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I Public policy in a democracy resul ts

I fr om the complex interaction of wha t peopl e

I t hink an economic and pol ical s ys t em should be ,

I and what they beli eve it t o be at t he moment. '

I It is the disparity between wha t they conceive

I o f as the "i deal" and what they pe rceive as

I "real" that fuel s the eng ine of s ocia l c hang e .

Both concepts, th e ideal and the reali ty, have

I 0.1 way s bee n in fl ue nc e d by the pam ph1e tee r 0 r

I h i s equiv a l ent, whi c h nowa da ys may ran ge from

I t he s t ud i e s of a r e s pe c t e d think- tank t o th e

I l i nes and l yri c s o f a r oc k s ong at a Ja ne Fonda

I conce rt.

I The differ en c e be tw e en th en a nd now

I is th at the in cendiary words of Thomas Paine

I we r e read by a few hundre d peopl e, but th e s ta ge d

TV demonstration at a nucl ear pl ant ent ers 50
I
I
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million living rooms on the 7 o'clock ne ws

with devastating effect.

The impact of this continuous flow of

facts, fiction, data, information and

misinformation has had a profound effect on

American society in general and on busin ess

in particular. We have beco me the first

human society to live in a state of what Georg e

Gallup has called " a continuous audit."

. In this age 0r , oiili mit e d data pro I i fer a -
• • • ' ,,:,,~ "C.. • •

~_'~~. A""" · · ....~ ,.•.~- ; . ... - -
;- ~... -- ..~ '. ~ ' .'

tion, it i s now a l wa ys po ssi bl e to l ook b ack

and fin d a p i ec e of dat a s omew he re i n t he

memory banks to "prove" that somebody "knew"

so mething years ago and failed to act upon

this information responsibly in violation of

some law or regulation. As long as the trail

is wi de and long and prolix, which the co mpute r

as s ures it wi l l be, comme n t a tors, lawy e rs an d
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regulators can d ig t hr ouqh a billion pieces

o f pap e r, '0 r the i r e 1e c t ron icequ i val en t s, as

they are currently doing in the IBM and

American Telephone and Telegraph antitrust

suits, until it becomes statistically inevit­

able that any given proposition can be "proved "

after the fact. There is always a piece of dat a

that can be produced and, taken by itself and

in hindsight, used to prove tha t the manager

or policy maker has committed an inexcusable

oversigh t.

Th i s da ta may r an ge fr om t he p r e s enc e

of a Russian brigade in Cuba that appears and

reappears like the Cheshire Cat sitting on

an international limb, to a loan o r in ve s t men t

that goes bad , thereby prov ing to the cr itics

that it never should have been mad e in the

first place. This c on t i nu ous audit cannot
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fail to have a significant and inh ibiting

effect on the way we conduct our affairs.

Just as we find it increasingly hard

to determine when we know something, so it----
is also harder to decide what we know. The

line between "Ln f or-na t i on" and the real thing s

abo u t wh i ch wen eedt 0 be in form e d , in Pro f e s s 0 ;­

Caves's phrase, has become blurred. Indeed

it can be argued that the importance of the

regal and regulatory paper trail has made the

man ua1 0 f p r oc e dur e .m0 r ei mp0 r t a n t t han th e

act its e lf. We r es embl e th e line f rom " My

Fair Lady," when Professor Higgins says that

"the French don't care what you do, actually,

so long as you pronounce it properly." We

have become so entranced wi t h pronouncing it

properly in our electronic data that we some­

times forget what it is n « are t rying to do .
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The production of statistics has become an

end in itself.

I t might add to our perspective a bit if

we reminded ourselves of where we got this

word, "statistics," in the first place. It

was given to us by a Scottish gentleman named

Sir John Sinclair, who imported it fro m German y

. in 179 1 and used it i nthe title of his book- -- - - - - - - '
AStatistical Account of Scotland. The German-------------------------------
t'e rm , he tells us in his preface, did not

quite describe his own purposes, bec ause,

wher eas he himself was inter ested in "the

quantum of happiness enjoyed by the i nh ab i t an t s

and the means of its improvement," in Germany

the word was confined to matters concerning

the political strength of the state. A case

can be made that the original German concept
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of statistics is now working its way into our

country on the back of the technologically­

driven data explosion.

Underlying the whole process is, of cour s e

the revolution that began with the first

electronic computer in 1946--a computer that

belonged, by the way, to the Ordinance Corps

of the United states Army . Every item in an

inventory today leaves a paper trail and an

electronic trail- -of re search, developm ent,
.

de sign, manu f actu re , di s tri but i on, ma r ke t i nq ,

an d ac cou nti ng . And we find the l aws and

regulations concerned more wi t h assuring

a clearly mar ket trail, th an wi t h the final

r e s u l t s . A single number, which appe ar s to be

finite, is its elf the end result of man y guess e s
-- -- --

and can be--and often is--communic at ed Vl o r l d_-.

wid e in minu t e s . \'Ie ha ve reac hed t he po i n t whe r r
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the statistics of GNP, or the composite index

of leading indicators, when released, can

c aus e a major rally or slump on Wa l l street.

Inth iss i t ua t io n , the i nde xis not .a

statistical report about what is happening in

the world: publication of the statistic i~

the happening, even though the probability 1S

that the number will be rev ised in a fe w weeks .

No business executive prior to the Second World

War had to live in such an environment.

Gov e rnm ent s have fared no bett e r. Ther e

is a n ol d ad age that " wh at you don' t know c an ' t

hurt you." That would be a precarious rule to

follow; nevertheless, there is more than a

little truth in the remark of a former British

Chancellor of the Exchequer that there wa s no

balance of payments problem i n th e 19t h

De n t ur y be c ause th e r e VI e re no ba I an ceo f



•
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

-8-

payments statistics. In fact, nobody ever

attempted to work out the statistic before the

19 30 ' s . The oldtime policy makers only dimly

realized that it might theoretically exist.

They looked instead to the movement of gold

reserves, and if this was creating a problem,

it was usually something that could at least

wait until after lunch.

Today, any government In the world that

announces a change in its fiscal or monetary

po I i c i esc an fin d 0 ut in a mat t e r 0 f mi nut e s

what the wo r l d t h i nks of the de ve lo pmen t by

watching the c r os s r a t e on their currency,

which alters almost instantly in the currency

markets in London, Zurich, or Tokyo . The old

gold exchange standard of yesterday has in fact

been replaced by the electronic information

!
I
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system of today, which can be more or less

harsh than the gold standard, but in the end IS

just as sure and just as certain.

The incessant production of new data and

its instantaneous communication throughout

the w0 r l d t husc rea t esap a r ado x : in form a t ion,

which we have always vie wed as the thing that

eliminates uncertainty , now increases every­

body's feeling of insecurity because of the

failu re to con ve r t data i nt o know l edge .

Ther e is an in s a t i a bl e dema nd bo t h i n

pu bl ic opin i on and i n the halls o f gove r nmen t ,

to "get things under control. " I f we subjecte d

our he al th to t he same proc ess, we woul d ta ke

our blood pressure every hour . This dru mbeat

of data could lead us to the conclusion that

we seem to be very sick men and wom e n , when in

fact Vi e are only measu ri ng th e nor mal rh yth m

--------------------------- -"
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of life.

The resul ting hypochondria is providing

a re ady market for the peddlers of Miracle

Cu res in bottles of all shapes and sizes ..
Wh at t hey ha ve in common i s a l mo s t always a

l a be l that reads: "To be taken wi th larg e dose s

of government intervention."

The power of the computer has made possibl e

a flo w of data about any perceived "problem"

which must then be " s o l ved" by legislation or

r eg ula t ion. We hav e now reached th e le ve l o f

leg al s oph i st i c a tio n whe re it is pr obab l e

that each of us is now in violation of so me law

or regulation -- we just don't have enoug h ti me

and mone y to find out whi c h ones . Th i s state o f

affairs gives a prosecutor the select ive power

to accuse anyone of violation of law, usu ally

on page one o f the news pa pe r s .
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Since a new set of numbers is always being

produced somewhere in the world, it is only a

matter of time before a law or regulation

appears r eq u i r i ng their publication r e q a r d l e s r

of their utility. Under the banner of pr otect­

ing th e small investor, the SEC now requires

reams of data that are so comprehensive that

no s mall investor could possibly get anything

out of them. It is clear, upon reflection,

that the requirement to produce these data is

par t of an e f f o r t to cont ro l t he go ve r nanc e

o f Ame r i c an bus in ess, r a t her th an' ny c onc ern

top rot e c t the sm a 11 in vest 0 r .

The mere productio n of all this data

a t t e c t sbu s i ne s s decisions no less than

. g.overnment policy: in fact, they feed on

e a c hot her . Tho us and s 0 f Page s 0 f da t a ar e

regularly produc e d wi th a n e ye sol ely to
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influencing a possible business decision or

a government policy and are instantly

communicated allover the world in order to .

measure the reaction. All of this is done with­

out a brick being laid or a dollar changing

hands.

This cha i n 0 f eve n t sis pus h i ng bus i nes s

back to an old discredited form of economic

policy, which has now been dressed up in new

mod fashions which appeal to some modern

bus i ne ssm a nag e r s . ·1t has bee n pac kage d m0 s t

attractively by t he Pre sid en t of t he Un i ted

. states, who has referred to it in a state of the

Union address as a partnership between

government, business, and labor.

For such a partnership to exist, we would

have to adopt the vie w that businesshas beco me

':'""l:'c C i • • _.rc-T-........ _'!.. ri , _ _, .,,_~
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of the people whom they are elected or appoint ee

to s erv e.

Onc e on e s wallo ws t ha t p r em i s e , th e logi c

moves on to argue that there has been a

separation of owne r s hi p and management of
. . ,j-

the American corporation. This, in turn, is

used to make the argu ment that the corporatio n

has a life of its own, indep e ndent of its owne r s

and their interests and doub t is thu s cast

a separate class with separate interests

which are independent of the interests of

its owners and its employees. Vie would also

have to acce pt the propos ition t ha t the al most

three million wo r ke r s in the Federal qove r nmen t

are no longer the servants of the citizens as

envisioned by our Constitution, but that the y ,

in effect, also have become a separate estate

distinguishable fr om thosewith interests
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upon the corporati on's legit i macy . Data is

then produced to sho w to the prosecutor's

satisfaction th at corporate power to influenc e

output, employment an d th e inco me of millio ns
I

of Americans is gro wing year by year. The

historical j us tifi c a t i on fo r private

ownership of the me a ns of prod uction, na mely

that it would produc e , via th e force of

competition in the mar ketplace, th e highe st

social product, appeared to have been

unde r min e d . The len gth of t he r oad Vie ha ve

c ome can be meas ured by two inci.d ent s . The

flap c aus e d in 195 3 by t he misq uo t ation of

Cha r 1 i e IV i 1so n a l l e ge d1Ysay i ng what IVa s go od

for Genera l Mo t or s i s go od f o r Am er ica , has

now been enshrined as public polic y by th e

- '--" . ..
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96th Congress for Chrysler Corporatio n .

Private ownership has become so subverted

that the employees--including the professiona l

man age r s - - ha ve in e f f e c t be com e war ds 0 f the

state. Indeed the bailout of Chrysler

Corporation by the Federal government is a

denial of the right of private owners to fail,

which follows logically the denial of the righ t

to s uc c e e d. I fall t his is a c c e pte d, it be c om e s

clear that-so-called excess earnings are now I
justifiably claimed by government. The ch ain

is complete in which the government has

transferred the wealth of savers and equity

holders to others in our society . Since

markets cannot be fooled over time, this

ma s s i ve income transfer is reflected by the
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fact that the real rate of return on the

Standard and Poors common s t oc k index ha s been

negative since 1967.

The litany of wha t we have done to effect

t his t ran sf era f we a1 t h from the s a ver tot he

spender woul d make Colbert green wi t h e nv y .

Dean Mecki ng of Rochester put it this wa y :

"I t includ es wha t products can be marketed ,

how they can be ad vertise d, wha t the te r ms of

sal es ca n be , who can be hi red , wha t kin ds a f

war k in g ca ndi t ion s mus t be pro vi de d, what kin d

o f f r i nge benefi ts a re a llow e d , how l an d can

be us ed, what fi nancial reports mu s t con t a in,

who can be on the boa r d o f dir ec tors, whe t he r

plan t s can be c los ed, whet her producti on l ine s

can be altered a nd whe t he r ne w product ion

techniqu es c an be i ntro duc ed."
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All this adds up to a kind of modern

mercantilism in electronic clothing wh i c h

i s packaged as "partnership." However

flattering this "partnership" role might see m

t o the businessman, and it is very attractive

to some, there are at least two things wr o ng

with it. First of all, it contradicts the

basic American principle that our society IS

a collection of individuals, not institutions ,

and that the basis of our political lib erty i s

indi vi d ua l lib ert y. Carr i ed t o it s log i ca l

co n c l u s i o n, th is vie w o f so c ie ty mus t

u l t i ma t e l y replace the idea o f the indi vidu al

as the center of our socie ty wi th the no ti on

o f the stand estaat. The se cond thing wr o ng--- - - - - - - - -
with the partnership co nc ept is that , to th e

extent thatit succe eds, it will be an economic

disast er. I t repl ac e s e con om i c c ompe t i tio n
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among various entities with political

competition. I t creates an environment ln

which a corporation's well-being depends less

and less on its ability to produce a saleable

product or service and more and more on its

ability to secure a favorable interpretation

of some obscure subparagraph in the Federal

Register.

Corporations are the economic agents of

the people just as surely as governments are

their political agents . The failure to pr es e r ve

thi s dis tinc tion betwe en th e p r oper r:o le o f

economic ag ents and political authorities

threatens to politicize all economic decision­

making . To the extent this occurs, it will, and

in fact already has begun to, impair

fundamentally the capacity of the business
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system to provide jobs and raise productivity.

Once the economic marketplace is replaced

by the political process , wha t Frankli n

Roosevelt called the "great arsenal of

democracy " will be replaced by a shrin ki ng pie

with special interest political gro up s

fighting over their share. The state wi ll

become the receiver in bankruptcy of impotent

individual responsibility.

In the short run, some corporate managers

are t emp t edLo participa t e in the po li tica l

game to c ur r y f a v0 r , and many ha ve don C s o i n

"t he belief thei r enterpris es' survival depen ds

on it. But the longer term result of this

business/political st rat eg y is to bring all

decisions concerning output, employment and

resources allocation to Was h in g t on .
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Once this is achieved, one of the most powerful

e f f e c t s 0 f the res u I t i ng flood 0 f reg uI a t ion s

and laws and publicity is to create a powerful

incentive for us all to avoid risk of any kind.

Indeed, risk has already become the regulators '

new four-letter word, and is now used as a

pejorative, as in risky policy or risky

investment even though these phrases are

redundant.

This process tends to nul Li f y the capital

value of organizations de sign ed to make

economic decisions on economic gro unds.
,

Although there are undoub t edly many re aso ns

for the significant decline in the real market

value of American corporations, this

phenomenon surely has to rank as one of the

most important.
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We have revived Colbert's ancient and

disastrous "system of restraint and

regulation" with an efficiency beyond

anything he could have drea med or imagined .

Today it is even more da ngerous because we

ha ve s ome t h i ng Col be r t 1a c ked. \'/ e ha ve

computerized data . The co mbination of ­

mercantilist ideas with the torrents of

information that no w inundate American societ y

may be a greater threat to the survival of our

system of democratic capitalism than the Gre at

Depression or the Secon d Worl d Wa r .

Oliv er Wende ll Ho l mes on c e r em a r ke d t ha t

there are times when "we need education in the

obvious more than investigation of the

obscure. " What needs to be ma de obvious today

is that the solutions concocted by Colbert and

Lou is XIVwill no t 1'1 0 r k any bet t e r am 0 ng the

co mputer banks than they did in the Ha l l of

Mirrors in Versailles.
• • c .......




