CHAPTER TEN

“HE PERFECT PRICE

an has the advantage over the man of pleasure

The ﬁuﬁal i
for doing his duty to his

i facilities for self-improvement,

country, and for securing general happiness.
| PLATO, SOCRATIC DISCOURSES

ng enough, you hear a good deal about
art Mill, Adam Smith, John Maynard
sial of these heroes is Joseph A.
the Harvard economist who in 1943 published the iconic
Capitalism, Socialism, and Democracy. The seventh chapter of that work,
entitled “The Process of Creative Destruction,” is for many academics a
sacred text. “The process of creative destruction,” Schumpeter writes, 1S

the essential fact about capitalism. It is what capitalism consists in and
what every capitalist concern has got to live in.” Creative destruction is
an clegantly simple idea describing the :ndustrial mutation of old struc-

ore evolves from and “creatively

deparuncnt' St
the auto industry evolves from and replaces

utomation makes many factory and farm
obs in information technology, engineering,

Ifyou hang around economists 1o

Jeir intellectual heroes: John Stu
Keynes. Among the more controver

Schumpeter,

tures into new ones. The
destructs” the country storé:
the horse and buggy busines*
J:bs obsolete but creates neW ]
e B et v e
& | s cr.-- ClgnCl?Swe jave come to expect

e stampede tO’WaId_ - down, factories closed, stores shuttered,
will get t(:u'l 4 lives detoured. And that is as it should
' down that the good old days were

workers made redunjn Jnow deep



Vs

4ld want our own chifdren .

r { us W(} . d : b mtl
d. Few O ™ . factory or spending blistey; i

, s GO dirty 1a D2
not aliways ine in a hob ow. But in the Age of Cheap " ]::n-

ind a I .

ative destructt S th

he
mers under ]

lost our balance: Cr-e doubt
tive part that 15 11 ieth-century economics ig
creative par of twcntxeth C Y that Yoy

t _[nSI hts . 7
“One of the gl’ﬁi;l mg e innovation, Harvard trade Econﬁlnis
need excessIve pl‘oktls > wWhen P rices are kf:pt oo IDW, innovatj(m !
to me. . [T
Robert Lawrﬂll:]‘c » Underlying this is what economists call “perfeq, Com
. ible. I j
nearly ippess haracterized by a multitude of buyers and sellers, Many
petition,  a state € : . ;
products that are essentially interchangeable, and few if ARty ba.mgrs to
entry in a given market. Under this condition, prices are dcttrmined b},
supply and demand, which sounds like a good thing. But when Price js
the only distinguishing characteristic among products, competition deg
not necessarily lead to the innovation of better products or to stronger
more highly evolved industries. Often it leads where we wish it would
ntft go: to.a price war that discourages the Very creativity, entrepreneyr-
ship, and invention that we revere,
Low price i e .
Price was made possible by massive mnovation in distribution

and information exchange, com :
) uter- !
streamlined transportagion Puter-driven supply chajn wizardry, and

things within reach of ¢op

t
: n
ng;‘f-‘efs don't haye the megp, ;:g:h:' a‘;]d when Margins get too thin,
Vi ] . 4 .
o dm::xti of California higy, - :n E‘? be creative,
’ S:Fum retailing hoq teplaceg Glchi;nstein said that in the
our era”? le : Che MOtor i g
" 800d thing by, IOELD o houlties fyeq by é:: tﬂi o
to thejr €Normoys po & CIOSCI', the challe i
nefit Standard subor. dinaﬁzr' : Uhters have ser Zie;abcmme dca;
1 L - 1 .
:;htensrem said, the « Ost g S€ctor. Discounters
0 : ! ;
8raphic Iandscapc SincePtIl;iFi:d transformation in
€1gence of sybuyrbia



e gy

QSI”World War II Yﬁars‘" In t}ils news environmcnt

ot
Nl e et
o C‘hea;nh& sui:& :;mr rﬂ‘*“l_jo ais by definition Tls_kY- fmd z 15 mzdﬂ ’flll the. more so when
€ ag eV‘Er We }1&1; i nﬂov&‘; Ovcrlook th.': lorfg v ;ew]an ! t‘man' a J.ump 11'1' proﬁts every
I [B: 5 rﬁd‘hdf:fhcﬂ competition is mostly about price, innovation too oftey
Omics 4 h ; Mrm.backssat to cost cutting. Laying off wm;]cers and hiring cheaper
trade eco * o, e e WY 10 enhance the F:nottom hm?_ Another s to scoyr
dw, inng,, O, 05 1 for low-wage workers, especially those in countries with lack-
al] Perf topy, is (he WOT et of environmental and workers’ rights regulations, Nei-
jld seller, ¢ co, Jyster ;:lhese tactics is innovative, and neither in the long run contributes
any barne y dﬁ;rzwzh. And both ccmtril:iute to an erosion of income that leads 1o
etennined be E’ibf und a decrease in spendlrltg. s
t When, pri L K T echm]og)ppowcred globalization is often touted as a boon for busi-
Mpetition d ; ess and citizens alike. There is no question that this has been true for
©F 10 strop he consumer side of us, the bargain-hunting side. Withour steady access
wish it Woulg i the fruits of low-cost labor from abroad, Wal-Mart, dollar stores, @d
CNtrepreney, other discounters couldn't exist. Globalism has served our consumer side
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costs. Ricardo concluded that Portugal is far better off trading wine for

cloth, and England cloth for wine, than continuing to produce both on

their own—showing how trade between nations can increase efficiencies
b even when one country has a natural advantage over the other.

The law of competitive advantage applies not only to trade but to
everyday life. Consider a small law practice comprised of one lawyer and
one secretary. Let's say filing papers each day takes the lawyer one hour

N and the secretary two hours. Now let’s say the lawyer makes s200 an
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This brand of “creative destruction,” Mankiw, Greenspan, and
e argllt?ds will allow Americans to focus on what we do,'ozt- f}the;rs
ion and entrepreneurship. On the surface this seems to make Str;g;n\f;z'
United States is an innovative powerhouse, a place where ideas are bOr:
qaised, and coaxed into profitable ventures. Indian and Chinese WDl‘ker;
indeed do good work, and they do it cheaply. But what held true for the
rrade of wine and cloth in the eighteenth century does not necessarily
hold true in the post-Internet age.

The assumption that America is the land of endless innovation begs
, critical question: Can the majority of us be—or do we want to be—
constantly creative and inventive? Even if this unlikely prospect were the
case, Americans hold no monopoly on entrepreneurial zeal, creativity, or
iellectual firepower. Jared Bernstein, the chief economic advisor for Vice
President Joseph Biden, is an expert on international labor markets. “It's
he market cornered on talent and

pure hubris to say that we have t
brains.” he told me. Hubris is probably understating it. India, China, and
other low-wage economies are ramping up scientific and engineering

research with a vengeance. They are also educating their workforces. It
is estimated that only 15 percent of the world’s PhD’s in 2010 will be
' Nearly one-third

conferred on Americans, down from 50 percent in 1975

of those in graduate programs in science and engineering in the United

States are foreign students, many of whom return t0 their home coun”

m’ set up businesses, and surpass their American tivals. Other
oreign-born graduates stay here, competing for jobs.
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developing countries as well. Firms threaten to move facilities ¢
lower-wage settings or to import products made by low-wage workers if

their current workforce does not accept lower wages or working condj-

tions, to which there is no strong labor response.”
While Freeman does not believe that U.S. wages will be ratcheted

down to the China price anytime soon, he points out that how workers
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