only in the formulation of economic

policies but also in the scrutiny needed on the analytical concepts we use in

economics. One such concept is "gross national product.”™ On this, Myrdal wrote:

"Our politicians, of all political parties, stick to the inept



concept of 'growth' which is embodied in the gross national product or
one of its derivatives. We economists, by not having scrutinized more
intensively that even statistically rather spurious concept, and by
ourselves commonly utilizing 'growth' in that sense uncritically as a
main value premise in our discussions of practical economic policy,
have unfortunately contributed to restricting the mental horizon of
politicians and of the common people.”*

Economists' habit of equating the growth of GNP with that of economic
welfare used to be firmly enough grounded. There was a time, for one thing, when
mass unemployment was a direct cause of severe suffering for millions of people and
any measure that expanded effective demand, even including the nonsensical digging
and refilling of holes in the ground, was regarded as a positive step towards
increasing welfare so long as it brought about a net increase in employment. In
fact, the close association of growth in GNP with that of economic welfare, in the
minds of economists, developed in the period immediately following the Great
Depression, thanks largely to the Keynesian revolution in economic thinking.

But aside from this short-run policy orientation of the GNP concept,
there is a longer-range association, which could be predicated, between the size of
GNP and the magnitude of economic welfare provided certain assumptions could be
justified. The assumptions are of the type inherent in a mature exchange economy
where practically all the economic goods are priced in the market. They are (1)
that external effects, either positive or negative, are insignificant, (2) that the
condition of consumer sovereignty obtains, and (3) that the failure of the reward
system, for whatever reason, is insignificant.

True, even in the heyday of competitive capitalism these three
assumptions could not be fully justified. Negative external effects were often
serious enough. But in the era when even the minimum requirements for the health
of the workers were ignored in the interest of industrial prosperity, environmental
disamenities were probably of secondary consideration. The doctrine of consumer
sovereignty, too, one may say, was never more than a complacent rationalization by
economists. In an address to manufacturers, John Ruskin perorated, more than one
hundred years ago:*

"You must remenber always that your business, as manufacturers,

is to form the market as much as to supply it [.... ] But whatever



happens to you, this at least, is certain, that the whole of your life
will have been spent in corrupting public taste and encouraging public
extravagance. Every preference you have won by gaudiness must have
been based on the purchaser's vanity; every demand you have created by
novelty has fostered in the consumer a habit of discontent; and when
you retire into inactive life, you may, as a subject of consolation for
your declining years, reflect that precisely according to the extent
of your past operations, your life has been successful in retarding the
arts, tarnishing the virtues, and confusing the manners of your
country. "

Ruskin was no doubt a sensitive soul; but here is an insight — that
"manufacturers form the market” — which could not easily be refuted, even in the
days of laissez-faire market economy. As for the third assumption, it may be
enough to make reference to the discriminating bias, due to inheritance, which gave
a head-start to a select group of men, enabling them to capture a share in the
national pie independently of their own efforts.

In spite of these deviations, however, we may say that, in the heyday of
competitive capitalism, the presumption of a close association between magnitude of
GNP and that of economic welfare was relatively free of seriously misleading
connotations. But today matters are different in advanced capitalist societies.
Not only is it true that technological progress has heightened the possibility of
negative external effects of gigantic proportions, but at the same time the
preference scale of consumers is gradually evolving in such a way that amenity
rights of all kinds, not susceptible to quantificaition, are acquiring greater
importance than before.

As for the presumption of consumer sovereignty, Ruskin's indictment would
surprise no one today. Galbraith, in particular, made a similar point forcibly,
and in a more matter-of-fact way, by contrasting the "accepted sequence” of the
unidirectional flow of instruction from consumer to market to producer with the
"revised sequence” where "the producing firm reaches forward to control its markets
and on beyond to manage the market behavior and shape the social attitude of those,
ostensibly, that it serves.”"® As regards the third assumption concerning the
reward system, however, one could point to an improvement of a kind in recent

decades on the grounds that inheritance and gift taxes are severer today in most



capitalist countries than before and, in addition, opportunity for higher education
and training are undeniably greater now than in the last century. The principle of
equal pay for equal work is also becoming a reality.

On the whole, however, the close association which once we could assume

between magnitude of GNP and that of economic welfare has become tenuous in
advanced capitalist countries as the impact of technological progress upon
productive relations renders the old assumptions increasingly untenable. Here
again is the reason why the institutionalist orientation is destined to gain
greater importance.
9. There is a third theme which I should like to take upas supporting my
belief that institutional type of approach is needed to handle theproblems which
are characteristically arising in the modern development of our socio-economic
system —the development which we may designate as that of mixed economy as a mode
of production. I use the term "mode of production” in the Marxian sense; that is
to say, a definable stage of productive relations as conditioned by productive
powers.

Half a century has gone by since the Rooseveltian New Deal days when
governmental interventions in various aspects of the economy were introduced as
necessary curative measures to cope with the near breakdown of the system. These
interventions had an ameliorative role to play in an economy which had fully
matured as a capitalist system. It was then that the term "mixed economy” came
into vogue. And it seems that the mixed economy pattern of society is here to
stay. Paul Samuelson goes as far as to say that "with some exaggeration, John
Kenneth Galbraith and Jan Tinbergen can point to a convergence, all over the globe,
to a single modern industrial state — — not capitalism, not socialism, but a
nixed economy. "¢

I also feel that we may now justifiably refer to the mixed economy as a

mode of production sufficiently distinguishable from a classical type of

capitalism, the reason being that I can at least point to the following significant
departures of the present-day mixed economy from our erstwhile image of a
capitalist society.

(1) We no longer have untrammeled play of market mechanism. The extent
to which governmental planning and controls are exercised has become fairly broad

with all kinds of legislative acts enabling administrative agencies to guide the
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economy as in the manner of a rudder for a sail-boat. Lester Thurow has even
suggested that "we do need the national equivalent of corporate investment
committee to re-direct investment flows from our 'sunset' industries to our
'sunrise’ industries."*

(2) Possibly more important than the first point is the changing role of
profits in the capitalist system. In the heyday of capitalism profits constituted
a source of, as well as an index of contribution to, economic growth under that
system. They do constitute, even now, an important source of investment funds which
are sine qua non for economic growth. What is in doubt now is whether they can
still be regarded unequivocally as "an index of contribution to economic growth."
It is generally agreed that under imperfect competition it pays people to limit the
supply to their factors somewhat and that a positive profit can be earned as the
return to a contrived or artificial scarcity.

There is a more important point than this in the age of what Galbraith
calls "the industrial state.” In the classical model of capitalism, most
economists would agree, profits were temporary excess return to innovators or
entrepreneurs, thus an index of contribution to economic growth. They were
temporary because they were in due course of time competed out by rivals and
imitators. But of course as one source of innovational profits was disappearing,
another was being born; and economic progress continued with profits accruing to
successive, successful innovators as a reward. In the latest stage of capitalism,
however, giant corporations with oligopolistic power are capable of perpetuating
excess returns to themselves through oligopolistic price maintenance and various
other devices such as privatizing particular innovations as well-guarded know-how.
In other words, in such cases profits have become an index of the degree of success
in not making others share the progress in productivity which in the nature of
things should redound to the benefit of all. [ may be exaggerating this trend
slightly; but I do not think we can deny that there has been an increasing tendency
in this direction in the post-second WW period.

(3) Another major category among factor incomes — that is the wage rate
— has also been undergoing qualitative transformation. Let me quote a passage
from a document published in 1958 by the AFL.CIO:

"Automation in its largest sense means, in effect, the end of

measurement of work— — — With automation, you can't measure output of

— B4 —



a single man; you now have to measure simply equipment utilization. If
that is generalized as a kind of concept — — — there is no longer, for
example, any reason at all to pay a man by the piece or pay him by the
hour. " *®

(4) Closely related to the above is an unmistakable trend among advanced
capitalist countries towards a welfare-state type of society where the precept of
"To each according to his (or her) needs ! " is being put into practive. Income
redistribution schemes are quite wide-spread now.

Furthermore, it is being increasingly recognized that the- quality-of-
life question encompasses spheres of activities which cannot easily be translated
into market calculations, such for example as the conservation of nature, the
maintenance of clean air and water, the abatement of noise, etc. To the extent we
attach positive values to these matters, to that extent we have to make these
somehow commensurate with market-determined values and to decide on what to do in
a particular situation. The decision required is somewhat similar to a decision as
regards whether we should expand our kitchen at the sacrifice of our garden within
the limited area of our premises.

(5) One other point cannot be missed at this juncture in the area of our
international economic relations; that is: an increasingly important role being
played by multinational corporations.

One piece of statistics may suffice to impress upon us how important they

have become. According to The World Directory of Multinational Enterprise, edited

by J.M. Stopford, J.H. Dunning and K. 0. Haberich (1980), aggregate sales values of
multinational corporations of U.S. origin, numbering 216, amounted to 979 billion
dollars in 1978, of which the values produced by their subsidiary companies abroad
amounting to 320 billion dollars, were actually more than twice (222.7 %) the
total value of U.S. exports in that year. We are coming to an age in which such
expressions as exports and imports are becoming less and less significant and the
entire world has become closely integrated as if even to nullify what was once
regarded as inalienable sovereignty of the state.

Now I have enumerated five points which could be considered as major
departures from the classical model of the capitalist mode of production. I
believe that they are sufficiently of qualitative significance that we may identify

them as characterizing a new mode of production for which some such term as "socio



-capitalism” might be applied.

10. One overriding factor throughout the consideration I have given is the role
of technology. Galbraith wrote, as I quoted earlier, that "they enemy of the
market is not ideology but the engineer ... It is advanced technology and the
specialization of men and process that this requires and the resulting commitment
of time and capital. These make the market work badly when the need is for greatly
enhanced reliability——when planning is essential. "®

It is again the dictate of modern technology which almost forces giant
corporations to extend the duration of their monopoly and thus to try to perpetuate
their excess returns. There has even been a proposal called "investment patent” by
Mr. William Kingston of Trinity College, Dublin, according to which firm investing
in a new product will be given a type of patent that would remain in force and be
given public protection until the aggregate profits reached a prescribed multiple
of the investment.

The impact of the latest technological progress on wage- labor is patent
enough, as has been explained earlier. But there is another point that can be
mentioned in this connection;i.e., a broad institutional implication of the robotic
revolution and the age of automation. For one thing, robots do have the potential
of replacing blue collar workers who belong to unions with white collar workers (e
g. programmers of robots) who may not typically belong to unions. In other words,
technology may turn out to be an enemy of blue-collar unions.

Multinational corporations, too, are coeval with the latest
technological progress.

There are even some people who are beginning to suspect that democracy
and technology may not be compatible. Richard Sclove has written in a recent issue

of The Bulletin of the Atomic Scientists:®

"A central dilemma of our time arises from the need to
reconcile democratic processes and values with the complexity
introduced into human societies by modern technology. How can we keep
technocratic elites from subverting the traditional political functions
of ordinary citizens and their representatives ? One answer is so
simple—or so threatening——that it is hardly mentioned: Throw the
experts out. That, in a polite and restricted sense, is what I

propose. "



This suggestion, I might say, is in the spirit of the erstwhile Luddite movement;
and it will not do. What is required of us is to accommodate the modern
technological progress into our evolving institutional setting. This is a kind of
task which human societies willy-nilly always faced in the historic past.It is a
challenge which the present-day mixed economies face, and I believe that the
institutional economics, with the four characteristic strands I mentioned earlier,

will have to come to the stage more and more to answer that challenge we face.
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