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w
Neo-Liberalism"

The administration's "liberal" critics have little to offer
as an alternative to President Reagan's policies, perhaps
because, in electing Ronald Reagan and many Republican
congressmen, voters indicated they believed that big
government is a problem and not a solution. In the
absence of captivating ideas from traditional or New Deal
liberals, the press has devoted much attention to the so-
called neo-liberals, largely Democrats who supposedly are
willing to "respond to the realities" of present conditions.
However, neo-liberal proposals are based on the same
faith in government solutions — even if not the same
programs — as those of the New Dealers'. Voters seem-
ingly have rejected that faith. The focus of neo-liberals is
on production as well as income distribution, but it still
reflects the view that government should and can improve
the general welfare by legislative means.

Many so-called liberal politicians of today look back with
great pride at the Franklin Roosevelt-Truman-Kennedy-
Johnson tradition of activist government. This tradition,
which we will call "New Deal liberalism" for the sake of
simplicity, seems to be based on the faith that paternalistic
government is needed to solve virtually any social and
economic problem that arises.* The present nostalgia may
have arisen because New Deal liberalism has run into hard
times: as Government intervention seems to have produced
only more complex problems.

Writing in the Wall Street Journal, March 16, 1982,
Arthur Schlesinger, Jr. lamented: "The republic is assailed
by problems to which no one knows the answers. We
face, all at once, chronic inflation; declining productivity;
excessive interest rates; a dangerous burden of private
debt; diminishing ability to compete in world markets;
the passing of the age of cheap energy; frightening long-
term decay in the nation's infrastructure, in the great
cities and in the Northeast and the Middle West; inexora-
bly rising costs of government; inexorably growing human
problems as the social budget is cut; a contagion of business
bankruptcies; increasing doubt about the strength of the
financial and corporate structure, and in recent weeks a
spreading, haunting fear that, for the first time in half a
century, a major depression is no longer inconceivable."

These problems may not be Mr. Schlesinger's overriding

* We do not usually employ the terms "liberal" or "conservative,"
because they are so vague. It is not at all clear what liberties
"liberals" wish to advance, or what practices "conservatives" wish
to conserve. Nevertheless, most politicians today are classified, and
even classify themselves, somewhere on a "liberal-conservative"
spectrum according to, respectively, how much they favor political
and bureaucratic controls over the Nation's resources to promote
a specific vision of economic or social justice. With many excep-
tions, today's conservatives are concerned with the equality and
fairness of the process, while liberals today are concerned with the
equality and fairness of the results. In this article we use the name
"liberal" in this sense.

concern; the identification of problems usually provides
fodder for the interventionists' programs. The shock for
such persons may be that the Nation's voters elected in
1980 a President and many Congressmen who believe that
big government is the problem.

The problems Mr. Schlesinger cites did not occur
in a policy vacuum. They were at least partly the result
of policies adopted by this country's ruling New Deal
liberals during the past 50 years. Great dissatisfaction
with the poor performance and high cost of the paternal-
istic Federal Government no doubt led many voters to
reject most New Deal liberal candidates who, like
Schlesinger, in recent years have offered a future of only
higher taxes, more spending programs, and more rhetoric
of "compassion." As Congressman Henry Reuss of Wis-
consin recently said, "While we sit here [at the ADA
convention] the most abrupt and radical redistribution
toward inequality of wealth and income in history is
taking place." These typical New Deal liberals' opinions
of the administration's programs are hardly surprising.
What is surprising is that they have not proposed new
programs or initiatives.

The Neo-Liberal "Alternative"

Comes now a new political animal, the neo-liberal.
Neo-liberals, we are told, are liberals who are not afraid
to tamper with some of the near-sacred New Deal-Fair
Deal-Great Society programs. These are a new breed of
pragmatic politicians who, as Senator Paul Tsongas writes
in his new book, are not afraid to "respond to the reali-
ties" of current problems.f Neo-liberals, looking at the
1980 election results on one hand and the disastrous
results of the standard New Deal approach on the other,
are "realists" enough to talk of the need for a new
approach. The problem is, when one looks at their "inno-
vative" suggestions one can see that they are based on
many of the assumptions made by the now-discredited
New Deal liberals.

An example is the "new" approach on investment.
John Maynard Keynes wrote in 1936, "I conclude that
the duty of ordering the current volume of investment
cannot safely be left in private hands, "f Today's neo-
liberals take basically the same approach; they, too, dis-
trust private-sector outcomes. Professor Robert Lekach-
man of the City University of New York and author of
the book Greed is Not Enough: Reagonomics, believes a
National Investment Authority should be created to
channel funds "to regional subsidiaries who will be
encouraged to foster community-based cooperatives,

f Paul Tsongas, The Road From Here — Liberalism and Realities
in the 1980's, published by Alfred A. Knopf (1981).
** John Maynard Keynes, The General Theory of Employment,
Interest and Money, London, U.K., MacMillan and Co., 1936
(1940), p. 320.
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church-sponsored housing, and union-managed enter-
prises." The Professor argues that with this new invest-
ment authority, "the funds diverted from speculative and
socially useless private investment will be the sources of
renewal in housing, public transportation, and health-
care — areas in which private enterprise has conspicuously
failed to meet the needs of most Americans."* MIT
professor and neo-liberal economist Lester Thurow also
favors the creation of a governmental central investment
planning agency, as does Felix Rohatyn the New York
investment banker.

Lester Thurow and Senator Tsongas further argue that
government should be concerned with promoting the eco-
nomic growth of the private sector by specific training,
research, and development programs to favor specific
industries. Neo-liberals, being "pragmatic" and "dealing
with the realities of the 1980's," realize that unless busi-
ness prospers, the social welfare programs of the Federal
Government that serve their constituents will not be af-
fordable. Thurow and Tsongas seem to believe that
the private sector exists for the sole purpose of paying
the bills of the state and that political action is more
useful for improving human conditions than private or
personal efforts.

Another neo-liberal alternative is worker self-manage-
ment. Post-1980 election liberals frame their arguments
using the Japanese "quality circle" as their ideal. Mark
Green, president of "The Democracy Project" and a
long-time Nader associate, argues that "economic democ-
racy" (worker self-management) will enhance quality,
motivate workers, and improve the efficiency of the
private sector. Green, writing in The New York Times,
suggests that companies should be forced (by law) to give
"adequate notice" to state and local governments before
closing plants.f Green also argues that the government
should guarantee loans and give tax breaks to aid em-
ployees who wish to acquire corporations they work for.
Green feels that "many of our largest firms are not
innovative and [are] burdened by bureaucracy." Of
course, in his extensive analysis, Mr. Green never con-
siders if decades of inflating and government intervention
had anything to do with promoting these non-innovative
and bureaucratic corporations. Two of the many effects
of inflating have been to increase merger activity, giving
the appearance of "bureaucracy," and to decrease the
level of innovation, as managers focus more on short-term
goals because the long term becomes too risky. Today's
conditions reflect decades of New Deal fine tuning,
intervention, and inflating.

We mention one last alternative. Senator Carl Levin of
Michigan, in neo-liberal fashion, admits that sometimes
bureaucrats can be arrogant and inflexible. His solution is
to teach public-sector managers how to manage more
effectively. John Kenneth Galbraith (a self-proclaimed
socialist, but supportive of so-called liberals, neo, and
others) said in an interview with Ben Wattenberg last
year, "One of our great areas of neglect has been in the
art and practice of public administration. We are never
going to escape large organizations, public or private, but
we do need to address ourselves to their better perfor-
mance."

In a way, this is a remarkable switch. In the past, New
Deal liberals have held a view similar to the one expressed
recently by neo-liberal Lester Thurow at the ADA con-

* These quotes are taken from an article Professor Lekachman
wrote for The New York Times on February 22, 1982.
f March 7, 1982.
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vention: "I don't care how many people are on food
stamps who don't belong there . . . abolishing hunger is a
success." Here Thurow is expressing the old approach of
throwing money at a social problem no matter how
inefficiently that money may be spent. Senator Levin's
approach of seeking better management appears to be the
last hope of those who still see government as the key
ingredient to any cure for the Nation's economic ills.

As the partial listing of the neo-liberals' concerns sug-
gests, the "neo" portion of neo-liberalism appears to be a
focus on problems of production (supply-side anyone?),
rather than on the traditional "liberal" preoccupation
with distribution. Thus, while there is a strong element of
"me-too" to the neo-liberals' rhetoric, they do seem to
differentiate themselves from the President and his fol-
lowers by saying, "Yes, we understand that govern-
ment has failed, but what is needed is not less govern-
ment but better government.

HENRY GEORGE ON
THE ULTIMATE RESOURCE

Henry George completed his major work, Progress and
Poverty, in 1879. In the following excerpt he summarized
his findings concerning the question of population growth
and "'the limits of subsistence." Readers will note the
similarities of George's position to that of Professor Julian
Simon whose book, The Ultimate Resource, we reviewed
last week. It is a sad commentary on the state of the
study and the teaching of economics that this issue has
not been put to rest.

From Progress and Poverty, Book II, Chapter III:

"Now this limitation of space — this danger that the
human race may increase beyond the possibility of find-
ing elbow room — is so far off as to have for us no more
practical interest than the recurrence of the glacial period
or the final extinguishment of the sun. Yet remote and
shadowy as it is, it is the possibility which gives to the
Malthusian theory its apparently self-evident character.
But if we follow it, even this shadow will disappear. It,
also, springs from a false analogy. That vegetable and
animal life tend to press against the limits of space does
not prove the same tendency in human life."

"Whichever way it be turned, the reasoning by which
[the] theory of the constant tendency of population to
press against the limits of subsistence is supported shows
an unwarranted assumption, an undistributed middle, as
the logicians would say. Facts do not warrant it, analogy
does not countenance it. It is a pure chimera of the
imagination, such as those that for a long time prevented
men from recognizing the rotundity and motion of the
earth. It is just such a theory as that underneath us
everything not fastened to the earth must fall off; as that
a ball dropped from the mast of a ship in motion must
fall behind the mast; as that a live fish placed in a vessel
full of water will displace no water. It is as unfounded, if
not as grotesque, as an assumption we can imagine Adam
might have made had he been of an arithmetical turn of
mind and figured on the growth of his first baby from
the rate of its early months. From the fact that at birth
it weighed ten pounds and in eight months thereafter
twenty pounds, he might, with the arithmetical knowl-
edge which some sages have supposed him to possess,
have ciphered out a result quite as striking as that of Mr.
Malthus; namely, that by the time it got to be ten years
old it would be as heavy as an ox, at twelve as heavy as



an elephant, and at thirty would weigh no less than
175,716,339,548 tons.

"The fact is, there is no more reason for us to trouble
ourselves about the pressure of population upon subsis-
tence than there was for Adam to worry himself about
the rapid growth of his baby. So far as an inference is
really warranted by facts and suggested by analogy, it is
that the law of population includes such beautiful adapta-
tions as investigation has already shown in other natural
laws, and that we are no more warranted in assuming that
the instinct of reproduction, in the natural development
of society, tends to produce misery and vice, than we
should be in assuming that the force of gravitation must
hurl the moon to the earth and the earth to the sun, or
than in assuming from the contraction of water with
reductions of temperature down to thirty-two degrees
that rivers and lakes must freeze to the bottom with every
frost, and the temperate regions of earth be thus rendered
uninhabitable by even moderate winters. That, besides the
positive and prudential checks of Malthus, there is a third
check which comes into play with the elevation of the
standard of comfort and the development of the intellect, is
pointed to by many well-known facts. The proportion of
births is notoriously greater in new settlements, where the
struggle with nature leaves little opportunity for intellectual
life, and among the poverty-bound classes of older coun-
tries, who in the midst of wealth are deprived of all its
advantages and reduced to all but an animal existence, than
it is among the classes to whom the increase of wealth has
brought independence, leisure, comfort, and a fuller and
more varied life. This fact, long ago recognized in the
homely adage, "a rich man for luck, and a poor man for
children," was noted by Adam Smith, who says it is not
uncommon to find a poor half-starved Highland woman has
been the mother of twenty-three or twenty-four children,
and is everywhere so clearly perceptible that it is only
necessary to allude to it.

"If the real law of population is thus indicated, as I
think it must be, then the tendency to increase, instead
of being always uniform, is strong where a greater popu-
lation would give increased comfort, and where the
perpetuity of the race is threatened by the mortality
induced by adverse conditions; but weakens just as the
higher development of the individual becomes possible
and the perpetuity of the race is assured. In other words,
the law of population accords with and is subordinate to
the law of intellectual development, and any danger that
human beings may be brought into a world where they
cannot be provided for arises not from the ordinances of
nature, but from social mal-adjustments that in the midst
of wealth condemn men to want. . . . "

MANUFACTURERS' ORDERS,
SALES, AND INVENTORIES

Manufacturers' orders, sales, and inventories continued
to deteriorate through January, giving no indication of an
impending end to the cyclical contraction of industrial
output. Data for succeeding near months may show
otherwise, but it would be total speculation to assert now
that they will do so.

Note: All data are adjusted for seasonal variation.

According to the Department of Commerce, manufac-
turers' new orders in current dollars during January
totaled $157.59 billion, a 1.2 percent decrease from a
revised 0.3 percent decrease during December. (New
orders for December had previously been reported as a

0.2 percent increase.) At $157.59 billion, January's cur-
rent-dollar amount of new orders was the lowest since
August 1980. New orders for durable goods fell 1.7 per-
cent to an adjusted $78.39 billion, following a decrease of
0.2 percent during December. New orders for nondurable
manufactured goods decreased 0.6 percent to $79.2
billion in January; such orders declined 0.3 percent in
December.

Unfilled orders (approximately 95 percent of which are
durables) totaled $320.31 billion at the end of January,
an increase of 0.1 percent from December. However, in
constant (1967) dollars, January's unfilled orders de-
creased 0.5 percent. Manufacturers' shipments (sales)
during January were down 2.4 percent to $157.16 billion
in current dollars, after decreasing 0.6 percent in Decem-
ber. In constant dollars, January's decrease was 3.0 per-
cent. Factory inventories for January decreased 0.4 per-
cent, following a 1.1 percent decrease in December. In
constant dollars the monthly decreases were 1.0 percent
and 1.3 percent, respectively, for January and December.

As the accompanying table reveals, almost all compo-
nents of manufacturers' activities have decreased sharply
in constant dollars during the past two 3-month periods.
The exception is inventories, which historically have in-
creased during contractions and have not decreased until
sales turned up, which usually was near the end of reces-
sions. The decrease in inventories for all manufacturers
and for durable goods manufacturers in the most recent
3-month period may be partially attributable to the
limited growth during the brief expansion between the
current downturn and the 1980 recession. Manufac-
turers probably have remained cautious also because
interest rates remained high. For whatever reasons, manu-
facturers entered this recession with inventories 4.4
percent below the peak volume of January 1980. Never-
theless, as we discuss below, that was too high in relation
to their sales, which subsequently plummeted.

The accompanying chart shows the recent declines in
constant-dollar manufacturers' orders, sales, and inven-
tories. Manufacturers have cut back output sharply since

MANUFACTURERS' ORDERS,
SALES, AND INVENTORIES

(Constant Dollars)

Compound Annual Rates of Change
During 3 Months Ended:

Apr. Jul. Oct. Jan.
1981 1981 1981 1982

New Orders

All manufacturers
Durable-goods mfrs.
Nondurable-goods mfrs.

Unfilled Orders*

All manufacturers
Durable-goods mfrs.
Nondurable-goods mfrs.

Sales (shipments)

All manufacturers
Durable-goods mfrs.
Nondurable-goods mfrs.

Inventories*

All manufacturers
Durable-goods mfrs.
Nondurable-eoods mfrs.

-6.7
-0.2

-12.8

-7.1
-1.8
-9.1

-6.3
+1.5

-13.4

-1.9
+2.6
-5.2

+1.2
+4.1
-1.9

-2.4
2 4

+4.7

+1.7
+4.8
-1.5

-0.5
-0.2
-0.9

-13.5
-24.2

-0.6

-2.2
-4.5

-10.2

-7.5
-14.9

+0.4

+6.4
+7.6
+1.4

-17.5
-25.0
-10.0

-9.8
-12.0
-25.5

-18.6
-25.9

-9.8

-1.0
-3.4
+0.9

End-of-month figures.
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3-RING BINDERS AVAILABLE
AIER is now offering 3-ring binders for Research Re-

ports and other Institute publications. These attractive,
high-quality binders have a dark blue vinyl cover, with
"Research Reports/Investment Guide" printed in gold
lettering on the front and "American Institute for Eco-
nomic Research/American Investment Services, Inc." on
the spine. Each binder will hold a full year of both Re-
search Reports and Investment Guide. The binders are
available for $5 each, including postage and handling,
which approximately covers our cost. Please allow a few
weeks for delivery.

this recession began (see our report on industrial produc-
tion in Research Reports of March 8) in an attempt to
keep tight rein on their inventories. Nevertheless, manu-
facturers have seen their sales-to-inventory ratios decrease,
because of sharp decreases in their sales. Their sales de-
creased at a rate of 18.6 percent in constant dollars
during the most recent 3-month period. This decrease was
the largest 3-month decrease since June 1980, but total
inventories then were 4.6 percent higher in constant-dollar
terms than most recently.

Conditions in the auto industry illustrate how the sales
rate determines whether a given volume of inventory is
high or low. In January 1982, U.S. dealers had 1.4
million cars on their lots, which was a 97 days' supply at
the January daily selling rate. In November 1980, inven-
tories also were 1.4 million units, but the days' supply
was only 65, because the selling rate was higher then.

Thus, in spite of the seemingly good inventory position
of manufacturers going into this recession, the ratio of
sales to inventory has dropped sharply, and for durable
goods it is near the 1980 trough level. As the chart
reveals, the trough levels for the 1970 and 1973-75
recessions were substantially lower for all categories.

Thus, forecasts about future industrial output based
on, say, declining inventories are not likely to be useful
unless the inventories are viewed in relation to sales. As
the accompanying charts also show, the sales-to-inventory
ratios have usually turned sharply at troughs. These sharp
turns reflected both upward turns in sales and continuing
declines in inventories. For data through January, there
are no signs of a reversal of the deterioration in either
manufacturers' new orders or sales. And without an up-
turn in these, manufacturers as a group will not be
induced to increase output in order to stem their inven-
tory slide.

We remind you we are using data through January, the
latest available at this writing. February and March data
may show a change, but they may not, too. Thus, we are
restricted by the data simply to repeat that the latest
available data for manufacturers' orders, sales, and inven-
tories indicate no sign of an end to the current recession.
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