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Doing Good and Spreading the Gospel (Economic)

Economists (excluding those at this conference, of course)
like to think that the spread of their ideas proceeds ultimately
according to some perfectly competitive model or Darwinian
principle with "truth" 1like efficiency and fitness being the
criterion for survival and success. Persons throughout society,
they think, just as the economists themselves, pick up and use
economic theory that has been successfully tested and employ only
anmalytical tools that have demonstrable utility. Similarly, they
believe, society will reject falsified theory and unfruitful
tools. That the process of the filiation of economic ideas
outside the discipline may be more complex than this is
demonétrated by the fact of this conference.

Various groups in society outside the é:oﬁnmics discipline
use economics for specific tasks which are their responsibility:
government officials to formulate and implement public policy;s
businessmen to operate private enterprises efficiently in pursuit
of various goals; and the media to interpret events for their
reading public. But there is another, more amorphous, segment of
society which makes use of economic ideas as well, and in several
ways provides for their spread throughout the community. This
segment resides in the private sector but is distinct from the
various special interests such as firms, unions, and profit-
seeking individuals. It is the obverse of private interests; its
sole declared objective is to safeguard the public interest, and
the complexity of its existence is witnessed by the customary use

of megatives rather then positives toc describe its Tunction: the



units in this sector are '"non-partisan', "mot-for-profit", and
customarily "nmnon-taxed". What makes this sector so important in
American society is that it has come to control substantial
wealth, originating in firms, individuals and governments. Under
the designations philanthropy, endﬁwment, trust, charity, or most
generally "foundation", this segment of society is able both to
subsidize and to propagate directly ideas and forms of inquiry
that it approves and to discourage those it deplores. In
addition, because of the decline in the authority of the church,
government, and other sources of moral guidance within society,
foundations and those who spend foundation money, such as "think
tanks", assume an important role as dispensers of ethical
precept. When society today looks for guidance on many large
issues of public policy with important implications for

efficiency or income distribution it looks not to a priest or

philosopher as it might have done in the past. It looks instead
to the Brookings Institution (note how often the adjective
"prestigious” attaches thereto) or to the Nationmal Research

Council, both operating probably with support from the Ford,
Rockefeller or some other foundation. Similarly, when the
intellectual elite in our society are anointed it is not with a
kmighthood or bishopric but with a grant from the MachArthur,
Guggenheim, or Nobel foundations.

This last point is important because 1t suggests that ithe
disciplines gain not just money from foundations but also
reputability with the larger community and dignity within the

institutions where they are employed. IT the foundations in



their wisdom give you grants your right to be heard is much
increased and your claim on support and encouragement from others
in society, as well as from your colleagues, is wvastly
strengthened. Dne of the reasons for prevailinmg gloom and
insecurity in the humanities in recent vyears has been their
general lack of success in gaining support from the private
foundations.

Another way to view the relationship of the foundations to
scholarly disciplines 1is as "patrons" in the old sense. Just as
over time the purchase of a painting by the Medicis or J. Paul
Getty has greatly enriched the artist both in treasure and
repute, the "pur:ﬁase“ of economics or applied biology by
foundations affects the income and the status of this field of
inquiry. The other principal patrons of economics have been
higher education, government, and corporations, with each
dispensing wealth and approval for different reasons.

The relationship of ecormomics to the philanthropic sector
isy, 1 believe, very important for btoth. In this paper I apprcach
the question of how this linkage has evolved and attempt to reach
some generalizations about it through reference mainly to the
history over the last <forty vyears of the largest American
philanthropys The Ford Foundation, where 1 was for some time
employed and whose records I have been examining recently for
another project.

My thesis, roughly stated, 1is that by the 1950s economics
had acquirecd a highly privileged position with American

foundationsy; which saw the new burgeoning social sciences as



likely to provide the answer to many of society’s looming
problems. And because so many problems had economic roots
economics gained a special priority. In consequence the
foundations came to be among the most powerful vectors for the
spread of economic ideas--directly themselves, indirectly through
the provision of funds to others, and very indirectly by placing
their Good Housekeeping Seal on the work of economists. But over
the years the foundation’s ardor toward economics has
substantially cooled. A marriage that seemed made 1n heaven has
ended in some places at least in a trial separation or divorce.
To my knowledge, with only one exception (headed by an
economist), none of the major foundations today has a program
aimed at assisting the discipline as such, and expressions of
skepticism from foundations offi:eqﬁ about the utility of the
sub ject have become commonplace.

Why has the love turned sour? Is economics on its way o
join the humanities in the category labeled "ill-eguipped to
advance human welfare"? (Or are the humanities perhaps set 1o
pass the =social sciences on the way up as the social sciences co
down?) What can we learn from this experience that 1is relevant
for our attempt to understand the spread of economic ideas more
generally?

I 1identify below 1in a very preliminary way certain
characteristics of the evolving economist-foundation relationshiD

over the last forty vyears which help to explein the growin

i)

disillusionment of this impeortant patron. Whether comparable

tensions were growing in relations with the otiher Cairors !



cannot say.

The Rise of Foundations

Capital sums whose income is dedicated exclusively to some
good works are not, of course, a recent phenomenon.
Organizations to administer charity operated in ancient Egypt,
Greece and Rome. Dwight Macdonald, an historian of the Ford
Foundation,; reminds us that in the eighteenth century a citizen
of Bath left fifty pounds to a church "on condition of their
ringing on the whole peel of bells, with clappers muffled,
various solemn and doleful changes ... on the 14th of May in
every year, being the anniversary of my wedding day; and also on
every anniversary of the day of my decease, to ring a grand bob
ma jor and merry mirthful peals unmuffled sais’ ~ime jovful
commemoration of my happy release from domestic tyranny and
wretchedness." Early thinkers who reflected on the creation of
charitable institutions were often dubious about what they coulcd
become and their effects. Francis Bacon worried about "the
painted sepulchres of alms, which soon will putrefy and corrupt
inwardly." Adam Smith from his experience at well-endowed Oxford
University could see how the transfer of a service like education
from the marketplace to the philanthropic sector could have a
deleterious effect on the performance of the suppliers.

Until the twentieth century philanthropic endowments were
established mainly on behalf of churches, schools, colleges,
asylums, museums, libraries and the like. Within the las:
century, however, philanthropists of various kinds have set out

to harness science to the solution of the problems of mankinc,



first to find cures for ignorance and disease, and to discover
better food crops, and then to take on more demanding tasks like
bringing an end to overpopulation or human conflict. The
attitude toward the social sciences within foundations before
World War Il was generally that the first task was to assist them
to gain maturity as fields of inguiry. This was roughly the goal
of the Laura Spelman Rockefeller Memorial, directed by the
businessman—-scholar Beardsley Ruml. The experience of the 1940s
served to confirm by and large the conclusion that the social
sciences, and especially economics, had reached the point where
they would be directly beneficial to mankind. The war effort
demonstrated the usefulness of trainmed social scientists in
market planning, price control, intelligence, human motivation
studies, propaganda, and a variety of other areas. At the end of
the war economists were credited with:helping to avoid the return
of depression and with canstructing a new international economic
order, while political scientists became involved with the new
United Nations and with the challenge of creating new societies
out of colonies. Sociologists and psychologists were concernec
increasingly with public policy toward crime, urban growth,
family life, and a host of other areas.

The arrival on the naticnal scene in 1949 pf the Ford
Foundation as the largest philanthropy thus far in history, by
far, coincided with @a mounting sense in various parts of the
American elite that the social sciences had many more worids to
conquer and lacked only resources to effect the conguests.

Ome of the first =studies of where the mew Ford Fpourcdation



should go commissioned from a management consultant by the
Foundation trus?ees in 1947 in anticipation of their impending
Commw e
new sonceptign_of wealth, put the case as follows:
Rapid technological progress and development of

mass production methods have, during the last forty

years, at the same time produced unbelievable in-

creases in our physical standard of living, and

created a series of difficult problems of human re-

lations--social, political, and ecornomic ... it would

seem fitting indeed if the Ford Foundation should

give primary emphasis to encouraging and advancing

the same scientific attack on problems of human re-

lations which produced such spectacular advan:zes in

natural science.
It has been suggested that the fact that Henry Ford Il changed
his major from engineering to sociology while an undergraduate at
Yale is reflected also in this advice; but this is a mere canard.

Because the assets tranmsmitted to the Ford Foundation by the
Ford family were in non-traded non-voting Ford ﬁg&crfgbmpany
stock their total value cannot be given precisely. But most
estimates placed it at several billions of dollars by the mid-
1950s. Henry Ford selected as persons to lead the institution
not professional social scientists, by and large, but rather men
who had come to have high respect and great hope for what these
new disciplines might achieve. The mcst prominent cf the leaders
was Paul Hoffman, the first president, former head of the

Studebaker Corporation and of the Marshall Plan, and a member of
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the Committee for Economic Development, a businessmen’s group
with enlightened views about how to approach national problems.
Anocther was H. Rowan Gaither, Jr., second president, lawyer and
chairman of a special trustee study committee created to chart
the Foundation’s course over the early years.

The love affair between Ford and the social sciences began
in these earliest days and has lasted on and off over almocst
forty years. But it has been, at times, a rocky road. And it
reveals I believe some of the obstacles to the sustained
patronage of economics by foundations and thereby to the spread
of economic ideas generally through society. I suggest in the
following sections some of the difficulties along the path which
have brought this foundation and this discipline into
disagreement or even conflict

Charity and Self-Interest

The first source of tension between foundations and
economists arises out of the fundamentally contradictory mindsets
of the two. An historian of foundaticons writes: "The
adjectives, philanthropic, eleemosynary, charitable, and
benevolent are commonly used to describe certain activities which
have - as their aim the improvinmg or wuplifting of mankinc."”
(Fremont-Smith, 19&5, p. 11) In sharp contrast, the entire
theoretical structure of economic science 1is based on self-
directed rather than other-directed activity. A young economist
is taught a2t his mother’s f(or mentor’s) knee that every importanms

action is asimed at increasing one’s own pleasure ang avoidin

18]

pain,. Moreover, those who cloak their actioms 1n appeals To such



goals as "uplifting mankind" are probably doing so for a selfish,
ulterior, "rent-seeking" purpose. Moreover, society might fall
apart if it were not so. Indeedy the most celebrated fable in
the history of economics by Bernard de Mandeville describes a
"grumbling"” beehive into which virtue and the philanthropic
instinct are introduced in place of the "vice" of self-interest.
However, with the firm moorings of self-interest lost the hive
effectively disintegrates.

So vice is beneficial found,

When it’s by justice lopt and bound;

Nay, where the people would

be great,

As necessary to the state

As Hunger is to make ’em eat.

Practicing economists are seldom so indelicate as to doubt
the desirability of philanthropy (and of foundations) publicly,
and especially when it 1is directed toward themselves; bDut
foundation officers who deal with economists regularly soocn
detect a mixture of quizzical wonderment or even contempt for the
philanthropic process. A qguestion they sense in an economist’s
demeanor is “"What are you guys really up to?" A reaction from
some economists, when presented with the notion of public welfare
as the desideratum, is to say, "O.k. we’ll play along nominally
if you let us do what we wanted to anyway." Philanthropy hes a
very small 'place in economists’® models or texibooks, and
employment in the philanthropic sector has low prestige (with the

consequence that few foundation officers are economists). This



is not to suggest that economists and philanthropists are
naturally at each other’s throats, but rather that at a minimum
they are uneasy with each other.

The Nature of Human Welfare

Both economists and foundation staff and trustees find it
necessary from time to time to reflect on their professional
values and on their sense of what constitutes an ideal community.
Econmnomists traimed in mainstream doctrine present as their goals
free choice and efficient use of resources. They treat various
social and political objectives as someone else’s business. They
see a capitalistic economy achieving the economist’s objectives,
in the main, impersonally through the workings of interdependent
markets. The economic system may fail to reach an optimum set cof
results as a consequence of improper distribution of income (in
terms of some externally determined social wvalues), monopoly,
externalitiesy and macroeconomic instability. Indeed atternticn
to these four phenomena form the rather 1limited public policy
agenda for most economists and the focus for the sub-specielty cof
welfare economics.

So how about foundations? The official "aim" of the Forc
Foundation is "to advance human welfare'". Accordingly when the
Foundation trustees were faced with the prospect of enormous new
assets they went back to first principles. The study committee
charged with the task of charting the path ahead entitled its
first chapter "Human Welfare". A comparison of this chapter with
the views of economists is instructive.

2

What is most sitriking about the Founcdatiocon’s statement :s



its prescriptive character. Absent is the economist’s notion of
giving people a "fair" distribution of resources in an efficient
market economy and then allowing them to establish their own
hierarchy of wants. Instead wants in the Foundation document are
spelled out lexicographically. Presumably this 1list weas
established by the committee during the extensive empirical
investigation which preceded the report in 1930, 1including
250,000 miles of travel and conversation with 1,000 experts. The
highest priority is attached to "security". "Fundamental to any
consideration of human welfare is human survival. All efforts to
prolong life, to eradicate disease, to prevent malnutrition and
famine, to remove the causes of violent accidents, and, above
all, to prevent war, are efforts to forward the welfare of man."
Next is listed "improvement of physical standards of living". In
the same fashion as some of the classical economists the
committee speak of a natural hierarchy of wants,; "Not until the
physical reguirements of life and good health are well met may
men progress toward the fullest realization of their mental.
emotional, and spiritual capacities."” The report lists as
further prerequisites of advancing welfare "human dignity,
personal freedom and rights, political freedom and rights, social
responsibility and the duty of service." "These democreatic
ideals represent for the Committee a particularly significant
expression of human welfare since they emphesize man’s most
crucial problems--the intricate relationships among human beings
and social organizations, now so heavily marked by tension and

disorder.”



It is clear at this point that the Study Committee is
setting up a political and social agenda rather than an economic
one. The problems of human welfare with which it is concerned
are seen as prior to the issues of wutility maximization that
typically trouble economists. "While our ultimate concern is
with the individual, it 1is clear that only 1in society can his
full development take place. Modern man cannot forsake society
in search of freedom; freedom, for him, exists only within and by
means of the social order.” The causation is from the political
and social to the economic, rather than vice versa. Democracy
not want satisfaction is the key to human progress and welfare.
"When the democratic spirit is deep and strong in a society i1t
animates every phase of living: economic, social, and political
relations among groups and nations; as well as personal relations
among men." As a clarion call to action the Commitiee proposed
"affirmative action toward the elimination of the beasic causes
of war, the advancement of democracy on a broad front, and the
strengthening of its institutions and processes.” The Foundation
must mot be "content to concern itself only with man’s obvious
physical needs; it seeks rather to help manm to achieve his entire
well-being--to satisfy his mental, emotional, and spiritual needs
as well as his physical wants. It acddresses itself to the wheole
man and to the well-being of all mankind."

The significance of these general philcsophical statements
for our purposes is that they consign economics to & secondary or

derivative role. The ultimate goal of foundation policy will no

ct

be simply increased want seatisfaction for its own sake |
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ecornomist’s notion of improvement in human welfare). Economic
improvement will be a means to other ends. For example, at one
point 1t is made clear that growth in per capita income is
important not for its own sake but because it eliminates one
cause of war. "Half the people of the world are either starving
or lack adequate food, and illness and disease are widespread.
Such conditions produce unrest and social instability, and these,
when aggravated by 1ignoramnce and misinformation, produce a
climate conducive to conflict." Similarly, a sound economy is to
be valued particularly as a prerequisite to political stability
at home. "When morale is high, when men are free, when life is
enriched, when self-govermnment operates well, when production
flourishes, when there is a pervasive sense of individual dignity
and of national unity--only then is democracy intermnally strong
and well armed."

With this as background and both the economy and economic
science identified as instruments for the achievement of higher
goals, the Committee identified "three principal contemporary
economic problems: first, the need to achieve increased economic
"stability", both at home and abroad, with a satisfactorily high
output and the highest possible level of constructive employment;
second, the need to discover the determinants of industrial peace
in order to reduce the individual and social losses invelved in
labor-management strife; and third, +¢he need, now acute with
large-scale concentration of economic power for determining a
proper balance between freedom for the individual Ffirm or

industry and government planning and control of economic



activity. In addition, the problems of conserving our natural
resources, of achieving practical equality of econrnomic
opportunity for the individual, and of raising the level of
economic understanding among the citizens of the nation, have
been considered worthy of special note."”

The relative simplicity of an economist’s goal and the
relative complexity of a philanthropist’s suggest a clear reason
for the disillusionment which would soon arise, one with the
other.

Modern methodenstreit

Just as there has been difference of opinion between
ecornomist and philanthropist about the purpese of economic
inquiry and the goals held dear by each side, so there has been
disagreement over method. Typically foundation trustees and
staff are close to the hurly-burly of affairs, both in their
other careers and in their foundation lives where they travel
widely and immerse themselves in the details of the social
problems which they become so concerned to solve. In consequence
of this human condition, as well as their training which may well
have been in law, public administration, or business management,
they are programmed to think in terms of particulars. They are
uncomfortable with abstractions, and especially those which
depend on assumptions which they perceive to be wunrealistic from
their own experience. Milton Friedman’s celebrated dictum that
the realism of assumptions doesn’t matter so long as precicticrs
hold, hes never played well outside the profession,; and 1t hes

played especially badly in foundations. For a start the



rationality postulate seems to run in the face of much everyday
experience. Whereas on the one side foundation trustees and
program staff accept optimistically the dictum that social and
economic theory can be crucially helpful to them in finding
solutions to human problems their own instinct is to plunge into
an examination of the intricacies of these problems and trust
sophisticated common sense in prescribing solutions.

Ob jections to the methodology of economics are presented as
early as the Study Committee report in 1950. The failure of
economists to concern themselves with facts and really to test
their hypotheses by confrontation with evidence 1is noted and
deplored. "In many instances theories which are highly plausible
or which conveniently serve the interests of particular groups
have had 1long acceptance without adequate efforts to verify them
in real-life situations."” Even the use of simplifying

assumptions in economics the Committee found to be fraught with

danger. "Dominant ’schools’ of ecormomic thought have from time
to time constructed overall ’systems’ through the use of
convenient but unrealistic abstractions, such as ’other things

being equal’ or the fiction of the ’economic man’, and these
systems have subsequently been adopted uncritically and
consequently misapplied by economists and the lay public.” The
Study Committee found hope for an improvement in the method of
economics in "the recent growth of a practice of economics.
Economists are now heavily relied upon by business, labor, and
various branches of government and are represented at high policy

levels by such bodies as the Council of Ecormomic Advisors to the



President. The increasing wuse of economists in practice should
help bring together the development of theory and the solution of
specific problems."” The Committee alsoc found hope for the
greater use of economics in the growth of economic statistics and
"the studies and activities of voluntary groups and committees
which have recently been organized 1in increasingly effective
forms." The Foundation over the next three decades did much to
support the moves that it found salutary in economic sciencej it
funded reforms of business schools and schools of public
administration to feature applied economics and it assisted
empirically-based institutes like the National Bureau of Economic
Research and heavily empirical exercises like Wassily Leontief’s
input-output analysis. But in general the Foundation never
gained full confidence that the economics profession as a whole
had given up its "Ricardian vice".

Frustration with Imaction

The modern ecornomist’s trainmed instinmct is always to look
and see if the invisible hand can be made to work. If the
internmational trade deficit is frighteningly large or the number
of persons on welfare distressingly great the economist asks if
these conditions are simply the result of market failures that
can be corrected merely by reinvigorating the market. Is it
really necessary, they wonder, to contemplate a tariff or & new
welfare program? Cannot & free market, perhaeps with changed
rules, be instituted which will solve the problem once and for
all rather than administer a palliative?

Foundation staff and trustees, especially those trained 1n



law, business or public administration, often find such a policy
posture hopelessly wutopian and, indeed, an impediment to
constructive thought. Regardless of the merits of the case, the
response "Let’s see if the market will do it" is well calculated
to raise foundation blood pressures to dangerous levels. There
are probably at least three factors at work here. First the
training of foundation personnel freguently predisposes them to
interventionist action. Second, the early Ford Foundation staff
had extensive experience in the wartime and postwar government
agencies where imaginative public policy seemed to have
accomplished so much. And finally, the injunction to wait for
the market to do it leaves open little opportunity for foundation
programming upon which foundation careers depend. There is even
the suspicion in foundations that ecornomists play a conscious or
un-witting blocking role for conservative forces in society who
pursue their own self-interest under a cloak of public interest
through appeals for laissez-faire. The Study Committee asser£ec
that much contemporary economic theory was an anachronism that
could not be taken seriously in the modern world:
Classical economic theory, for example, was de-

veloped long before the enormous expansion of government

in economic life, before the technological develcpments

which have led to increesed concentration of economic

contrel, and before organized labor acquired its important

position in our economic stiructure. Yet such classical

theory is still cited by certain groups in sweeping

feshnion es finmnal authority for the partizular economic



