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Creative destruction or destructive creations

By Aditi Roy Ghatak

Amongst the most amusing facets of the globalization era are the catchphrase driven phases of change. Managements love them; academicians possibly create them and the ordinary person believes that without using them one would not quite make the grade. It would not be “cool”. The latest one, of course, is “oversight” that today means supervision though in English, as one has learnt it, it means exactly the opposite: something that one has overlooked. In a world where you sit under the sun to “chill out”; where credit is “crunching”, these phrases are a given.

On a less facetious note though, buzzwords or catchphrases have an insidious quality around them; they are sometimes twisted beyond recognition from their original meaning in a bid to put across a new line of ‘thinking’. More often than not the new line is a well thought out one that serves to conceal the actual connotations of a term, a development or a policy that managers of the global system seek to push through at a particular point of time. The charismatic catchphrase often bludgeons the ability to study the collateral damages of the new order. Consider the phrase “creative destruction”, for one, from the layman’s perspective.

In the emerging corporate philosophy of around the end-nineties, one came across “creative destruction” as a business process featuring strategic discontinuity whereby companies or prevailing orders were allowed to die – in keeping with the spirit of creative destruction – to promote a new and more vibrant order. The idea so effective packaged by consultants such as McKinsey, essentially too up the Schumpeterian concept of “industrial mutation” (mid-1940s)*, wherein he talked of the incessant revolution of the “economic structure from within, incessantly destroying the old one, incessantly creating a new one” as being one of the essential facts of capitalism. In the layman’s terms, one could consider the replacement of the teleprinter with the fax as a typical corporate example. 

It would seem to the layman today that over time, with globalization ushering in a regime of death and destruction of values, the concept of creative destruction served as an extremely useful tool to brush aside arguments against the havoc that globalization was causing with stable economic orders in various strata of society. One was told that certain values had to be destroyed so that newer values could get created and that was that.

Globalization and everything that it represented – from foreign financial investors running through the bourses of industrializing economies (such as India), multilateral institutions determining government agenda, structural reforms being undertaken by socialistic economies, consumerism and the rise of credit, death of traditional practices and the rise and rise of the paper economy – was king. It seemed to change everything in its inexorable sweep, slowly first and then with a missionary zeal for the past three decades. 

Yet, even as a globalizing world was technically obliterating geographical boundaries, courtesy information technology, some things did not change: the core at the mindsets of those that were deleting the cartographical designs, for instance. It is clear today that the “one globalized world”, which one has been taught to believe in, actually resided in the mindsets of the IT enabled, empowered sector that had managed to enter the charmed circle of the globalized world. It included a bit of India but not that bit that even after three decades of concentrated doze of globalization subsists on less than a dollar a day. Thus even India had the globalized world and the gawking world that got to stare at the glitter nevertheless, through nosed pressed against the glass panes of shopping malls and television advertising.

Essentially, at one end there was a world perched in stratospheric heights and at the other the world of the disempowered, living in a grossly stratified society, for most of the time in degrading penury. What differentiated the two worlds was a very clear set of numbers. To take an example from the USA: over the last two decades of the 20th century, the bottom 20 per cent earners in the USA saw real income of households grow by no more than 6.4 per cent while that of the top 20 per cent grew by 70 per cent and that of the top one per cent grew by 184 per cent and that of the top 0.1 per cent grew at some obscene pace. 

Globalization is inherently discriminatory and one does not necessarily have to check this out at an individual level: there is also the corporate divide even within America; the chasm growing with the heightened globalization moves. Post liberalization of U.S. interstate banking in 1994, deposits grew significantly faster in the top-ranking banks than in the lower-ranking ones, creating a steeper power curve (McKinsey survey). What this implies is that even in the best of globalized circumstances where “greater openness” is the guiding principle, the emerging order may see the creation of a more level playing field at first. Progressively though, greater differentiation and consolidation tend to occur over time. What one was left with in the closing months of year 2008 then is a consolidation of the toxic network of false derivative businesses; its eventual comeuppance and subsequent crash.

Now that the global financial and systemic meltdown has brought the stratospheric society crashing down, it has lead to a rather interesting phenomenon of a different kind of “one world”, where the till-recently-wealthy and the forever poor are scrambling for the same financial resources at a time when the global financial taps have been turned off. In the USA, some 30 states face the risk of having the funds that pay out unemployment benefits become insolvent over the next few months, according to the National Association of State Workforce Agencies.  In India, even at the political level and despite the prospective elections, the development-poverty agenda has suddenly shifted to improving the business confidence index and the Sensex; economic boosters for the wealthy.
Globally, suddenly, the much-promised “millennium development goals” to remove poverty from the world – the goals were never convincing and the targets were for ever elusive – seem to be looking at a different goal post: to shift the focus from poor street to Wall Street and its counterparts across the world: Dalal Street in India, for instance. The CII’s business confidence index (a half-year measure of business sentiments in selected sectors) has seen a steep decline and restoring that is priority no. 1, lest the Indian growth bubble story get pricked. 

It would then seem that what was then passed off in the name of creative destruction was no more than a zany phase of destructive creation – that generated false dynamism, false wealth, toxic credit, undeserving derivatives all contained in bubbles within bubbles – that was destined to come crashing down even if a single link crashed. In this tryst with destiny the globalized world has seen the stratosphere society come down on its knees and on the same platform with the impoverished Indian farmer, for instance, seeking sops to sustain itself: massive sops that a bankrupt government must deliver. 

Why was such destruction in values inevitable? It is interesting to visit Richard Foster, the celebrated coauthor of Creative Destruction: Why Companies That Are Built to Last Underperform the Market – and How to Successfully Transform Them, for his assessment of the kind of “creative destruction” that obtained in the world of mirrors that capitalism had created for itself. This was a world basking in the glory of multiple images and counting every image as an individual. Eventually this boils down to the business of mismanagement. 

Foster says in a recent interview that five decades ago there were none of these 8,000 hedge fund managers who emerged suddenly when “somebody said: ‘We can go short as well as long; we have much better information than people did in the 1930s and the information comes to us instantaneously rather than days after the event. We can make a lot of money modeling and leveraging that information’. So the hedge funds were born. How many of those guys had been successful at mutual-fund management?” Almost none.

If a group of ill-equipped people (essentially commodity traders and mutual-fund managers) are allowed to design and run a complex financial system of between $60 trillion and $70 trillion with little or no legal or government scrutiny – simply because no one understands the crazily high numbers – they end up creating a playground for Ponzi operators such as the former Nasdaq chairman Bernard L. Madoff, now behind bars for a $50 billion plus fraud. 

As Madoff so ardently expressed himself to his employees: “it’s all just one big lie” The point is that real value cannot be created by a rag tag and bobtail kind of people. Like technology, finance and economics too has to be based on substance; not an illusion. The illusion that bedazzled much of the wealthy world was just an element of destructive creation that is still unfolding itself and multiplying the complex problems of the poverty stricken world as it does so.

Globally today as economies experience a credit-fuelled economic downturn amidst falling equity and commodity prices and disappearing credit developed countries are in for a phase of negative growth with developing countries will see sharp declines in growth (4.5 per cent from 7.9 per cent in 2007). The World Bank says that credit crunch and risk aversion will lead to a drop in investment growth in the developing world from 13 per cent in the 2007 to 3.5 per cent in 2009 and a subsequent contracting of GDPs by 2.1 per cent in 2009 for the first time since 1982. 

The question that should worry one and all is while there will be bail out funds for the fat cats on Wall Street, will there be any for sub Saharan Africa or the India living in sub-human conditions?

[*From Capitalism, Socialism and Democracy (New York: Harper, 1975) originally published 1942], pp. 82-85]
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