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ABSTRACT
The world is experiencing the age of Schumpeter2 and the American economy remains the premier example of a Schumpeterian
economy. Despite its many naysayers and the doom and gloom professors that never stop predicting its demise, the American
economy continues to show a remarkable capacity to rejuvenate. Orwell once commented that “England is perhaps the only great
country whose intellectuals are ashamed of their nationality.”3 Left-wing intellectuals, he argued, hasted the divorce between
intelligence and patriotism, which weakened the country’s morale and emboldened its enemies. Left-wing intellectuals, he argued,
hasted the divorce between intelligence and patriotism, which weakened the country’s morale and emboldened its enemies. If he
were alive today, it would be interesting to hear his opinion about the relentless barrage of criticism against everything American.
One thing seems sure, though, America, not England, is the country most hated by its intellectual class. Any talk about
Schumpeter’s “gale of creative destruction” is anathema to these “critical critics.” After all, when it comes to everything
American, these individuals believe that they must criticize for the sake of criticism. The thought that capitalism has an internal
mechanism akin to a fountain of youth must be disheartening to those whose blinders prevent them from accepting opposing facts.
Frightenedly, these same intellectuals are apologists for every dictatorship the world over.4
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INTRODUCTION
How strange it is that the mythical fountain of youth that eluded Ponce de Leon capitalism has it as a reality in the form of
an internal process that Schumpeter referred to as “creative destruction.” For Schumpeter, capitalism is not a static system
characterized by a “perennial lull.” On the contrary, its existence depends on a force that “incessantly revolutionizes the economic
structure from within.”5 This endogenous energy functions as the purgative that prevents capitalism from becoming senile and
eventually collapsing. During the past 50 years, the American economy has experienced dramatic technological changes at an
accelerated pace, and consequently, many new consumer goods have entered during this time. The transformation of the American
economy, and those of many other nations for that matter, show that Schumpeter’s “perennial gale of creative destruction” is
performing its function of relentlessly doing away with the obsolete and continually bringing in the new as it revolutionizes society
in the process.6 For Schumpeter, Marx, better than most economists of his time, understood the dynamic and revolutionary aspects
of capitalism.7 In the Manifesto, Marx expressed the transformative powers of capitalism when he proclaimed that “the bourgeoisie
cannot exist without constantly revolutionizing the instruments of production, and thereby the relations of production, and with
them the whole relations of society.”8
Marx recognized that the revolutionary process that capitalism is “does not simply consist in the increase of capital…,” nor
by adding mail-coaches to the existing stock of mail-coaches, but in their elimination by railroads.”9 The difference between their
analysis of the revolutionary aspect of capitalism is that where Marx saw the bourgeoisie or the capitalist class in general as the
most revolutionary in history, Schumpeter concentrated on a particular group of individuals within this class as the actual agents of
change in the system. For him, an entrepreneur is a particular kind of capitalist. These are the ones that are constantly bringing new
products to market, introducing new technologies, or simply finding better ways of doing things. Their new methods bring the
disequilibrium that, in many instances, bring the revolutionary changes that capitalism needs to remain vibrant. Entrepreneurs are
the embodiment of the “perennial gale of creative destruction.” The Schumpeterian entrepreneur is anathema to the owners of
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established businesses because they can threaten their existence. However, without individuals performing the entrepreneurial
function, capitalism would become rigid and succumb under its own inertia.10
Understanding what Schumpeter means by creative destruction requires recognizing that price competition is not the only
form of competition in a capitalist economy. As he argues, competition rooted in product quality and that created by the sales effort
is also critical parts of the equation. Ultimately, in the process of creative destruction, the competition that counts is the one that
“commands a decisive cost or quality advantage” and aims at the destruction of existing firms.11 It is well known that in the
American auto industry Ford did not only send to their graves those automakers that failed to keep pace with his innovations in
mass production but the also the “horse and equestrian transportation industry.”12 Not long after that, cars and buses did away with
trollies.13 A look at the American economy for an extended period, for example, the past 120 years, shows the remarkable effects of
the workings of creative destruction. However, it would be very naïve to assume that the future is likely to resemble the past. There
are factors capable of thwarting Schumpeter’s creative destruction. An interventionist state, envisioned by collectivists and social
engineers of every stripe, represents the greatest threat to capitalism and the individual liberty and initiative that it fosters.
The experiences with economic planning during both world wars and those of communism, and fascism, led many in the
West to argue that capitalism’s chaotic nature required increasing state involvement. Although, as Hayek argues, it became
common for the devotes of planning in American to deny that their ideas were influenced by the experiences with state planning in
the Soviet Union, Germany, Italy, and Japan.14 Keynes considered fascism and communism as emblematic of what is wrong with
government intervention. The question for modern liberals like Keynes was how much control the government could exercise as
capitalism made its “transition from economic anarchy” under laissez-faire to a “regime which deliberately aims at controlling and
directing economic forces in the interests of social justice and social stability….”15 For Keynes, this new system where the state
plays a larger role in the control of the economy would be a genuine “alternative to Marx’s communism.”16 Keynes sounds like one
of the members of the German Historical School. Their advice led the conservative Bismarck to introduce welfare reforms to
counteract the growing power of the socialists in Germany.17 Keynes had no qualms with throwing laissez-faire to the wayside and
advocating for more government control of the economy.
Like many other modern liberals, he genuinely believed that these interventionist policies were necessary to save
capitalism from itself without thwarting the efficiency of free markets or impeding the individual initiative that is so vital to the
system.18 Without the intervention of an ever-growing “benevolent” state, capitalism’s alienated masses would revolt and
overthrow the system. The “visible hand” of an ever-growing state must be at the controls. Capitalism’s very survival requires an
increasingly more powerful state to smooth its sharp edges. New Deal supporters employed this rationale to rebuke those who
opposed the considerable powers the state was gaining during this period. The problem is that progressives today have little in
common with modern liberals like Keynes. As Hayek argues, “the advocacy of almost every kind of government control” has
nothing to do with liberalism.19 With the muddling of terms and definitions, people no longer know that “socialism meant
unambiguously the nationalization of the means of production and the central economic planning which this made possible and
necessary.” Today, “socialism has come to mean chiefly the extensive redistribution of incomes through taxation and the
institutions of the welfare state.”20
The welfare state is here to stay, and in the United States, the continuous growing power of the state over the country’s
economy takes place under the auspices of the welfare state. As Hayek argues, the “Welfare State has largely replaced socialism as
the goal of the reformers.” What needs closer scrutiny is whether its results do not become ever closer to “full-fledged socialism.”
What he likes to remind those that worry about the increasing power of the state and its effects on liberty is to keep questioning
whether the goals and practicality of welfare policies “are compatible with the preservation of a free society.”21
The ever-present “specter” is that unscrupulous, power-hungry politicians or well-intentioned ones turned demagogues can
use a period of crisis and instability to fuel mass support and cross the Rubicon with the imposition of overbearing regulations and
too many government controls. This can extinguish the energy that capitalism constantly needs to revitalize itself. If this event were
to take place, it can bring to fruition Marx’s argument that in some countries it is possible to achieve socialism via the ballot box
rather than through a full-blown revolution.22 If government action were to considerably inhibit the process of creative destruction,
capitalism’s elixir would be unable to rejuvenate its aging patient any longer.
Made in America: Ford Motor Company
The history of the American auto industry shows creative destruction at work in the country’s economy. There have been
more than 2,000 thousand American-based carmakers in the history of the country’s automobile industry, and only a handful are
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still in business.23 This industry is highly competitive, even if this did not appear to be so, as was the case during the post-WWII
period when the Big Three (GM, Ford, and Chrysler) solidified their positions against their competitors. However, Detroit’s control
of the United States market during this period resulted from the years it took the economies of Europe and Japan to recover. The
last decades of the 20th century and the industry’s turmoil during 2008 bear fruit to this assertion. If creative destruction were not
part of this industry, it would be hard to explain why American car companies could not prevent foreign automakers from taking
away substantial market share for them. In 2000, GM and Ford had a combined market share of almost 50 percent. By 2016, their
combined share of the market had fallen to about 32 percent.24 To show that creative destruction has always been part of this
industry, a brief recount of the constant changes that have taken place over its history is in order.
During the infant days of the automobile industry, craft production dominated the industry. Craft producers build products
tailored to the specifications of individual buyers. Therefore, craft production is a low-output, high-price business model. Under
this business model, automobiles are luxury products that only the wealthy can afford. Very few can purchase an automobile from
any craft producers still in existence today because their price does not drop as volume increases, as is the case with mass
production.25 Besides the affordability limitation, craft producers could not build identical cars and interchangeable parts because
each vehicle they produced was unique. The industry suffered from the lack of product quality and the inability of its small
producers to introduce new technologies. Therefore, because craft producers only served a niche market, a vastly untapped market
awaited anyone that could devise a way of making better and cheaper automobiles.26 The ability to tap this market rested with the
force of creative destruction as entrepreneurs introduce new products, technologies, and innovations, or device newer ways for
producing old things cheaper. As Schumpeter explains, capitalism is in constant flux as the ways of doing business are changing
before they have time to settle. In capitalism, economic progress means perpetual unrest.27 Ford could produce a better and cheaper
product than his competitors because he devised a better way of doing things. Mass production is a series of new technologies and
innovations that revolutionized the auto industry and society in general. As entrepreneurs copied, improved, and applied his method
in other industries, American consumers and countless others worldwide have become much wealthier as a result. However, in this
process of creative destruction, Ford struck a fatal blow to craft producers in the industry and all those others that adopted mass
production but failed to achieve his productivity gains.
In 1913, Ford introduced the moving assembly line. This new technology revolutionized the production of automobiles.
Ford was able to produce cars in high volume and thus reaped the benefits of economies of scale. By noticeably increasing volume,
cost per unit fell dramatically. The result was that the moving assembly line allowed Ford to reduce the labor time required to
assemble a car substantially. Because Ford was a relentless cost-cutter, the average consumer benefited from his mass production
system. From being a product that only the wealthy could afford, Ford’s mass production techniques made the automobile cheap
enough for everyone to afford. Ford’s innovations, e.g., moving assembly lines, interchangeable parts, and ease of use and repair,
not only gave his company a tremendous advantage over his competitors but also changed the auto industry forever. Ford’s mass
production system became a seriously disruptive technology in the auto industry. While Ford thrived, those who held on to the old
craft method became extinct in the United States while European craft producers were able to hang on for longer.28 Most European
craft producers that endured the onslaught of mass production now survive as part of the larger auto companies: BMW owns Rolls
Royce; Fiat (Stellantis) owns Maserati; Volkswagen AG owns Bentley, Bugatti, and Lamborghini..29 The new technologies
required in automobiles became prohibitively expensive for these companies to develop on their own. They had to partner with the
much larger mass producers if they expected to survive.30
During this period, future entrepreneurs were not simply becoming aware of the impressive achievements of this new
method of producing things in the auto industry. Their eyes were focused on applying these new techniques in other industries.
Those that did it first stood to make tremendous gains. To put mass production output into perspective, a few simple comparisons
between the United States and the rest of the world during this period would suffice. By the late 1930s, despite the effects of the
Great Depression, the United States was the home of the world’s automobile market. Of the 40 million or so vehicles in the world
at that time, 70 percent of them were in America. Affordability also played a big part in the growth of the American car market.
But the affordability of automobiles was one of the byproducts of mass production because prices tend to go down as production
increases. During this period, the United States had one car for every 4.5 Americans while Germany averaged one car for every 49
Germans.31 It is possible to hypothesize that with the application of mass-production methods to other areas of the American
economy during WWII, the Allies would have been hard-pressed to succeed in the different fronts of the conflict. According to
Sloan, by1955, the domestic automakers were supplying 98 percent of the cars in the American market. The other two percent of
the market, about 150,000 automobiles, was the domain of forty-five foreign and smaller domestic producers.32 A tiny share of the
United States market considering that in that year, there were about 65.6 million motor vehicles registered in the United
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States.33 American automobiles became the emblematic products of the country’s prodigious economic growth after WWII. The
phenomenal growth of the American middle-class during the twentieth century is the effect of the close relationship between
capitalism, Schumpeterian entrepreneurs, and science and technology. As Schumpeter argues, Marx recognized that the bourgeoisie
needs science and technology to keep revolutionizing the “means of production” and maintain its economic dominance. According
to him, in the Manifesto, “Marx launched out on a panegyric upon bourgeois achievement that has no equal in economic
literature.”34
The American Big Three contributed to and reaped the benefits of this remarkable economic prosperity. On the downside,
during the pos-WWII, period the total number of American-based motor vehicle companies continued to precipitously shrink. The
1950s saw the disappearance of some of the most recognizable American independent carmakers. Companies like “Nash, Hudson,
Studebaker, Packard, Willys, Kaiser-Frazer, and Crosley” were on their last days.35 In 1953, Kaiser-Frazer merged with WillisOverland to form what eventually became Kaiser-Jeep. In 1954, Hudson and Nash had no option but to merge if they expected any
chance of surviving the onslaught of the Big Three. Their merger led to the creation of American Motors. In 1970, American
Motors acquired Kaiser Jeep. In turn, American Motors survived until it was acquired by Chrysler in 1988. Ford recovered some of
the market shares it had lost to its competitors when Henry Ford failed to recognize that the American consumer was no longer
satisfied with the basic transportation that his Model T provided.36 In 1953, Ford surpassed Chrysler,37 but it has never recovered
the market leadership it once enjoyed.
With the extinction of the last independent American motor vehicle companies during the 1950s, GM, Ford, Chrysler were
now in a position to slay the few remaining smaller companies that remained in the American motor vehicle market. Without
question, the decade of the 1950s exemplified the power of the Big Three. However, during this decade, European competitors
were gathering the capital and technology that would help them enter the American market successfully erode Detroit’s dominance.
During the 1950s, the more prominent European brands, such as Volkswagen, Daimler-Benz, Renault, and Fiat, had made a
complete transition to high-volume mass production methods or were in the final stages. Product variation, new features, and
innovations like disk brakes, fuel injection, and unibody construction led European carmakers to make significant gains in foreign
markets38 and the American market where the Big Three were decimating their competitors. However, the European companies
have never challenged the existence of the Big Three in the manner that the Japanese carmakers began doing in the 1970s.
Ford Struggles
After suffering staggering losses during the previous three years, Ford embarked in the early 1980s on developing a new
mid-size sedan to compete with GM and the Japanese companies. Ford was facing a do-or-die situation. Suppose the Taurus had
been dead on arrival when it arrived on dealer showrooms in late 1985 after the company had spent about $3 billion in its
development. In that case, that could have meant bankruptcy for the company or following on Chrysler’s steps and asking the
federal government for a bailout. Fortunately for Ford, its $3 billion investment in the program paid off big for the company and
saved it from bankruptcy, much like minivan had done for Chrysler a year before. The success of Ford’s new stylish car was such
that in 1992, the second-generation Taurus surpassed in sales the Honda Accord, the number one mid-size selling car in the United
States for three years running.39 Remarkable as this achievement was for an American auto company, Ford was incapable of
replicating this feat. Honda and Toyota understood better than anyone never to rely on past successes but continued to improve
their products if they wanted to remain competitive.
In a highly competitive industry, those that remain standing still are most likely to perish. However, the Taurus and its
twin, the Mercury Sable, made it possible for Ford to challenge GM’s decades-long dominance of the mid-size segment of the
market. Like GM and Chrysler, Ford was enjoying a respite from the turmoil in gasoline prices caused by the oil crises of 1973 and
1979. With gasoline prices no longer a big concern for American consumers, Ford saw an increase in sales for its larger model
sedans like the Lincoln Continental, Town Car, Crown Victoria, and Grand Marquis. Although smaller than GM, by the late 1980s,
Ford was posting record earnings and surpassing its rival in profits.40 The company brought a line of SUVs to market, starting in
1991 with the Explorer, which made the automaker one of the most profitable in the world. However, the great years of the 1990s
when Ford was making record profits gave way to gloom during the first years of the new century. Between 1999 and 2001, Ford
spent $13 billion in acquisitions alone, including its purchase of Volvo for $6.5 billion. Ford also paid $3.5 billion for two massive
recalls of Firestone tires used in the Explorer, the company’s flagship SUV.41 In 2001, the company lost $5.5 billion, only to
establish in 2006 a record loss of $12.7 billion.42
The financial crisis of 2008 or the “Great Recession” led to the federal government’s takeover of GM and Chrysler in March
2009 as new the sale of new vehicles went down by almost 40%. Chrysler declared bankruptcy on April 30, 2009, and GM
followed on June 1, 2009. By the end of July 2009, both companies came out of bankruptcy reorganization. Italy’s Fiat bought
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Chrysler and GM emerged as the new GM. Although the economic conditions did not force Ford to enter bankruptcy, and it did not
need a bailout from the federal government, the company received a $5.9 billion loan.43 Along with Ford, the foreign automakers
that have plants mostly across the South of the country would have been the great beneficiaries if no bailout had taken place.
However, in 2018, GM and Ford announced their plans to stop making sedans in the United States due to declining sales. As the
American brands abandon the sedan market, there is no indication that Japanese, European, and Korean automakers plan to stop
making them because American consumers continue to buy their sedans.
Conclusion
Capitalism continues to survive because it continues to endure in the world’s largest economy. America is fertile ground
for the growth of the Schumpeterian entrepreneur, and this is America’s comparative advantage over its competitors. Rockefeller,
Edison, Ford, Sloan, Noyce, Jobs, Gates, and Zuckerman are just a tiny sample of that rare breed of individuals that inject new life
into capitalism and whose innovations constantly revolutionize society. Without a special environment that nurtures and promotes
the growth of the Schumpeterian entrepreneur, capitalism would oxidize and crumble. America’s distinguishing characteristic has
been its relatively freer markets due to comparatively less government intrusion and a culture that continues to encourage freedom
and individual initiative. The growth of government intervention in the economy and its heavy-handed policies suffocate the
Schumpeterian entrepreneur. Capitalism survives by constantly revolutionizing itself as it destroys the old and brings in the new.
The Schumpeterian entrepreneur is the guerilla warrior that constantly challenges the status quo. The innovations that they bring to
the market revolutionize the economy and keep rejuvenating capitalism. These individuals are the ones preventing capitalism from
growing old and rusty. Moore’s Law is a clear example of creative destruction at its best. In 1965, Gordon Moore predicted that the
power of microprocessors would roughly double every two years while falling in cost.44 One only must compare a computer or a
smartphone from ten years ago to the ones in the market today to see the tremendous differences that make these goods today
vastly superior to their predecessors from a decade ago. After more than five decades of Moore’s Law, it is hard to argue against
the befits to society from its implementation.
Schumpeter sees the successful innovations entrepreneurs bring to the market and the revolutions resulting from these as
the primary contributors to economic development. Schumpeterian development is not that change brought about by economic and
non-economic factors as they occur in the regular order of things; nor is development the continuous adaptation to these changes.
Schumpeterian development represents those changes that disrupt and alter what currently exists.45 As he aptly described it,
development does not “consist in adding mail coaches to the existing stock of mail coaches, but in their elimination by
railroads.”46 Creative destruction is endogenous to the system. If capitalism has a “law of motion,” this is the one. The
Schumpeterian entrepreneur is the igniter of this process. The entrepreneur is responsible for the introduction of new combinations,
products, supplies, markets, etc. As he explains, those firms producing stagecoaches were not responsible for the introduction of
railroads.47 Creative destruction is capitalism’s disciplining force. Without this discipline, it would be impossible for companies to
become more efficient and for capitalism to survive.
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