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PREFACE


This book tells the story of how a little-known formula emerged from the embers of the Great Depression and World War II to become the global standard for how to run an economy.


The story is told through the remarkable people who made it happen and those, equally remarkable, who foresaw trouble ahead. They were, in each case, the children of war and poverty, but they had a single-minded determination to create a better, more prosperous, more equitable, and more peaceful world than the one they had been born into. They had radically different ideas on how to go about it. And by and large, the ideas of only one group, those who wished to keep the status quo, prevailed.


My interest in the topic was sparked more than thirty years ago in a school economics class in Karachi where our teacher1 introduced GDP by scribbling six symbols with white chalk on a slate blackboard. A few months later, in another economics class, this time in London, a different teacher scribbled the same symbols.


I remember wondering why the economy of one of the world’s poorest countries, which at the time was also run by a military dictatorship, could be judged in the same way as one of the richest. I resolved to one day find out, and this book is the result of that quest.


Although The Great Invention draws on economics, history, politics, and science, it is not principally a work of history or of science; nor is it a textbook of macroeconomics. There are many and better accounts of what GDP is and how it is compiled.2 There are also more comprehensive studies of economics and the environment—many referenced in the notes at the end of this book. The Great Invention instead presents a narrative account, though one that is based mostly on authentic and sometimes neglected source materials, together with the results of hundreds of interviews. These have been conducted over nearly two decades during the course of my working life as a journalist navigating the boundary between science and policy.


GDP is an idea that began with good intentions but has undoubtedly outlived its usefulness. The answer, however, is not to abandon it, as some are advocating. More than anything, I want to show that GDP can change—and change so it can measure the things that matter. Indeed, it must if we are to begin to reverse many of the problems that have beset our societies, including rising inequality and possible environmental collapse.


What began as a useful measure to assess a country’s prosperity and then measure it against its peers has trapped our societies and our leaders into a system from which we are unable to free ourselves. We must, and this book shows how we can.




Prologue


Lost History




This is your heritage. Original documents are now in your hands. If they are damaged or lost, they cannot be replaced and a piece of history will be lost.


—Notice in the research room, 
National Archives and Records 
Administration, Washington, DC







It is late spring 2014 in Washington, DC, a couple of days before the National Cherry Blossom Festival and I’m standing on a windy Pennsylvania Avenue outside the offices of the US National Archives. This giant of a building, a colossus of concrete and Corinthian columns, holds America’s founding documents. Visitors from all over the world come here to catch a glimpse of the Declaration of Independence and the Gettysburg Address.


In the course of writing and researching this book, manuscript tourism has become something of a passion of mine, too. But I was here to look for a much less famous, indeed forgotten, piece of American history. I say “forgotten” because when I inquired from London some months earlier, the archivists weren’t certain that they had the document I was looking for.


The paper in question is the first comprehensive listing of America’s national income. It is called National Income, 1929–32; published at the end of January 1934, it was commissioned by a committee of the US Senate a year earlier. The task was handed to a talented young economist who had emigrated from Russia. For Simon Kuznets, National Income would be the job that would define the rest of his career. But it would also eventually estrange him from later US administrations. He would become an outsider to a process he helped create, in spite of later securing the Sveriges Riksbank Prize in Economic Sciences in Memory of Alfred Nobel, commonly known as the economics Nobel prize.


There are copies of Kuznets’s document circulating online, but I wanted to view the original.


A solitary policeman greeted me at the front of the building. “Hello, I’m visiting from London, and I’ve come to view the first edition of the US national income,” I explained, a little tentatively. He took a quick look at my bag and waved me through to the reception area, a cavernous space devoid of much natural light where I waited by a desk occupied by two of his colleagues.


I repeated my request, and after several phone calls to staff in different parts of the building, I was sent to a fourth officer. At this point I was beginning to wonder if they would let me through, when the police officer loudly said, “Belt.” Nervously, I started to remove my belt. The officer broke into a smile and pointed to a small conveyor belt where I was to place my jacket and laptop. I had been cleared by security and was allowed to proceed.


With the security ritual over, I passed through a set of giant metal double doors, into an elevator that took me to the fifth-floor Research Room. There in a box file I hoped to find Kuznets’s original document.


There was a six-page summary typed in the familiar Courier font of the time, double-spaced on paper only slightly yellow with age. The box also contained memos from the office of Senator Robert M. La Follette, who had commissioned the report, as well as letters from organizations asking the report’s publishers for copies.


But the original document was missing. To this day no one knows where it has gone.






Introduction


The Great Invention


Washington, DC, December 7, 1999: members of President Bill Clinton’s economics team were assembled for a press conference to announce the US government’s achievement of the century. The once invincible Federal Reserve Board chairman Alan Greenspan was there, as was Clinton’s top economics adviser, Martin Baily; Commerce Secretary William Daley and Undersecretary Robert Shapiro were in the audience too. As the identity of “one of the great inventions of the 20th century”1 was revealed, the only notable absentee was Clinton himself.


As US government agencies go, the relatively small Commerce Department is responsible for a collection of critical government-run services, every one of which could have been a contender for the top prize. It is responsible for patents: the department issued 6 million of them in the 20th century (compared with 600,000 in the previous two centuries combined). It also developed the census and introduced the US National Weather Service. “We built the first atomic clock and we had a hand in creating the 911 emergency phone number,” Daley said. “We are the smallest of the cabinet agencies, but we have accomplished the most—in my unbiased opinion,” he added, injecting some humor into what could have been a very dry affair.2


But the Commerce Department’s achievement of the century would be something else, something that one might ordinarily struggle to describe as an invention. The department’s achievement of the century was a simple formula consisting of six letters: the formula for gross domestic product, or GDP.


“Think of it this way,” Daley added. “A doctor can only make a diagnosis and prescribe a treatment after first sitting down and piecing together all the test results that have been taken. And economic policy makers are very much like doctors. So what the GDP accounts have done is to give us the tools to make those critical decisions.” GDP, Shapiro would add, is “a living, growing monument to the ability of American economic genius.”
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Governments from the earliest times have wanted to count and measure that which falls in their domain of influence. They have sought to map the distances between towns and cities; they have looked for ways of quantifying the nation’s stock of natural resources, such as water and fossil fuels. Governments also like to know how much their citizens earn, so that they can levy the appropriate amount of tax.


But before Simon Kuznets’s 1932 report on national income, governments in the Western Hemisphere had a weaker grip on this kind of knowledge. Unlike the more centrally planned states in the Soviet sphere of influence, countries such as America and Britain knew less about what their citizens earned, or the state of their economic production and consumption. At the same time, there was no agreed method to work out how much money was coming in and how much was being spent by the state. Countries didn’t know with precision how much businesses were producing, nor did they have much of a sense of consumption patterns. This is what GDP was partly intended to fix. Forged in the fires of the Great Depression and the Second World War, the rationale behind GDP was that governments needed such data.


For arguably a majority of economists, and certainly for the assembled Washington gathering, GDP provided nations with an accurate account of their economies. The act of measurement also enabled, or coincided with, their nations becoming wealthier. The world’s richest nations belong to a club called the Organization for Economic Cooperation and Development, or OECD. According to the OECD, today’s nations are in effect ten times richer when their GDP of today is compared with their GDP in the early 1800s.3 And it is no coincidence that this increase has coincided with the eighty years in which calculating a nation’s GDP has been a global activity.


In his remarks to the gathering Daley flashed up a slide showing a simple chart with three vertical bars colored in black. The three bars represented America’s GDP for three different years. Two of the three bars illustrated data for 1900 and 1929, before GDP was formally worked out. The third represented GDP in 1999.


America’s GDP for 1900 was a lowly $290 billion. Twenty-nine years later it was $730 billion. In 1999, six decades after the great invention, US GDP had leapt to $9.2 trillion. Next to the other two years, that period appeared like a skyscraper on Daley’s slide. “Gone are the bank runs, the financial panics, the deep and drawn out recessions, and the long lines of the unemployed,” Daley said. “Obviously, the GDP accounts are not solely responsible for putting America’s economy on a steadier track—as much as I’d like to make that claim. But no question about it: They have had a very positive effect on America’s economic well-being.”


The Washington party therefore had an extra-special resonance for the DC elite: at the same time as celebrating one of their own—William Daley—Alan Greenspan and colleagues were honoring a system of measurement that had contributed to the United States becoming the most powerful nation on Earth.
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The only hint of caution that morning came, ironically enough, from Greenspan. This was still some years before the crash of 2008, and the Federal Reserve Board chairman was at the height of his powers and regarded as the chief architect and steward of America’s seemingly unending run of prosperity. “I cannot say what the size of the economy will be 1 year from today or 100 years from now,” Daley joked. “But I can say that when we reach the next milestone—$10 trillion—will depend a lot on . . . Chairman Greenspan.”


Amid the celebrations, however, the Federal Reserve Board chairman had a warning for his audience. In the very mildest of terms, he said that it would be wrong to conflate GDP with quality of life, and he cautioned that an increase in one did not necessarily mean an increase in the other. Just because a country such as the United States has high rates of economic growth, it doesn’t automatically mean it will enjoy a high quality of life, Greenspan said. To illustrate what he meant, Greenspan asked his audience to compare how people in the northern states cooled themselves during the summer months compared with folks in the South. While the northern residents were fortunate to enjoy cool sea breezes, those down south had to turn up the air-conditioning. While both, you could say, enjoyed an equally high quality of life, in GDP terms, the air-conditioned group would come out on top. “The wonderful breezes you get up in northern Vermont during the summer, which eliminates the requirement for air conditioning, doesn’t show up in the GDP,” Greenspan added.4


Greenspan was correct. GDP is neither a measure of welfare nor an indicator of well-being. That is because it is not set up to recognize important aspects of our lives that are not captured by the acts of spending and investing. There is no room in GDP for volunteering or housework, for example; nor does it recognize that there is value in community or in time spent with families. More measurable things such as damage to our environment are also left out, as is job satisfaction. GDP doesn’t even measure the state of jobs.


Greenspan’s was by no means a lone voice cautioning against reading too much into GDP beyond what it says about the state of production, or spending, or incomes. From the earliest days, its inventors, including Simon Kuznets and the British economist John Maynard Keynes, understood that it is not really a measure of prosperity, and Kuznets in particular became skeptical of the way in which his invention was being used as a proxy for this. As far back as 1922, the English banker and statistician Josiah Stamp questioned why national income did not include the value of housework or volunteering and remarked that the trend seemed to be to value those things that are important to rich people.5


Today, such voices have been joined by many more, including the leaders of developed and developing nations. Together with government ministers and civil servants, academics, campaigners, and business folk, they recognize that GDP has strengths but also flaws, and they want change. But they cannot agree on what could or should change, and they are even less certain about how change could happen.


Many support the idea that world leaders should be encouraged to follow a “dashboard” of numbers, of which GDP could be one, alongside indicators of the state of a nation’s health, education, employment, living standards, environment, and well-being. This dashboard might include the Human Development Index, a pioneering idea that in a single number captures life expectancy, literacy and schooling alongside income. The HDI was created more than twenty-five years ago as an alternative to GDP but would stand for better things, according to one of its architects, the Pakistani economist Mahbub ul Haq.6 A dashboard of alternatives to GDP might also include Gross National Happiness, an innovation from the landlocked state of Bhutan. India’s Nobel Prize–winning economist Amartya Sen famously said that if you wouldn’t drive a car by looking at a single indicator, say, the fuel or temperature gauge, why adopt such a flawed principle to managing an entire economy?


Sen has a point, and I for one wish that such a multifaceted approach became the norm. But the practice of the past eight decades tells us that our leaders are not quite ready to embrace the complexity that Sen and so many others are advocating. If anything, in our era of Big Data, the volume and frequency of information are greater than at any time in history. Policy makers, at the same time, are on the whole less expert than they once were. More than ever they need an index that can capture complex phenomena and represent them in easy-to-digest formats. That is quite possibly why, in the years since the introduction of the HDI and the many indicators that have come in its wake, one index continues to reign, and that is GDP. While it is true that nations are now better informed on the alternatives, it is GDP on which our leaders are judged. Even if every single one of the alternatives on the dashboard were to show a positive sign, it is economic growth (for which read GDP) that matters at the ballot box for any serving head of government and his or her finance team. So long as growth remains the overriding objective, that effectively means there will always be a higher priority for economic policies that result in higher production and higher consumption, no matter what the costs of those policies may be.


If we are to assume that GDP isn’t going away anytime soon, then the challenge is not about introducing a better alternative indicator, because that won’t make a difference to economic policy making. The challenge has to be to change GDP itself so that it is better able to represent the things that matter to us.








One


GDP and Its Discontents




The government are very keen on amassing statistics. They collect them, add them, raise them to the nth power, take the cube root and prepare wonderful diagrams. But you must never forget that every one of these figures comes in the first instance from the chowky dar (village watchman in India), who just puts down what he damn pleases.


—Josiah Stamp, Some Economic 
Factors in Modern Life (1929)





GDP is the world’s principal measure of economic growth. It is regarded by many as a proxy for prosperity, a single number meant to indicate if countries and their citizens are doing well or badly.


In practical terms (and for the purposes of this book) GDP is defined as an indicator of spending.1 It is the sum of what we spend every day, from the contents of our weekly shopping to large capital spending by businesses. GDP also includes many of the myriad things that our governments pay to produce,2 from relatively inexpensive things such as libraries and streetlamps to naval dockyards and nuclear weapons, whose cost is calculated in the billions.


In most countries GDP is published every quarter, following surveys of households, businesses, and government spending carried out by an arm of the government known as an office for national statistics. These surveys take place on an epic scale. In 2014, the UK’s Office for National Statistics sent out more than 1.5 million survey forms and sampled almost 350,000 businesses. Businesses especially do not have any choice. Under the Statistics for Trade Act 1947 it is compulsory for a business to take part in GDP data collection if asked to do so.3


The Internet heaves with global GDP rankings. If you measure GDP per person, then the countries with the highest GDP tend to be from the Nordic region. If you measure GDP in absolute terms, then the top-ranked nation is the United States. By the end of 2015, America’s GDP was about $18 trillion. China’s was $11 trillion, in second place, though fast catching up. Britain’s was a more modest $4.3 trillion.


Like all league tables, global rankings of GDP are watched hawkishly by those whose futures depend on their position in the table, and that includes presidents and prime ministers, ministers of finance especially, and opposition political parties too. And, as with any kind of ranking—like those of football teams or universities—those being watched make it their business to do what they can to maintain their position and, if possible, to best it.


GDP is also monitored closely by an assortment of outside individuals and organizations, including central banks, whose job it is to manage the nation’s money, as well as financial commentators, and those who make money by predicting what the next quarter’s GDP figures will be. Then there are international institutions such as the OECD, the financial markets, and of course the media in all its varied forms. Last but not least, GDP is a huge topic in economics education, from schools to university seminar rooms.






GDP in Symbols


I first learned about GDP in a high school economics class in the early 1980s. One afternoon our teacher picked up a piece of white chalk and wrote the following six symbols on a blackboard:




Y = C + I + G + (X – M)




C, he told us, is what consumers spend in the shops.




I is what businesses spend.




G is spending by governments.




X is what companies sell to customers abroad.




M is what we buy from sellers overseas.




Put them all together and you get the total of a country’s GDP (Y).






Recently in my parents’ garage I rediscovered my economics lecture notes, still held together in a red ring binder.4 Among the papers was a copy of an examination paper that included a question on GDP. Candidates were asked to define economic growth and then “give one disadvantage” of economic growth. Intriguingly, we were never taught that growth was automatically a good thing. On the contrary, as students we were encouraged to understand and debate the pros and cons and then make up our own minds.







The quarterly announcement of GDP figures ranks as one of the great rituals of modern political life. It is a day infused with drama and theater, both real and manufactured. News of the announcement of GDP figures will be trailed by the media beforehand. If GDP is more than in the previous three months, senior politicians of the party in government will take to the air, crowing about their prowess in economic management. But if GDP drops, even temporarily, or if it flatlines, opposition voices will call for heads to roll.


Even the smallest of falls is seized on by political opponents as evidence of economic incompetence, as George Osborne, the UK’s Conservative minister for finance, learned in 2012. Britain’s GDP figures between April and June 2012 (published at the end of July in that same year) showed that GDP had contracted by 0.7 percent.5 This was no sudden drop, and the figures later recovered, but it was the steepest quarterly fall since 2009 and there was a discernible sense of panic in the country. Many (including a few in the government’s coalition partners from the centrist Liberal Democrat party) seized the opportunity to call for Osborne to resign. Newspaper headline writers were even less kind, with the left-leaning Independent dubbing Osborne, who had been in the role just one year, Britain’s “work-experience chancellor.”6 Osborne and his prime minister, David Cameron, never made the same mistake again. All leaders of all nations know that their electoral success depends in large part on helping their citizens prosper, which means that GDP figures can only point in one direction.


Paradoxically, just as Britain’s GDP took a momentary dive, other economic indicators were heading upward. For example, in the same three months, from April to June 2012, an extra 200,000 people were in jobs compared with the previous quarter and most of these were working in the private sector. Between June and August unemployment fell again by a further 50,000.7 Inflation meanwhile remained historically low, at around 2.4 percent, and more people were taking loans to purchase houses compared with the same period in the previous year.8 Even receipts from value-added tax (an indirect tax on spending) were up by 6 percent, suggesting that consumers were confident enough to spend in the shops.


So, while on the one hand GDP was falling, several other economic indicators were more positive, suggesting that the indicator for falling economic growth was not on its own a sign that everything is going to pot.


The opposite can also be the case, however. Rising GDP does not automatically mean that all is well with a country’s people and their finances.


Take debt, for example. Countries with healthy GDP figures can include large numbers of people in debt. That is in part because all those loans, unpaid credit card bills, and mortgages show that people are spending money somewhere, and higher consumer spending is a positive indicator for GDP. When, in 2013, the UK growth figures began heading back upward, one of the reasons for the turnaround was the introduction of a generous government-funded home-buying scheme called “Help to Buy.” Between April 2013 and December 2014 the scheme helped unlock the sale of houses worth more than $13 billion. In helping their economy to grow, British householders were taking on another $10 billion in debt.9


As in the UK, the average US household, too, owes much more than it earns in a year. Between 2000 and 2011, median household debt increased from $50,000 to $70,000.10 And yet, as former commerce secretary William Daley reminded his audience celebrating the department’s greatest achievement, this was also the nation’s longest period of continuous, uninterrupted economic growth.


In the UK, the Labour government of Tony Blair would similarly trumpet the longest period of uninterrupted growth in modern times.11 The growth figures on their own, however, told us nothing about people in debt; nor did they record the numbers of people receiving free-food handouts from food-aid charities, or from food banks. The numbers of individuals in the UK given emergency food supplies have been climbing steadily. In 2005 there were around 2,800. That increased to 25,000 in 2008–2009. At time of writing, just over a million people needed a three-day supply of food in 2014–2015.12 That is in the world’s sixth-richest economy. One reason, I would argue, why our leading policy makers failed to spot this is because in part they were looking at just one number, and that was economic growth, as measured by GDP.
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As we saw from the crash of 2008, GDP can mask poverty or social unrest, because it is unable to record people in debt but also because it does not measure those who don’t have jobs. For an even more powerful example of a country where healthy GDP figures concealed deep-seated social and economic problems, we need to consider the case of Tunisia.


Tunisia is now famous as the crucible for the uprisings in 2011, commonly referred to as the Arab revolutions, and frequently mischaracterized as the Arab Spring. The revolutions were ignited when Mohamed Bouazizi, a young street vendor, set himself alight on December 17, 2010, in the middle of busy traffic in his hometown of Sidi Bouzid. The young man, his family’s sole breadwinner, took this extreme action because he did not have enough money to bribe his city’s corrupt police; such a bribe would allow him to continue trading. After a fruitless altercation with a state official, he doused himself with gasoline and set himself alight, shouting, “How do you expect me to make a living?” Mohamed Bouazizi died from his burns eighteen days later.


Until the day of Bouazizi’s suicide, Tunisia, according to economists and watchers of world politics, including yours truly, was a prosperous and relatively modern liberal Arab state with a growing economy. To be sure, it was no democracy and had been ruled for the previous twenty-three years by the dictator Zine El Abidine Ben Ali. It didn’t really matter that Ben Ali ran a hated police state. We all loved him because he was an economic liberal who opened up Tunisian markets to international trade, especially from the European Union. Ben Ali’s policies were enriching a small Tunisian middle class, which consequently had the finances to shop for more expensive things. That led to an increase in consumer spending. At the same time, businesses were investing and income from exports was going up, especially in clothing, crude oil, and high technology. In 2010 Tunisia’s GDP stood at around $4,169 per person, considerably higher than the $3,211 it had been in 2005.13 For this Ben Ali was praised by international bodies, including the European Union and the OECD.


What we couldn’t see is that around one person in eight of working age in Tunisia had no job. Among men under the age of twenty-five that figure was as high as one in three, according to some estimates. But because unemployment isn’t recorded in the GDP figures, the country looked to be the model growing economy. The received wisdom was that as long as the GDP figures kept increasing, the country was on the right track. Rising spending was supposed to mean that Tunisians were getting richer, and so it didn’t really matter if there weren’t that many jobs now, as they would inevitably come with the country’s greater wealth.


Of course we now know that nothing of the sort happened. Tunisia’s rate of job creation never kept up with its rising GDP. Its wealth was being concentrated among a small number of people.


This points to another flaw in GDP: it provides no way of demonstrating whether there is rising inequality in a society. Even in America, while GDP has been steadily rising, median household income has not been keeping up. According to data from the US Census Bureau, incomes and GDP were more or less on the same upward curve until 1999, almost a decade before the financial crisis of 2008. And then they diverged. While GDP continued on broadly the same path, household incomes for America’s middle classes stopped growing somewhat abruptly, started to fall and continued to do so until 2004, began to rise again, and then dropped sharply in 2008. In 2013, median household incomes in America were at the same level as they were in the mid to late 1990s.14


The conclusion is that, since 1999, growth in the American economy has not translated into prosperity for the nation’s middle classes. Fifteen percent of Americans, or some 45 million people, are living below the poverty line. The New York Times summed up the Census Bureau’s finding with the headline in its September 16, 2014, edition: “You Can’t Feed a Family with G.D.P.”
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GDP hides other problems too. In spite of repeated criticism and from much earlier times, it has consistently failed to value volunteering. Nor does it value housework, job satisfaction, time with friends and family, or other means through which we experience quality of life.


GDP also fails to include any measure of the economic impact of environmental degradation. For example, countries that are poor in an economic sense but rich in other ways, such as an abundance of plant and animal species, known as biodiversity, will rank low in the GDP tables. At the same time, GDP has the ability to reward countries that destroy environmental resources. For example, if forest land is cleared to grow crops or build houses or factories, then that will result in an increase in GDP, because the acts of building, producing, and farming mean more production, more consumption; more spending. If, for example, more pedestrians are hospitalized because of the effects of inhaling vehicular fumes, then there is more public health spending, and more public health spending helps to increase GDP.


What this means is that GDP could well be acting as an obstacle to tackling some of the pressing environmental needs of our time, such as slowing down climate change or reducing the rate of species loss. While there are more than 100 different international conventions and treaties that promise to protect the environment, we know that climate change is heading into dangerous territory and the rate of species loss is now higher than at any time since the last mass extinction.15 Undoubtedly one reason for this is the desire to maximize growth, as measured by GDP.


For the past two decades, my work as a journalist straddling the boundary between research and policy making has involved conversations with politicians, civil servants, and their advisers on most of the world’s major continents. Increasingly, these conversations have centered on what is becoming known as a global “race.” Nations are desperate to become the most innovative economy by investing more in their science, technology, industries, and so on, with progress measured by GDP. Even those ministers with responsibility for protecting the environment recognize that their efforts will always be constrained by the fact that more senior colleagues (heads of government and ministers of finance) are fixated on growth above all else.


Even as the big international agencies, such as those in the United Nations and the World Bank, continually claim to be working toward a world where people live safer, cleaner, and more fulfilled lives, the central thrust of their policy recommendations is growth. And the main measure of growth, as we have seen, is unable to capture well-being or the environment.


If it is true that GDP remains the only number that influential politicians, the markets, the banks, the media, and the commentators pay attention to, then the solution cannot be more alternative indicators; nor can it be a dashboard. The solution has to be to value the things that matter and then incorporate this value into the GDP accounts.


There will be more on this in later chapters, but let’s begin with the recent history of GDP and how we got to where we are.




Two


The Fight for the Formula




It is not easy for a free community to organise for war. We are not accustomed to listen to experts or prophets. Our strength lies in an ability to improvise. Yet an open mind to untried ideas is also necessary.


—John Maynard Keynes, 
How to Pay for the War (1940)





The crash of 2008 and the recession that followed it are often talked of as a second Great Depression. But there’s no comparing our most recent banking crisis with the misery that incinerated lives in the 1930s. Life for many today is difficult, certainly. But the Great Depression was a disaster.


In America at the height of the economic slump between 1932 and 1933, somewhere between one in three and one in four men of working age was out of work. One million families lost their farms and two million people became homeless. Families in jobless, homeless, and indebted circumstances were becoming ill, and disease was leading to death on a horrific scale.


At the same time, after the stock market crash of 1929, banks had either locked their doors or were in the process of slamming them shut to protect their remaining deposits from panic-stricken customers intent on emptying their bank accounts.


The Depression was deep, and in the United States both the federal government and Congress were in disarray over what to do about it. Part of the problem in knowing what to do was an almost complete lack of data on the health of the economy. This is sometimes difficult to appreciate in our age of Big Data, but before GDP the volume of data available to the public was a fraction of what it is today.


The only similarity is that both then and now, governments were desperate to know how economies could be kick-started, and especially how new jobs could be created. But to create new jobs, governments needed to first know how many were employed. To raise living standards, they needed to know what people were earning.


Among the lawmakers most concerned about the absence of meaningful information on the numbers of people in jobs or the value of factory goods was the Republican senator for Wisconsin, Robert La Follette Jr.


La Follette was a centrist Republican in that he championed relief for the unemployed and also supported government spending to create jobs. He was also keen that the federal government should begin compiling statistics and in 1931 presided over the following piece of political theater to prove his point.


At the time, members of the Senate were holding an inquiry into the state of American manufacturing. Congressional inquiries are an opportunity for elected representatives to ask searching questions of those government employees who are paid to carry out Congress’s wishes, but who rarely appear in public. Witnesses are called to testify in what can be a tense and sometimes gladiatorial atmosphere. In 1931 the sacrificial lamb was Frederick Dewhurst, an official in the Department of Commerce who was ordered to give evidence before the US Senate. Judging by the transcript of the exchange,1 Dewhurst probably didn’t know what was about to hit him.


It is worth reproducing something of that exchange:




CHAIRMAN (LA FOLLETTE): I would like to direct your attention to the available labor statistics. What would you say about the statistics of unemployment? Have we any?


DEWHURST: Not any, except for one month in the history of the republic. That was April 1930. The census taken in that month gives a sort of benchmark.


C: And they took a sample test later on in January?
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