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1
Is Capitalism Not Good Enough?

Socialism is back in the conversation. In the United States, of all places, re-
cent polls suggest the share of young people who have a favorable impression
of socialism is about the same as the share that have a favorable view of cap-
italism.! A self-described democratic socialist, Bernie Sanders, was runner-up
in the Democratic Party’s presidential primary in 2016 and 2020. Think tanks
and magazines devising plans for socialist policies and institutions have sprouted
up.2 The New York Times and the Washington Post have each had an avowed so-
cialist among their op-ed writers in recent years.> Since 2016, membership in
the Democratic Socialists of America (DSA) has jumped from a few thousand to
nearly 100,000.*

Is there a compelling case for socialism? Should we aspire to shift, in the rea-
sonably near future, from a basically capitalist economy to a socialist one?

Let’s stipulate that socialism refers to an economy in which two-thirds or more
of employment and output (GDP) is in firms that are owned by the government,
citizens, or workers. Two-thirds is an arbitrary cutoff, but it’s as sensible as any
other. It connotes a subsidiary role for the private non-worker-owned sector.

Since the Bolshevik revolution in Russia in 1917, much of the debate about
socialism has focused on lessons that can be drawn from the experience of the
former Soviet Union, Cuba, and other actually existing self-styled socialist
countries.” I will ignore this almost entirely. Because each of those cases fea-
tured an autocratic political system, they are of little or no relevance to most
modern proposals for socialism. Similarly, while the contemporary Chinese
model is attractive to some,® my focus is on the kind of socialism currently
desired by proponents in the world’s affluent democratic nations. That socialism
presupposes a democratic political system. That socialism would be a demo-
cratic socialism.

Some of the debate over democratic socialism concerns goals. The case for
democratic socialism typically is motivated by goals such as freedom, oppor-
tunity, democracy, equality, and solidarity, among others. While I have some
quibbles—as I explain in later chapters, I think some attach too high a priority
to economic equality and to a particular form of economic democracy—for the
most part I endorse the outcomes democratic socialists say they want. The aim of
this book isn't to question those goals.

Would Democratic Socialism Be Better?. L.ane Kenworthy, Oxford University Press. © Lane Kenworthy 2022.
DOI: 10.1093/0s0/9780197636800.003.0001



2  WOULD DEMOCRATIC SOCIALISM BE BETTER?

To offer a realistic alternative, socialism must be workable. Socialism’s
proponents have put a good bit of effort into designing institutions and policies
that might make a democratic socialist economy function effectively. I will draw
on these proposals. In doing so I'll assume they are in fact workable, though I'll
also emphasize that there is considerable uncertainty, since evidence is thin or
nonexistent.

A potentially significant consideration in evaluating democratic socialism is
the possibility of a “transition trough”—a steep and lengthy downturn in eco-
nomic well-being during the shift from capitalism to socialism.” There might in-
deed be a significant economic cost to transitioning if opponents stop investing
or shift their assets to other countries. But maybe not. Perhaps the transition
trough would be like an ordinary economic recession—painful but temporary.
This too I will set aside.

My focus is on what has tended to be the centerpiece of the case for demo-
cratic socialism: the notion that capitalism is bad, or at least not very good. In
reaching this conclusion, most have either analyzed a theoretical ideal-type of
capitalism, as Karl Marx famously did in Capital, or used a single country, often
the United States, as a stand-in for capitalism.® To fully and fairly assess demo-
cratic socialism’s desirability, we need to compare it to the best version of capi-
talism that humans have devised: social democratic capitalism, or what is often
called the Nordic model. I try in this book to offer such an assessment. My con-
clusion is that capitalism, and particularly social democratic capitalism, is better
than many democratic socialists seem to think.

The Reference Point: Social Democratic Capitalism

Social democratic capitalism features a capitalist economy, a democratic political
system, good elementary and secondary (K-12) schooling, a big welfare state,
employment-conducive public services (childcare, job training, and others),
and moderate regulation of product and labor markets. This set of institutions
and policies improves living standards for the least well-off, enhances economic
security, and boosts equality of opportunity. It does so without sacrificing the
many other things we want in a good society, from liberty to economic growth to
happiness and much more.!°

Figures 1.1 through 1.5 give a flavor of social democratic capitalism’s success.
On the horizontal axis in each of the charts is a social democratic capitalism
index. Every affluent longstanding-democratic country has a welfare state, but
their expansiveness and generosity differ significantly. Employment-oriented
public services and moderate (rather than stringent) product and labor market
regulations aim to boost employment, and these too vary widely across the
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Figure 1.1 Social democratic capitalism and living standards of the least well-off

Low-end household income: posttransfer-posttax income at the 10th percentile of the income
distribution. 2010-2016. The incomes are adjusted for household size and then rescaled to reflect

a three-person household, adjusted for inflation, and converted to US dollars using purchasing
power parities. “K” = thousand. Data sources: Luxembourg Income Study; OECD. Social
democratic capitalism: average standard deviation score on four indicators: public expenditures

on social programs as a share of GDP, replacement rates for major public transfer programs, public
expenditures on employment-oriented services, and modest regulation of product and labor
markets. The data cover the period 1980-2015. Data source: Lane Kenworthy, Social Democratic
Capitalism, Oxford University Press, 2020, pp. 39-40. “Asl” is Australia; “Aus” is Austria. The line is a
linear regression line. The correlation is +.73.

world’s rich democratic nations. The social democratic capitalism index captures
these country differences.!!

The country ranking is consistent with what we would expect. The Nordic
countries score highest (they are to the right on the horizontal axis). They are
followed by five continental European nations that have big welfare states but
less public spending on employment-promoting services and heavier regula-
tion of product and labor markets: Austria, Belgium, France, the Netherlands,
and Germany. In the lower half of scores are Switzerland, Japan, and six English-
speaking countries, which have smaller welfare states and limited public
spending on employment-oriented services. They are joined by three southern
European nations and South Korea, which have medium-sized or small welfare
states, comparatively little employment-promoting service spending, and heavy
product and labor market regulation.'?

On the vertical axis in Figure 1.1 is a measure of the living standards of the
least well-off: the income of a household at the tenth percentile of the income
distribution (90 percent of households have larger incomes, and 10 percent
have smaller ones).!3 The incomes are adjusted for inflation over time and for
cost-of-living differences across countries. The chart shows that the incomes of
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low-end households tend to be higher in nations that make greater use of social
democratic capitalism. And this income measure understates social democratic
capitalism’s benefits, because it doesn’t take into account the monetary value of
government services such as childcare and eldercare, which tend to be more
plentiful under social democratic capitalism.'*

In Figure 1.2 we see that the employment rate tends to be higher with social
democratic capitalism. This owes partly to its extensive use of employment-
promoting government services: active labor market programs such as
retraining and job placement and family-friendly programs like early educa-
tion and paid parental leave. These kinds of services encourage more people,
particularly women and parents, to enter employment, they help persons who
lose a job to prepare for and find another one, and they serve as a direct source
of jobs for teachers, trainers, caseworkers, and others. High employment rates
also owe to social democratic capitalism’s use of moderate, rather than heavy,
regulation of product and labor markets. The easier it is to start up, operate,
and shut down a business, and the more flexible firms can be in hiring and
firing workers, the more private businesses are likely to be able and willing to
boost employment.!

The vertical axis in Figure 1.3 shows a measure of economic insecurity: the
share of households that experience a large income decline from one year to
the next. The share tends to be smaller in nations with more of a social dem-
ocratic capitalist orientation. This is partly because public insurance programs
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Figure 1.2 Social democratic capitalism and employment

Employment: employed persons age 25-64 as a share of all persons age 25-64. 2010-2016. Data
source: OECD. Social democratic capitalism: see Figure 1.1. “Asl” is Australia; “Aus” is Austria. The
line is a linear regression line. The correlation is +.47.
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Figure 1.3 Social democratic capitalism and economic insecurity

Large income decline: Share of households experiencing a year-to-year income decrease of

25 percent or more. Average over the 2-year periods between 1985 and 2015. Excludes households
that enter retirement between one year and the next. Data source: Jacob S. Hacker, “Economic
Security;” in For Good Measure: Advancing Research on Well-Being Metrics beyond GDP, edited by
Joseph E. Stiglitz, Jean-Paul Fitoussi, and Martine Durand, OECD, 2018, table 8.4, using data from
the ECHP, EU-SILC, CPS, and CNEF (BHPS, SOEP, HILDA, KLIPS, SHP, SLID). Social democratic
capitalism: see Figure 1.1. “Asl” is Australia; “Aus” is Austria. The line is a linear regression line. The
correlation is -.88.

compensate for lost earnings. It's also because social democratic capitalism
boosts employment, so if a household member loses his or her job, it’s easier for
another member of the household to become employed, increase work hours, or
take on a second job.

Figure 1.4 shows a strong positive association between social democratic cap-
italism and opportunity. We can think of opportunity as individuals’ capability
to choose, act, and accomplish—what Isaiah Berlin called “positive liberty” and
Amartya Sen has labeled “real freedom.”'® While critics of big government tend
to assume that public social programs reduce freedom, many of these programs
are capability-enhancing. They boost people’s cognitive and noncognitive skills,
increase their employment options, ensure that hard times do minimal damage,
and reduce dependence on family and friends. More than a century ago, John
Stuart Mill recognized that true freedom to lead the kind of life we want requires
education, health, and economic security.!” More recently, Anu Partanen has
highlighted this point in a comparison of her native Finland with her adopted
country, the United States. Observing that many Americans don’t have access
to high-quality, affordable health insurance, childcare, housing in good school
districts, college, and eldercare, Partanen notes that this diminishes not only
Americans’ economic security but also their freedom:
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Figure 1.4 Social democratic capitalism and opportunity

Freedom to make life choices: share responding “satisfied” to the question “Are you satisfied

or dissatisfied with your freedom to choose what you do with your life?” 2005-2019. Data

source: Gallup World Poll, via the World Happiness Report 2020, online appendix. Social democratic
capitalism: see Figure 1.1. “Asl” is Australia; “Aus” is Austria. The line is a linear regression line. The
correlation is +.72.

Most people, including myself, assumed that part of what made the United
States a great country, and such an exceptional one, was that you could live your
life relatively unencumbered by the downside of a traditional, old-fashioned
society: dependency on the people you happened to be stuck with. In America
you had the liberty to express your individuality and choose your own com-
munity. This would allow you to interact with family, neighbors, and fellow cit-
izens on the basis of who you were, rather than on what you were obligated to
do or expected to be according to old-fashioned thinking. The longer I lived in
America . . . the more puzzled I grew. For it was exactly those key benefits of
modernity—freedom, personal independence, and opportunity—that seemed,
from my outsider’s perspective, in a thousand small ways to be surprisingly
missing from American life today. . . . In order to compete and to survive, the
Americans I encountered and read about were . . . beholden to their spouses,
parents, children, colleagues, and bosses in ways that constrained their own
liberty.!8

We have no direct measure of opportunity, but a useful indirect measure
comes from a question asked by the Gallup World Poll: “Are you satisfied or dis-
satisfied with your freedom to choose what you do with your life?” We can treat
the share responding “satisfied” as an indicator of opportunity, of the degree
to which capabilities extend widely across the population. This share is on the



IS CAPITALISM NOT GOOD ENOUGH? 7

vertical axis of Figure 1.4. The pattern across countries is consistent with the hy-
pothesis that social democratic capitalism enhances opportunity.'

Figure 1.5 looks at happiness, which some consider the ultimate prize.
The Gallup World Poll regularly asks the following question: “Please imagine a
ladder, with steps numbered from 0 at the bottom to 10 at the top. The top of
the ladder represents the best possible life for you and the bottom of the ladder
represents the worst possible life for you. On which step of the ladder would you
say you personally feel you stand at this time?” Across the rich democratic coun-
tries, we see a strong positive association between social democratic capitalism

20

and life satisfaction.

Social democratic capitalism’s chief practitioners have been Denmark,
Finland, Norway, and Sweden. Skeptics on the left sometimes suggest that the
model peaked in the 1970s, retreating since then in the face of a business offensive
and economic globalization.?! This is true when it comes to income inequality, as
we will see in a later chapter.?? But inequality is the exception rather than the
rule. Among the five outcomes shown on the vertical axes in Figures 1.1 to 1.5,
we have over-time data for three. Figure 1.6 shows that incomes of households
at the low end of the socioeconomic ladder have continued to rise rapidly in all
four Nordic countries since the 1970s, both in absolute terms and relative to
what's happened in the United States.?* Figure 1.7 shows that the Nordics have

7.7 2}
SCwi Nth Noﬂp
Asl”@Nz 7 Swe
5 US Ire Bel
G Ger
% Fr
S
(]
Q
a
K
5.4+ Por
T T
Low High

Social democratic capitalism

Figure 1.5 Social democratic capitalism and happiness

Life satisfaction: average response to the question “Please imagine a ladder, with steps numbered
from 0 at the bottom to 10 at the top. The top of the ladder represents the best possible life for you and
the bottom of the ladder represents the worst possible life for you. On which step of the ladder would
you say you personally feel you stand at this time?” 2005-2019. Data source: Gallup World Poll, via
the World Happiness Report 2020, online appendix. Social democratic capitalism: see Figure 1.1. “Asl”
is Australia; “Aus” is Austria. The line is a linear regression line. The correlation is +.72.
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Figure 1.6 Living standards of the least well-off

Tenth-percentile household income. Posttransfer-posttax income. The incomes are adjusted for
household size and then rescaled to reflect a three-person household, adjusted for inflation, and
converted to US dollars using purchasing power parities. “k” = thousand. Data sources: Luxembourg
Income Study; OECD. The lines are loess curves.
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Figure 1.7 Employment

Employed persons age 25-64 as a share of all persons age 25-64. The vertical axis doesn’t begin at
zero. Data source: OECD. The lines are loess curves.

maintained or improved their high employment rates.?* And in Figure 1.8 we see
that life satisfaction has increased slightly in Norway and Finland while falling
slightly in Denmark and Sweden. Here, too, all of the Nordics have performed a
good bit better than the United States.?
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Figure 1.8 Life satisfaction

Average response to the question “All things considered, how satisfied are you with your life as a
whole these days?” Scale of 0 to 10. The vertical axis doesn’t begin at zero. Data source: World Values
Survey.

Some observers believe the Nordic nations have unique features—culture,
good government, small size, among others—that allow them, and only them,
to achieve the good outcomes produced by social democratic capitalism without
suffering tradeoffs. But a careful look at the evidence suggests this isn’t true.2®
The model’s success almost certainly is transferable to other affluent democratic
nations. Indeed, all of those nations already are partial adopters of social demo-
cratic capitalism, and they’ve benefited from that.

While the Nordic nations are, to this point, the only ones to have fully
embraced social democratic capitalism, other countries have been moving
in that direction.?” Many of the continental European nations have long had
expansive and generous public social programs. Over the past two decades,
some of them—most notably Germany, the Netherlands, and Austria—have
added early education, lifelong learning, active labor market policy, and other
employment-conducive public services, and some have loosened their product
and labor market regulations. Both steps bring these countries into closer
alignment with the social democratic capitalist model. The United Kingdom
also moved in this direction under the New Labour governments headed by
Tony Blair and Gordon Brown from 1997 to 2010, though the Conservative
governments since then have pulled back somewhat. Even the United States,
long seen as the welfare state laggard among the affluent democracies, has con-
tinued its slow but fairly steady long-run movement toward social democratic
capitalism.?®
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One way to see this is via an indicator of the scope and generosity of public
social programs. Figure 1.9 shows the amount governments in the rich demo-
cratic countries spend on social programs as a share of gross domestic product
(GDP). The share has been rising in all of these nations for roughly a century.
And the difference between the Nordic countries today and the United States
today is much smaller than the difference between the United States today and
the United States a century ago.

So when we ask “Would democratic socialism be better?” we should be asking
not whether it would be better than capitalism per se, or better than American-
style capitalism. Our question should be: In what ways would democratic so-
cialism improve upon social democratic capitalism?? How would Danes,
Swedes, Germans, Americans, Koreans, and people in other countries have
better lives if they opted for democratic socialism rather than the Nordic model?

Before moving on, let me emphasize that the label “social democratic cap-
italism,” which T'll use throughout the book, is shorthand for a set of policies
and institutions: a capitalist economy, a democratic political system, good K-12
schooling, a big welfare state, employment-conducive public services, and mod-
erate regulation of product and labor markets. It isn’t intended to be shorthand
for the policy preferences of particular Social Democratic parties, nor for the
electoral success of those parties.

30% -

20 N
NZ, US, Asl
Can, Nth, Swi

Ire

Kor

10 A

0 A =
1880 1930 1960 2020
Year

Figure 1.9 Public social expenditures

Share of GDP. Gross public social expenditures. Data source: Esteban Ortiz-Ospina and Max Roser,
“Public Spending,” Our World in Data, using data for 1880-1930 from Peter Lindert, Growing Public,
volume 1, Cambridge University Press, 2004, data for 1960-1979 from OECD, “Social Expenditure
1960-1990: Problems of Growth and Control,” OECD Social Policy Studies, 1985, and data for
1980ff from OECD, Social Expenditures Database. “Asl” is Australia; “Aus” is Austria.
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What Is Democratic Socialism?

What might democratic socialism look like? Some advocates envision it, vaguely,
as a society in which everyone has access to what they need, there is little in-
equality of income or wealth or power, and behavior is cooperative.’** Most
proponents, however, think of democratic socialism mainly as a different way of
structuring the economy. For socialists in prior eras this meant government eco-
nomic planning, but today nearly all socialist proposals rely heavily on markets.’!
The core distinguishing features of contemporary democratic socialist ideas are
public ownership of firms and economic democracy.*

Ownership of companies in democratic socialism would be mainly public
rather than private. One straightforward version of this would involve gov-
ernment taking ownership of (“nationalizing”) firms in a variety of industries.
Jeremy Corbyn, the Labour Party candidate for prime minister in the United
Kingdom in 2017 and 2019 and a self-described socialist, proposed to nation-
alize rail, water, electricity distribution companies, and mail, as well as some steel
firms.3* Getting two-thirds or more of the economy in government hands would
require far more. Here, for example, is the current distribution of employment by
industry in the United States:**

13.9% Government
13.0  Professional and business services
12.4  Healthcare
10.2  Leisure and hospitality
9.8  Retail trade
7.9  Manufacturing
5.5  Self-employed
5.3  Finance
4.5  Construction
4.1  Otherservices
3.6 Wholesale trade
3.4  Transportation and warehousing
2.3 Education
1.8  Information
1.4 Agriculture
0.4  Mining
0.3  Utilities

Government (federal, state, and local) currently accounts for about 14 percent of
employment. If all of healthcare, manufacturing, finance, transportation, educa-
tion, and utilities were nationalized, that would bring public employment to only
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about 45 percent of the total. An additional 20 percent or so would be needed to
get to two-thirds.

Another way to think about this is by size of firm. Here is the current break-
down in the United States:*

13.9% Government
8.6  Private: 1 to 9 employees
21.7  Private: 10 to 99 employees
20.9  Private: 100 to 999 employees
35.0 Private: 1,000 or more employees

Nationalizing all currently private firms that have more than 1,000 employees
and most that have more than 100 would bring two-thirds into the public sector.

Nationalization isn’t the only approach to public ownership. Another is to
change the nature or the distribution of stock shares. For example, employees
could own a large number of firms collectively. One way to do this would be to
gradually transfer stock shares in large companies to a fund controlled by labor
unions or by some other worker-elected representative body.*

Another proposal for how to change stock ownership is John Roemer’s
“coupon socialism” plan.’” Mid-sized and large companies would issue stock
shares, just as they do today in capitalist economies. At age 18, each person is
given a certain number of coupons, equal to a per capita share of the total value
of the economy’s stock shares, which she can use to purchase shares in particular
firms (or in a mutual fund or index fund). Coupons can be used for this purpose
only; they can’t be sold for cash. Firms pay dividends, yielding an income flow to
their owners. And ownership confers the right to vote as a shareholder in electing
a firm’s board of directors. If a person sells some or all of his shares in a partic-
ular company, he receives coupons, which can be used only to purchase shares
in other firms. Share ownership can’t be inherited or gifted; at death, a person’s
coupons go back to the common pool, to be redistributed among living citizens.

Because stock shares can be traded, the price (in coupons) of successful firms
will increase. Thus, over the course of a lifetime, people who invest in more suc-
cessful companies will end up with a larger ownership share than others. This may
also yield them more income via the dividend payments of the companies (or
mutual funds) whose shares they own. But this type of income inequality will be
minor relative to what exists in contemporary capitalist economies, where a small
share of the population own lots of stock shares and most people own few or none.

Firms in the Roemer plan can raise money by issuing new shares and sel-
ling them on the stock market for coupons. The government (central bank)
determines the value of new stock shares, which gives it some influence over the
direction of economic activity. If the government wants to encourage investment
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in, say, clean energy, it can increase the value of new shares of firms in that line of
business. But otherwise a Roemer “coupon socialism” economy would operate
similarly to existing affluent capitalist economies.

If one common vision of democratic socialism revolves around shifting from
private to public ownership of firms, another sees it as the expansion of democ-
racy to the economic sphere, within firms and/or in the broader economy. Tom
Malleson lays out a version of this:

Democratic workplaces. Firms are run as worker cooperatives (except for those
run by a single individual, or those of large capital-intensity or national impor-
tance, which are co-managed between worker representatives and state repre-
sentatives). The majority of the workforce of each co-op must be full members
with equal rights to participate in the governance of the firm, elect managers,
and receive a share of the profits. Temporary workers could be permitted, but
after a probationary period they must enjoy full rights to become members
should they wish to do so. Each firm is free to remunerate as it sees fit. . . .

A democratized market system. Co-ops and consumers interact with each
other and are coordinated by way of a market system. This is the second compo-
nent of the economy—a cooperative market system regulated by an interven-
tionist state. The market system is regulated to improve consumer democracy
by reducing inequality. . ..

Democratic finance and investment. Citizen democracy over economic de-
velopment is protected by capital controls and promoted through public
institutions that are both accountable and well-equipped to deal with market
failures (such as externalities, public goods, etc.) These public institutions
exist at different levels: accountable investment at the highest level is achieved
through a National Investment Fund, while meaningful involvement occurs at
the local level through Public Community Banks (ideal for dealing with local
externalities) and participatory budgeting (ideal for dealing with local public
goods). Public funds are allocated by the government to regions based on the
share of their population; then municipalities direct funds to public commu-
nity banks and participatory budgeting. Participatory budgeting decides on
local investment priorities and the public community banks disperse their
funds as loans to co-ops (and individuals) on the basis of criteria decided by the
elected municipal government.?®

While there are other conceptualizations of democratic socialism, public
ownership and economic democracy are the key features for most contemporary
proponents.

Here I need to clear up a terminological confusion. The confusion stems
mainly from Bernie Sanders, who came close to being the Democratic Party’s
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presidential nominee in the United States in both 2016 and 2020. Sanders favors
the Nordic model, but he labels it democratic socialism. It isn’t only Sanders;
some on the center left in Europe over the past century have called them-
selves socialists even though what they desire is essentially the Nordic model.*
Throughout the book I'll stick to the more conventional usage: I'll refer to the
Nordic model as social democratic capitalism, and I'll use the terms “socialism”
and “democratic socialism” to refer the kinds of economic system I've described
in this section.!

What’s Wrong with Social Democratic Capitalism?
Would Democratic Socialism Be Better?

My aim in this book is to advance our thinking about what kind of economic
system we want, and about whether democratic socialism should be a prominent
part of the discussion. I hope to push this discussion in the direction of compar-
ison, concreteness, and evidence.

The case for a modern democratic humane socialism typically has two parts.
The first is that capitalism is bad, at or least not especially good. Is that correct?
The bits of evidence I've shown you in this chapter suggest that the social dem-
ocratic version of capitalism actually has done rather well. The rest of the book
looks into this in much greater detail. Each chapter examines one of the things
that we should want in a good society, that contemporary democratic socialists
typically say they want, and that socialism might, conceivably, improve our
ability to achieve: an end to poverty in rich countries, an end to poverty every-
where, more jobs, decent jobs, faster economic growth, inclusive growth, more
public goods and services, affordable healthcare for all, helpful finance, truly
democratic politics, economic democracy, less economic inequality, gender and
racial equality, more community, and a livable planet. I offer a close look at the
evidence about how capitalist economies have performed on these outcomes,
with particular attention to the performance of social democratic capitalism.

The second part of the case for democratic socialism is the notion that it
would be an improvement. For each of these outcomes, I consider what, if any-
thing, we can conclude about whether democratic socialism would do better
than social democratic capitalism. There is no existing democratic socialism
along the lines of what present-day advocates envision, so it’s impossible to con-
duct an evidence-based comparison between democratic socialism and social
democratic capitalism. Instead, we have to consider a hypothetical democratic
socialism. But that shouldn't stop us from being as systematic and detailed as
we can.



2
An End to Poverty in Rich Countries

In proportion as capital accumulates, the situation of the worker, be
his payment high or low, must grow worse.
—Karl Marx!

This system [capitalism] creates enormous wealth but also great
misery for the majority.
—Vivek Chibber?

To me democratic socialism is the value that in a modern, moral,
and wealthy society no person should be too poor to live.
— Alexandria Ocasio-Cortez?

The eradication of poverty will only happen when the socioeco-
nomic system has been seriously overhauled and founded upon ec-
onomic democracy.

—Gregg Olsen*

Capitalism has been effective at achieving economic growth—a steady and sig-
nificant increase in the quantity of goods and services. Figure 2.1 tells the story.
Economic historians have estimates of gross domestic product (GDP) per person
back to the year AD 1 for France and back a few centuries or more for some other
countries. For most of the past two thousand years—and by extension, for vir-
tually all of human history—the quantity of goods and services we produced
barely budged.> Then, with the advent of capitalism around the middle of the
1800s, economic productivity surged and output grew rapidly in nations such as
the United States, Germany, France, and a handful of others. Capitalism isn’t the
whole story; government provision of property rights and public goods has been
key, as has the scientific method. But capitalism has been central.®

It could have turned out that owners (capitalists) grabbed all of the gains from
rising productivity and output. Owners have more power than workers, because
there usually are fewer firms looking for workers than workers looking for an
employer.

Would Democratic Socialism Be Better?. L.ane Kenworthy, Oxford University Press. © Lane Kenworthy 2022.
DOI: 10.1093/0s0/9780197636800.003.0002
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Figure 2.1 GDP per capita

Adjusted for inflation and converted to 2011 US dollars using purchasing power parities.
“K” = thousand. The data begin in Ap 1 for France, in 1500 for Germany, and in 1650 for the United
States. Data source: Maddison Project Database 2018, rug.nl/ggdc.

In practice, the gains have been shared to a nontrivial degree. Ordinary
workers have gotten steadily higher wages, incomes, and living standards. One
reason is that firms sometimes find it difficult to locate available workers, or ones
with needed skills or experience. This gives workers enough leverage to secure
a wage increase. A second is labor unions, which negotiate on behalf of large
groups of workers and have the ability to strike, giving them considerably more
power than individual employees have. A third is government minimum wages,
which have tended to rise over time, along with regulation of hiring and firing
procedures, work hours, working conditions, and more. In addition, in the pe-
riod from 1945 through the 1970s, many employers were willing to acquiesce to
steady wage increases in order to stave off a repeat of the decade-long depression
of the 1930s and to discourage workers from embracing communism.

As aresult, it isn’t only the rich who have experienced rising living standards.
Nor is it just the rich and the middle class. There has been very significant im-
provement for the working class and even the poor. People at the low end
have higher incomes, better housing, longer lives, more education, shorter
workweeks, and more retirement years than did their counterparts from a cen-
tury or two ago. And if we look across the world’s countries today, those with
larger per capita GDP have less poverty and longer life expectancy.”

But has this come to an end? Since the 1970s, globalization, reduced barriers
to entry, and the rise of low-cost behemoths such as Walmart and Amazon have
increased the competitive pressure many firms face. Falling transportation and
communication costs have made it easier for companies to move jobs to lower-cost
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parts of the world, or to threaten to do so. Computers and robots have created new
possibilities for automating tasks. The “shareholder value” revolution in corporate
governance has encouraged managers to prioritize a rising stock price ahead of
the well-being of workers. Labor unions have weakened. Consequently, a growing
share of firms have felt compelled or incentivized to pursue a “low road” approach
to jobs—to minimize labor costs above all else, to treat workers simply as com-
modities.® Has this development ended, or perhaps even reversed, the steady rise
in incomes and living standards for people at the low end in the world’s affluent
democratic nations? Is capitalism no longer good for the poor?

Incomes and Material Well-Being

In the early 1960s, the US government formulated the world’s first official pov-
erty line, set at about three times what it cost a household to meet minimal nu-
tritional requirements. The poverty rate for the country—the share of Americans
in households with an income below the line—was 22 percent as of 1959. Over
the next decade and a half, the rate fell steadily, reaching 11 percent in 1973.
Some poverty analysts predicted we would see the end of the poverty in America
within a decade.’

That didn’t happen. There has been continued progress, but it has been slow.
Figure 2.2 shows household income at the 10th percentile of the distribution in
the United States and other affluent democratic nations. This is a better indicator
than the poverty rate because it doesn’t rely on a crude binary (either you’re poor
or you aren’t) classification.!? Since the late 1970s, incomes of low-end American
households have increased, but quite slowly.!!

What about other rich countries? In a few, low-end incomes have been stag-
nant, but in most they have risen, and more rapidly than in the United States.
The Nordic countries in particular have been successful at achieving significant
income increases for their least well-off.!2

Figure 2.3 offers another way to assess the degree of progress. On the vertical
axis is change in 10th-percentile household incomes since the late 1970s. On the
horizontal axis is economic growth, measured as growth of GDP per capita, over
the same period. In most of the countries, the incomes of low-end households
have grown more or less in proportion to growth of the economy. Notable
exceptions include Germany and the United States, where low-end incomes have
increased much more slowly than economic growth allowed. In Germany, this
was partly a function of reunification with the former East Germany in 1990 and
policy makers’ choice to create a low-wage (“mini-jobs”) segment of the labor
market beginning in the early 2000s. The US story is a more complicated one, to
which I'll return.
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Figure 2.2 Tenth-percentile household income

Posttransfer-posttax household income. The incomes are adjusted for household size and then
rescaled to reflect a three-person household, adjusted for inflation, and converted to US dollars
using purchasing power parities. “k” = thousand. Data sources: Luxembourg Income Study; OECD.
“Asl” is Australia; “Aus” is Austria. The lines are linear regression lines.
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Figure 2.3 Tenth-percentile household income growth by economic growth

Per year change, 1979-2015. Because the actual years vary somewhat depending on the country,
change is calculated by regressing household income or GDP per capita on year. Household incomes
are posttransfer-posttax, adjusted for household size (the amounts shown are for a household with
three persons). Household incomes and GDP per capita are adjusted for inflation and converted

to US dollars using purchasing power parities. Data sources: OECD; Luxembourg Income Study.
Ireland and Norway are omitted; both would be far off the plot in the upper-right corner. “Asl” is
Australia; “Aus” is Austria. The line is a linear regression line.
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A more direct indicator of material well-being is people’s responses to
questions about their living conditions. Since 2007, the Gallup World Poll has
asked a representative sample of adults in each country whether there has been
a time in the past year when they didn’t have enough money to (1) buy food
that they or their family needed or (2) provide adequate shelter or housing. The
share of households responding yes to these two questions ranges from 5 percent
in Denmark to 15 percent in the United States and 20 percent in South Korea.
Other indicators of material deprivation tell a similar story.!* Unfortunately, we
have no measure of material hardship that is available more than a decade or two
back in time, so we can’t tell whether progress at reducing it has continued or
faltered.

What about longevity? In the United States, average life expectancy increased
from 39 years in 1880 to just shy of 80 years today. The rise in other rich demo-
cratic countries has been equally dramatic. In the late 1800s and the first half of
the 20th century, this increase owed mainly to progress in preventing and curing
infectious diseases, especially among newborns and children. Since then, prog-
ress has come mainly from extending the lives of those who make it to middle
age, by reducing the incidence of and boosting the survival rate from heart di-
sease, cancer, accidents, lung disease, liver disease, suicides, and homicides. This
latter form of progress is more difficult, so the rise in life expectancy has been
slower. But it has continued.!

If that’s true for the average person in these countries, is it also true for the
poor? In the United States, the answer, at least since 1980, is no. Life expectancy
for Americans in the top 60 percent of incomes has increased, but for those in
the lower 40 percent it has been stagnant.!> Why? The rate of smoking has fallen
less rapidly among lower-income Americans than among those with higher
incomes. Opioid addiction and overdose have increased more rapidly among
Americans with less education and income. The income disparity in medical
care very likely has increased; between 1980 and 2010 the share of Americans
without health insurance increased, and most who lack insurance have low to
moderate income. Differences in healthcare provision between more-affluent
urban areas and poorer rural areas appear to have widened. And the gap in in-
come itself has grown, albeit mainly between those at the very top and everyone
else. On the other hand, some health determinants haven't diverged according to
income: for instance, while lower-income Americans are more likely to be over-
weight or obese than those with higher incomes, the income gap in obesity actu-
ally has shrunk in recent decades.'®

It appears that, with respect to health developments among the poor, the
American experience may be unique. In eight European countries for which
data are available since 1990—Finland, France, Italy, Norway, Spain, Sweden,
Switzerland, and the United Kingdom—mortality decreased (longevity increased)
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over the period from 1990-94 to 2005-09 among persons with less than a high
school education. In fact, it decreased more for persons with low education
than for those with a college degree. Other findings suggest the same is true in
Canada.'”

To sum up: Since the mid-1800s, when sustained economic growth commenced
in the world’s twenty or so rich longstanding-democratic nations, incomes and
broader well-being of people at the low end of the socioeconomic ladder have
tended to improve. Beginning in the 1970s, automation, globalization, shifts in
corporate culture, union decline, and other developments have led some obser-
vers to conclude that this progress has ended. Indeed, since the 2008-09 financial
crisis, stories of economic decline and frustration among the working class, and
the way this has contributed to the rise of “populist” and anti-immigrant polit-
ical parties, have been increasingly prominent. Yet the data suggest that incomes
and longevity among the least well-off have continued to rise in nearly all of these
countries. The United States is more the exception than the rule.

Government Transfers Are Now the Key Source of Income
Growth for Poor Households

Let’s return to incomes and consider the mechanism through which economic
growth boosts the income of the poor. We tend to think of this process as cen-
tered on earnings: as the economy grows, more of the poor are able to get a job,
work more hours, and see their hourly wage increase.

Since the late 1970s, however, in many of the rich democratic countries the
earnings of low-end households have increased very little, if at all. The main
reason for this is that many households don’'t have any earners. Figure 2.4 shows
the share of households with no earner in the United States, a country in which
paid work has long been central to the national ethos and in which the employ-
ment rate has tended to be comparatively high. Throughout this period about 20
to 25 percent of American households have had no earners, and this share has
risen a bit in recent decades.

This shouldn't be too surprising. Among US households, 26 percent are
“headed” by a person age 65 or older, a share that has been increasing as people live
longer and as the large baby boom generation reaches retirement age. At any given
moment, around 2 to 7 percent of American adults are unemployed, meaning
they would like to have a paying job but can’t find one. Others live in places where
job opportunities are so scarce that they have given up searching for work. About
20 percent are disabled, and approximately 30 percent will at some point in their
career experience a disability significant enough to cause them to miss 90 or more
days of work.!® Other people are constrained by family circumstances.
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Figure 2.4 US households with zero earners

Share of all households. Data source: US Census Bureau, Historical Income Tables: Households,
census.gov, table H-12.

As a result, a significant share of the income of households at the low end of
the socioeconomic ladder comes from government transfers. And increasingly,
those transfers have become their chief source of income growth. Since the late
1970s, in most of the rich longstanding-democratic nations, when the incomes
of households in the lower fifth have increased it typically has owed to increases
in government transfers.!® Government transfers have become the core mech-
anism through which economic growth reaches the least well-off.

Some government transfers are designed to automatically rise over time as the
economy grows. This happens when, for instance, pensions or unemployment
compensation are indexed to average wages. Other transfers increase only when
policy makers explicitly decide they should. A key reason why the incomes of
low-end households in the United States have risen so little in recent decades is
that only one of America’s main government transfer programs, Social Security,
is structured so that benefit levels automatically increase in sync with economic
growth. The rest require intentional action by policy makers, and proposals to
raise benefit levels have often gotten blocked.

Would Democratic Socialism Be Better at Ending Poverty
in Rich Countries?

Incomes of Americans on the lower rungs of the socioeconomic ladder are too
low, and they’ve increased too little since the late 1970s. Too many Americans
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have trouble meeting their housing and food bills. And for a large number, life
expectancy has stalled. Some interpret these facts as an indication that capitalism
has outlived its usefulness.

For people at the low end in the Nordic countries, however, incomes are
higher than in the United States, public services pay for many things Americans
are forced to purchase on their own (healthcare, childcare, college, eldercare),
few people have trouble meeting food and housing expenses, and life expectancy
has been rising faster than for people at the top.

How would a switch from social democratic capitalism to democratic so-
cialism help the least well-off in the Nordic nations? And why would America’s
poor be better off if the United States chose democratic socialism rather than so-
cial democratic capitalism? The main argument would seem to be that socialism
has a simple, straightforward mechanism for solving poverty: everyone gets a
share of the proceeds from the country’s wealth or its companies. This could take
the form of dividends from stock “coupons,” a direct payout from the nation’s
sovereign wealth fund, or something else.

But step back and think about what this means. It means the government has
decided to pay out part of the economy’s proceeds to low-income citizens, rather
than only to private holders of stocks, bonds, or land. An alternative, and equally
straightforward, way to do this is to tax incomes and assets and distribute the
revenue to the poor.

One strategy for getting the money to people is to increase the scope and gen-
erosity of existing social assistance programs.

Another could be via a universal basic income (UBI).2° A basic income would
give individuals a regular cash payment. Eligibility wouldn't be conditional on
need or employment status. A generous version, proposed recently by Philippe
Van Parijs and Yannick Vanderborght, would give each permanent fiscal resident
of a country, including children, an amount equal to one-fourth of the nation’s
per capita GDP, which in the contemporary United States would be about
$15,000 per year. With a basic income of this size, the poverty rate would drop
to zero.

Or we could adopt a “negative income tax.” Unlike a basic income, this would
go only to people (or households) with low income, but it would guarantee them
enough government cash assistance to bring them above the poverty line.

There is no clear reason why we need socialism in order to get a more gen-
erous social assistance program, a universal basic income, or a negative income
tax. These programs are no more incompatible with capitalism than are existing
welfare state programs, statutory minimum wages, and laws that say firms must
recognize and negotiate with labor unions. They wouldn’t prevent people from
starting up a business, hiring and firing workers, and making a profit.
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Its true that in a nation with a capitalist economy many employers will op-
pose a basic income or a negative income tax or increased social assistance gen-
erosity. Each would require an increase in taxes, and they would improve people’s
ability to leave crummy, low-paying jobs, and employers may not be pleased with
this. But employers have opposed lots of social programs and regulations over
the past hundred years. Despite that opposition, quite a few such programs and
regulations have been enacted, implemented, and subsequently expanded. As we
saw in chapter 1, the share of GDP spent on public social programs in rich dem-
ocratic countries has jumped from essentially zero a century ago to about 25 per-
cent today.

Even a UBI no longer seems out of the realm of possibility. There have been a
number of small-scale experiments with UBIs, including recent ones in Finland,
Canada, and the United States. The state of Alaska has had a UBI for decades,
though the amount is quite small.

Center-left governments have had plenty of opportunity to increase gov-
ernment transfers to a level where those transfers would eliminate poverty, but
they’ve chosen not to do so. Citizens of Switzerland were able in 2016 to vote in
a national referendum on a proposal to create a generous UBI, but they over-
whelmingly voted no. The core reason no rich democratic nation has enacted
poverty-eliminating social assistance or a negative income tax or a generous uni-
versal basic income is that this would sharply increase the incentive for people
with limited labor market prospects to live off the benefit rather than seek em-
ployment. Encouraging employment is popular because it fosters a sense of
reciprocity and community and because it helps to generate tax revenues that
finance government programs.?!

There may come a point when a majority of the citizenry in these countries
believes everyone should have the freedom to choose not to work. But that time
hasn’t yet arrived. This is a problem for those who favor a transition to from cap-
italism to socialism. If you can’t convince a majority of people to support an ex-
tension of the welfare state, which most are already familiar with and fond of, are
you likely to succeed in convincing them to shift from an economic system with
mostly private property to one with mostly public property?
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An End to Poverty Everywhere

The tremendous suffering in the world today demands a response.
Capitalist development has created mass abundance, but it hasn’t
met the basic needs of the most vulnerable. Millions still die every
year of preventable diseases. Many more spend their lives mired in
poverty.

—Bhaskar Sunkara!

We should want to improve the lives of the least well-off in rich nations. Their
struggles are worthy of our concern.? But we should worry even more about
how to make things better for the billions of people around the world who live in
much more meager conditions. Would democratic socialism improve our ability
to do that?

Most of the World’s Poorest People Are Poor Because They
Live in a Poor Country

Much of the world’s population is poorer than even the least well-off in the af-
fluent nations. Figure 3.1 offers one way to see this. It shows that the income
of the poorest Americans (1 on the horizontal axis) situates them at the 68th
percentile of the world’s income distribution (vertical axis), meaning their in-
come is higher than that of approximately two-thirds of the world’s population.
In Brazil, a person in the middle of the distribution (50 on the horizontal axis)
has an income similar to an American at the bottom. In China and even more
so in India, the bulk of the population have incomes below those of the lowest-
income Americans.

To a significant degree, people who are poor are those who live in poor coun-
tries. One measure of poverty, for which the World Bank has data, is a household
income of less than $2,000 a year ($5.50 per day). Figure 3.2 shows that the share
of a country’s population that has an income below this amount is predicted
quite well by the country’s per capita GDP. The same is true for life expectancy, as
we see in Figure 3.3.3

Would Democratic Socialism Be Better?. Lane Kenworthy, Oxford University Press. © Lane Kenworthy 2022,
DOI: 10.1093/0s0/9780197636800.003.0003
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Figure 3.1 Household incomes in the United States and three poorer countries
Data source: Branko Milanovic, The Haves and the Have-Nots, Basic Books, 2011, figure 3.
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Figure 3.2 Country poverty rate by country GDP per capita

Poverty rate: share of persons living in a household with an income less than $5.50 per day. Incomes
adjusted for inflation and converted to 2011 US dollars using purchasing power parities. Average
over 2004-2015. Data source: World Bank. GDP per capita: converted to 2011 US dollars using
purchasing power parities. 2010. Data source: UNDP, “Human Development Data.” Three small,
rich city-states (Andorra, Luxembourg, and Singapore) are omitted. The line is a loess curve.
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Figure 3.3 Country life expectancy by country GDP per capita

Life expectancy: years at birth. 2015. Data source: United Nations Development Program (UNDP),
“Human Development Data” GDP per capita: converted to 2011 US dollars using purchasing
power parities. 2015. Data source: UNDP, “Human Development Data.” Three small, rich city-states
(Andorra, Luxembourg, and Singapore) are omitted. The line is a loess curve, calculated with eight
oil-rich nations excluded.

It isn’t just incomes and longevity that improve as societies get richer. What
people want and what they prioritize also tend to change. Three such changes are
particularly important.

First, people tend to dislike loss.* The higher our income, the more insur-
ance we are willing to purchase in order to minimize potential loss. For some
types of insurance, such as insurance against low income in old age, govern-
ment is the most effective provider. Germany created a public old-age pension
program in the late 1800s, and other industrializing countries began to do so
in the first half of the twentieth century, with many introducing or expanding
them during the Great Depression in the 1930s. While many nations now have
this type of public program, richer countries tend to have more expansive ones.
Government also plays an important role in the provision of health insurance;
public spending on healthcare tends to rise as nations get richer. The same is
true for education.

A second change in people’s desires as they get richer is to want more fairness
in their society.” Drawing on several decades of public opinion survey data from
multiple countries, Ronald Inglehart and Christian Welzel have found that once
people can be confident of survival and of a decent standard of living, they tend
to shift away from a worldview that emphasizes traditional sources of authority,
religious dictates, traditional social roles, and the well-being of the group or com-
munity rather than that of the individual. A “postmaterialist” or “emancipative”
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worldview replaces a scarcity orientation.® One element of postmaterialism is
a desire for basic political rights. Another element is universalistic humanism,
which deems all persons, including members of outgroups, as equally worthy
of rights, opportunities, and respect. In the world’s rich democratic nations, the
shift from a traditional orientation to a postmaterialist one emerged in the gen-
eration that grew up after the Great Depression and World War I1.7 As the rest of
the world gets richer, were beginning to observe it there too.

A third shift that comes with affluence is a growing emphasis on personal li-
berty. Most of us want the freedom to choose what to believe, how to behave,
with whom to live, and so on. As material well-being increases, this desire for
freedom comes to the fore.’

Together, affluence, its causes (markets, stable and supportive government,
and science), and its consequences (desire for more insurance, fairness, and per-
sonal freedom) have produced societies—and individuals in them—that are not
only richer but also more secure, better educated, healthier, fairer, and freer.!°

So when a poor country gets richer, life tends to improve for its citizens. Is cap-
italism preventing poor nations from getting richer?

Is the Modern Global Economy Good or Bad for the Poor?

Modern capitalism is, to a significant degree, global capitalism.!! Since the
middle of the twentieth century, exchange of goods and services between nations
has increased sharply. It now accounts for about one-third of total world eco-
nomic output, as we see in Figure 3.4.

An influential view holds that rich countries tend to make poor countries
poorer. They are said to do by taking poor nations’ raw materials and by directing
poor nations’ economies toward production of commodities that bring in little
income, that discourage investments in education, and that offer limited oppor-
tunity for significant productivity gains. History offers plenty of examples.'?

Today, it is less often the governments of affluent countries that dictate the
economic direction of poor nations. The key players are global corporations and
their supply chains. Some of these firms are engaged in extractive operations in
developing nations, but most focus on manufacturing or services.

Trade between poor nations and rich ones can help the incomes of people in
poor countries grow faster. If producers in poor countries are able to sell their
goods and services in rich countries, the size of the market expands enormously.
There are more customers, and those customers are, on average, able to pay more
than customers in the poor nation. This enables increased production in the poor
country, which can lead to more jobs and rising wages. Virtually every successful
economic development story of the past half century—including South Korea,
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Figure 3.4 Trade

Average of exports and imports as a share of GDP. Includes all countries. Data sources: Esteban
Ortiz-Ospina and Max Roser, “International Trade,” Our World in Data, using data from Antoni
Estevadeordal, Brian Frantz, and Alan M. Taylor, “The Rise and Fall of World Trade, 1870-1939,
Quarterly Journal of Economics, 2003 for 1500-1820, Mariko J. Klasing and Petros Milionis,
“Quantifying the Evolution of World Trade, 1870-1949,” Journal of International Economics, 2014
for 1870-1949, and Penn World Tables for 1950fF.

Taiwan, Hong Kong, Singapore, China, Brazil, Botswana, and Mauritius—has
relied heavily on exports to rich countries.!

When economic growth increases in poor nations, some of the added income
goes to wealthy owners in those countries or to executives and shareholders of
multinational corporations. But some of it goes to ordinary workers in the poor
nations. Between 2000 and 2012, China’s share of world manufacturing exports
increased from 5 percent to 17 percent, and during that decade more than
200 million Chinese moved up into the global middle class.'* More broadly, as
we see in Figures 3.5 and 3.6, the period of rising trade since 1970 has coincided
with, and almost certainly has been a key contributor to, the most rapid decrease
in extreme poverty in human history.

Do these data paint too rosy a picture? They might, in three respects. First, the
dramatic reduction in extreme poverty may cause us to overlook the fact that its
level remains disturbingly high. Approximately 700 million people still live with
an income of less than $1.90 per day.'®

Second, while the number or share of people in poverty is a useful indicator
of well-being, it can mislead. It’s a binary measure: a household with an income
below the poverty line is counted as poor, and a household with an income above
the line is counted as not poor. Suppose a lot of people are slightly below the line
at time 1 and then experience a small increase in income, putting them above the
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Figure 3.5 Share of people in extreme poverty worldwide

Share of persons living in a household with income less than $2 per day (upper line) or $1.90 per day
(lower line). Data source for upper line: Max Roser, “Extreme Poverty,” Our World in Data, using
data from Bourguignon and Morrisson, “Inequality among World Citizens: 1820-1992,” American
Economic Review, 2002. Data source for lower line: World Bank.
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Figure 3.6 Number of people in extreme poverty and not in extreme poverty
worldwide

Persons in households with an income of less than $1.90 per day. 2011 dollars. “bn” = billion. Data
source: Max Roser and Esteban Ortiz-Ospina, “Global Extreme Poverty,” Our World in Data, using
data for 1820-1970 from Bourguignon and Morrisson, “Inequality among World Citizens: 1820—
1992, American Economic Review, 2002 and data for 1981ff from World Bank Povcal Net.
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line at time 2. It will appear that there’s been a massive reduction in (extreme)
poverty when in fact most of these people have experienced only a modest rise in
living standards. Some observers believe this is exactly what has happened, espe-
cially in China and India, in recent decades.'®

But the best available data suggest that’s probably wrong. Figure 3.7 shows
estimates of the growth rate of household income from 1988 to 2011 at various
points along the worldwide income distribution. Households at the low end saw
their incomes rise about 30 percent during these two decades. While that isn’t as
fast as wed like, it’s a significant improvement. And households from the 10th
percentile to the 75th—a group comprising nearly two-thirds of the world’s pop-
ulation, including most of those who live in developing countries—saw their
incomes rise by 50 percent or more.

A third way in which the world poverty rate data might overstate actual prog-
ress has to do with China. Since 1990, China’s rate of economic growth and of
poverty reduction have been among the world’s best. China has nearly a fifth of
the world’s population, so a decrease in its poverty rate has a sizable impact on
the worldwide poverty rate. And in fact that is a key part of the story of poverty’s
decline in recent decades.!’

But while this tells us that a free market or small-government version of
capitalism hasn’'t been the key to poverty reduction, it doesn't gainsay the real
progress that has been made. Nor does it suggest that the global economy hasn’t
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Figure 3.7 Income growth for people at various points along the worldwide
distribution of income, 1988-2011

Cumulative percentage income growth per person. Incomes adjusted for inflation and converted to
2011 US dollars using purchasing power parities. Data source: Branko Milanovic, “Changes in the
Global Income Distribution and Their Political Consequences,” 2018.
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played a role in reducing poverty. Exports to rich countries have been crucial to
China’s progress.!8
Paul Krugman puts the point in the following way:

Globalization really did deliver big time. . . . I was a grad student in the 1970s
and I asked myself, “What should I specialize in?” I said “Well, what is the most
important thing?” The answer was clearly development economics. Nothing
was more important than making poor countries less poor. I didn’t do it be-
cause it was too depressing. In the 1970s, development economics was a very
depressing field. It was basically nondevelopment economics. It was all about
the reasons why poor countries didn’t seem to be able to get rich.

Then all of that changed. Since then, we've seen, in terms of numbers of
people, the rise of China, but then a little bit later, the rise of India. You see an
enormous expansion of the quality of life for literally billions of people. All of
that is clearly closely linked to globalization. All of these are export-oriented

success stories.’

Would Democratic Socialism Be Better at
Ending Poverty Everywhere?

In theory, socialism could be better. There is a lot of room for further progress,
and it’s certainly conceivable that a different economic system in rich countries
or in poor countries, or both, would speed up the progress. But how, exactly?

Many proposals focus on reforming global rules that structurally disadvan-
tage poor nations. Examples include ending “structural adjustment” programs
that force poor countries to reduce government spending in order to qualify
for loans, ending trade laws and agreements that prevent poor countries from
helping their domestic firms and industries, instituting a global minimum wage,
giving poor countries an equal voice at the World Trade Organization (WTO),
the International Monetary Fund (IMF), and the World Bank, and canceling the
existing debt of poor nations.*

Another approach is simply to give more money. In the mid-2000s, Jeffrey
Sachs suggested that if rich nations increased their foreign aid to poor nations
to just 0.7 percent of their GDP, we could end poverty worldwide within two
decades.?! A more direct strategy would be to transfer money to households—
rather than governments, firms, or nonprofits—in poor countries. If we use a
poverty line of $7.40 per day, about 58 percent of the world’s population lived in
poverty as of 2013. By one calculation, a fund generated by a 4 percent tax on the
incomes of people with an income more than double that poverty line would be
sufficient to move the incomes of those 58 percent above the line.??
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The question is whether socialism would make it easier to pursue these or
related strategies. Many of the rich capitalist nations have adjusted their trade
strategies, foreign aid efforts, and taxation and redistribution programs over
time, frequently in a progressive direction. That’s especially true in the nations
with more of a social democratic capitalist orientation.?® In other words, there al-
ready has been significant movement in the right direction. Larger-scale or more
direct efforts to boost incomes among the world’s poor will require new political
struggles, but that would be no less true with a socialist economy.

More pessimistically, some observers have concluded that we know too little
about how to generate sustained improvement in living conditions in poor coun-
tries to be confident about particular strategies. According to Michael Clemens,

Events of economic conception—growth takeoffs—tend to occur in small
enclaves that get things right for extremely complex reasons, never homoge-
neously across large areas. In countries so small that the enclave was the entire
country—Botswana, Hong Kong, Mauritius, Singapore, Taiwan—growth has
been astounding. In countries where the national boundaries include places
where it happened and places where it did not—Brazil, India—growth has
been good. In places where the national boundaries happen to include no place
where the right cocktail of factors has come together, there has been little or no
growth. All of the bottom-billion countries fall into the last category. . .. Helping
the bottom billion will be a very slow job for generations, not the product of
media- or summit-friendly plans to end poverty in ten or 20 years. It will re-
quire long-term, opportunistic, and humble engagement, much of it through
public action—built on a willingness to let ineffective interventions die and on
a sophisticated appreciation of the stupendous complexity of functioning econ-
omies. The grievous truth is that although a range of public actions can and
should help many people, most of the bottom billion will not, and cannot, be

freed from poverty in our lifetimes.?*

If this is correct, we have no basis for concluding that either capitalism or so-
cialism would be better for poverty reduction in poor nations going forward.
Our knowledge is too limited to permit any kind of informed judgment.

The Most Effective Poverty-Reduction Strategy:
Open Borders

The quickest and most effective way to help the world’s least well-off is to allow
them to migrate to richer countries.?” The pay of an unskilled worker who
moves from Mexico to the United States goes up by 150 percent on average.
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For an unskilled worker who migrates from Nigeria to the United States, the
pay rise is more than 1,000 percent.?® This is partly because schools and other
skill-development institutions are more widely available and more effective in
rich countries, but the main reason is that the economy is more productive.

The moral argument in favor of open borders is straightforward: birth country
is no less accidental than is birth location within a country, and the former tends
to be far more consequential. Freedom and equality of opportunity require the
ability to choose where one lives. Democratic nations allow citizens to move
freely within their borders. Even nondemocratic countries frequently do so;
think of the massive movement of Chinese from rural areas in the western part
of the country to cities in the east since the late 1970s. The same should be true
between countries.

Opponents warn this could lead to an unmanageable number of people
moving from poor or violent or politically repressive nations to rich democratic
ones. We have two pieces of information to help us gauge the likely magnitude
of the flow. One is responses to a Gallup World Poll question that has been asked
in nearly all of the world’s countries since 2007. The question is “Ideally, if you
had the opportunity, would you like to move permanently to another country, or
would you prefer to continue living in this country?” Figure 3.8 shows that about
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Figure 3.8 Migrants: actual and desired

Share of the world’s population. Migrants: share of the world’s population living in a country different
from their country of birth. Data source: Michael Dimock, “Leaving Home,” Pew Research Center,
2016, using United Nations data. Would like to migrate: share of the world’s population saying they
would like to move permanently to another country. Question: “Ideally, if you had the opportunity,
would you like to move permanently to another country, or would you prefer to continue living in
this country?” Data source: Gallup World Poll, reported in Neli Esipova, Anita Pugliese, and Julie Ray,
“More Than 750 Million Worldwide Would Migrate If They Could,” Gallup, 2018.
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15 percent of people in the world say they would like to migrate, whereas only
3.5 percent have actually done so. This suggests that migration would indeed rise
by a significant amount. Instead of 250 million migrants, there would be about
1.2 billion.

Many would go to the rich democratic nations. About 70 percent of current
migrants go to those countries, and an even larger share would like to. The United
States is home to the largest number. That number currently is about 45 mil-
lion, which is 13 percent of the US population. It's conceivable that with open
borders that number might rise to perhaps 300 million, doubling the US popu-
lation.?” That would be a big change, but it would be neither unprecedented nor
unmanageable. The United States has a huge land mass, so space isn’t an obstacle.
America’s population doubled in the periods 1850-1875, 1875-1905, 1905-
1955, and 1955-2020. While a doubling due to open borders would happen rela-
tively rapidly, it wouldn’t be instantaneous. And there’s a good chance it would be
beneficial. The movement inside China since the late 1970s has been larger, and
it has yielded a massive net gain in human well-being (apart from the increase in
urban smog).?8

A second piece of evidence on how open borders would play out comes from
the European Union’s experience since full implementation of the “Schengen
Agreement” beginning in 1999. Skeptics feared an unmanageable flood of
migrants from Romania, Poland, and other poor member countries to Germany;,
France, the United Kingdom, and other affluent ones. But it didn’t happen. The
actual flows proved quite manageable.?’

Proponents of democratic socialism might offer two responses. One is that
focusing on migration as a solution to poverty sidesteps the need to help im-
prove economic conditions in the poorest countries. Indeed, by encouraging de-
parture of the most capable, it could make things worse for some poor nations.
Yet as Brian Caplan and Vipul Naik point out, “this is no more tragic than poor
villagers exiting the backwaters of China and India. Development is ultimately
about people, not places. And nonmigrants benefit, too. Remittances—which
already far exceed the flow of foreign aid—start coming home almost immedi-
ately. Before long, successful immigrants start using their newfound business
connections to develop their mother countries. Puerto Rico provides an excel-
lent illustration. Over half of Puerto Ricans live abroad, but Puerto Ricans who
stayed behind now enjoy a First World standard of living.”*

A second potential argument by democratic socialism advocates is that open
borders will never be politically feasible with a capitalist economic system, be-
cause the hefty political influence of the rich will allow them to block it, just as
they do many other progressive policy proposals. We'll consider the issue of
unequal political influence in chapter 11. But it's worth emphasizing that at the
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moment, at least in the United States, people who say they are working class or
lower class are more likely than those who are middle or upper class to oppose
increased immigration.3! A society in which political influence is more equally
distributed across income groups might therefore be one in which it is politically
harder, not easier, to open the borders to the world’s poor.
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More Jobs

The hopes which accompanied the Keynesian revolution, of reforming
capitalism so as to ensure continuous prosperity with full employment,
are now all but extinguished.

—]Joan Robinson and Frank Wilkinson!

With the end of post-war reconstruction in the 1960s, a grinding
process of gradual institutional change set in that insensibly
undermined and eventually removed most of the safeguards once
devised to make capitalism compatible with then powerful collec-
tive demands for security, stability, equal opportunity, shared pros-
perity, and the like. Forty years later, we are beholding the results
of an extraordinary historical development: a newly liberated cap-
italism having successfully extricated itself, Houdini-like, from the
social fetters it had temporarily had to pretend to be willing and able
to live with. Among the collective safety provisions that have fallen
victim to capitalism’s remarkable escape act is politically guaranteed
full employment.

—Wolfgang Streeck?

The forms of automation in the digital age, which are now pene-
trating deep into the service sector, including sectors of professional
services, makes it much less likely that future economic growth will
provide adequate employment opportunities through the capitalist
market. The magnitude of this problem is further intensified by the
globalization of capitalist production. . . . Full employment through
capitalist labor markets seems increasingly implausible.

—Erik Olin Wright?

A persistent failing of capitalism has been its inability to employ everyone who
wants paid work. Some of this is “frictional”: a type of job is automated out of
existence, or a person’s employer goes out of business and she needs some new
training or education in order to find a job in her town that pays similarly. But
some of it likely is “structural,” inherent to the system—a function of the fact that

Would Democratic Socialism Be Better?. Lane Kenworthy, Oxford University Press. © Lane Kenworthy 2022,
DOI: 10.1093/0s0/9780197636800.003.0004
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employment decisions are decentralized and based on imperfect information.
Indeed, companies may benefit from the existence of a “reserve army of labor,”
the nonemployed, because this allows them to pay a lower wage.*

Is capitalism incompatible with full employment? Would democratic so-
cialism do better?

High Employment

The most widely recognized indicator of insufficient employment is the unem-
ployment rate, which is the share of people who want to be employed but aren’t.
While this measure is helpful in judging the severity of the employment problem
during an economic recession, it’s less useful at other times. A better indicator is
the employment rate: the share of the working-age population that is employed.®
Figure 4.1 shows the employment rate among persons aged 25 to 64 in the rich
democratic nations.

The employment rate in the top-performing countries is 80 percent or more,
and in Sweden it is 85 percent. (These are pre-pandemic numbers.) Is that below
“full employment”? It is if we think full employment means that 90 or 95 percent
of persons aged 25-64 are in paid work. But I doubt that’s what we want. Some
working-aged persons prefer to stay home with children or an elderly family
member, or to do volunteer work, or are in education or training, or are disabled,
or have retired “early” Others have an alternative source of income—a partner
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Figure 4.1 Employment rate

Employed persons age 25-64 as a share of all persons age 25-64. The vertical axis doesn’t begin at
zero. Data source: OECD. “Asl” is Australia; “Aus” is Austria.
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or spouse, savings, a trust fund, lottery winnings—and prefer to paint or do vol-
unteer work or play chess or golf or video games. Is 80 percent of working-aged
persons in paid work too low? Perhaps, but I suspect not.

It’s worth thinking here about the merits and drawbacks of paid work. On the
one hand, employment has significant virtues.® It imposes regularity and disci-
pline on people’s lives. It can be a source of mental stimulation. It helps to fulfill
the widespread desire to contribute to, and be integrated in, the larger society. It
shapes identity and can boost self-esteem. With neighborhood and family ties
weakening, the office or factory can be a key site of social interaction. Lack of
employment tends to be associated with feelings of social exclusion, discourage-
ment, boredom, and unhappiness. In addition, employment may help to achieve
desirable societal outcomes such as economic security and opportunity.

On the other hand, the need for a paycheck can trap people in careers that
divert them from more productive or rewarding pursuits. Work can be phys-
ically or emotionally taxing. It can be monotonous, boring, alienating. Some
jobs require a degree of indifference, meanness, or dishonesty toward customers
or subordinates that eats away at one’s humanity. And work can interfere with
family life. We shouldn't be too surprised if a nontrivial share of people opt out.
I see little reason to expect they would choose differently under democratic
socialism.

Figure 4.2 shows employment rates for working-aged women, and Figure 4.3
shows the rates for working-aged men. While female employment rates have
been rising over the past half century, the rates among men have been falling.
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Figure 4.2 Women’s employment rate

Employed women age 25-64 as a share of all women age 25-64. The vertical axis doesn’t begin at
zero. Data source: OECD. “Asl” is Australia; “Aus” is Austria.
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Figure 4.3 Men’s employment rate

Employed men age 25-64 as a share of all men age 25-64. The vertical axis doesn’t begin at zero.
Data source: OECD. “Asl” is Australia; “Aus” is Austria.

Some of this decline for men owes to the slow but steady shift from manu-
facturing to services. Another contributor is changes in family finances and
in gender role norms; more working-aged men are financially able to choose
something other than paid work, and more feel free of stigma in making such
a choice.

Even if we believe an employment rate of 80 percent among working-aged
persons is sufficiently high, we might worry that employment will decline going
forward, because capitalism tends to eliminate jobs. Many commentators seem
to believe this is already happening. However, they’re likely misled by a focus
on manufacturing jobs. Manufacturing employment has been decreasing
in the affluent democracies since around 1970, and this trend has been quite
steady.” As just noted, it is a key part of the reason why employment rates
among working-aged men have declined. A focus on manufacturing and men
misses the fact that the rich democratic nations have generated a large number
of new service jobs over the past half century, and that the decline in employ-
ment among men has been more than offset by the rise in paid work among
women. The overall employment rate in these countries (Figure 4.1) averaged
68.2 percent in the 1980s, 70.4 percent in the 1990s, 74.1 percent in the 2000s,
and 75.2 percent in the 2010s.

Employment could decrease going forward. If artificial intelligence advances
to a point where robots can do complex in-person service tasks—teacher, nurse,
yoga instructor—as effectively as humans, we may indeed see a significant fall in
the availability of paid work. But there is no sign that we are near this point yet.?
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Recessions

Even if capitalism hasn’t failed at providing jobs for a large share of working-aged
persons, it surely hasn’t done well enough at avoiding temporary job loss for large
numbers of people during economic downturns. Is this an endemic failing, or
can societies with a capitalist economy do better?

Prior to the 2008-09 “Great Recession,” some prominent economists believed
that our knowledge about how to steer the economy had advanced to a point
where, in the words of Nobel laureate Robert Lucas, “the central problem of
depression-prevention has been solved” There would, in other words, be no
more sustained economic downturns. That now looks quite unlikely.

If we can't prevent recession-induced unemployment, can we minimize
its extent and duration? Here the answer seems to be yes. There is widespread
agreement among experts that we can indeed do so, via monetary policy (lower
interest rates, easier loan terms) and fiscal policy (increased government
spending, reduced taxes).!?

Implementation of this strategy faces two impediments. One is adherence to
a belief that “austerity”—reducing government spending or increasing taxes—is
the appropriate strategy in a recession.!! There is no guarantee this view will dis-
sipate. Mistaken notions can persist for quite a long time. One hopeful sign is
that the US central bank, the Federal Reserve, has acted aggressively at four key
junctures—at the end of the 1990s, in 2008-09, in 2018-19, and in response to
the Covid-19-induced downturn in 2020—both to forestall the onset of a reces-
sion and to hasten its end. Fiscal policy is in the hands of elected policy makers,
and their response may be dictated as much by partisan political strategy and
the preferences of their voters or financial donors as by knowledge. But given
that economic performance matters for election outcomes, even conservatives
have some incentive to do the right thing. The fiscal policy response to the 2020
pandemic was encouraging. US policy makers passed emergency spending bills
amounting to more than 15 percent of GDP. Even the German government, tra-
ditionally the most averse to government debt among the affluent democratic
nations, committed to a huge injection of cash.!?

The second barrier to effective fiscal policy expansion during a recession is
high levels of public debt. Even policy makers who know that accepting a tem-
porary increase in the government’s deficit is the right thing to do during a re-
cession may be reluctant if that means adding to an already-large public debt.
However, there doesn’t appear to be anything inherent in capitalism that forces
governments to run up and maintain a large debt. As Figure 4.4 shows, the
Nordic nations, in particular, have tended to balance their public budgets—and
they’ve done this despite high levels of government spending. While Keynes pre-
scribed deficit spending during economic recessions, in order to compensate
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Figure 4.4 Government debt

Government net debt: government financial liabilities minus government financial assets, measured
as a share of GDP. Higher on the vertical axis indicates larger debt. Data source: OECD. Norway,
which has a surplus (negative net debt) of better than 200 percent of GDP, is omitted. “Asl” is
Australia; “Aus” is Austria.

for a shortfall in private-sector demand, he favored running a surplus when the
economy is growing in order the keep the budget in balance over the business
cycle, and Nordic policy makers have adhered to that.!®

Is Public Employment the Key to High Employment?

Among the affluent democratic nations, the Nordics—Denmark, Norway, Sweden,
and Finland—have the highest levels of public employment. Government jobs ac-
count for 20 to 30 percent of all jobs in the Nordic nations. These countries also
have relatively high overall employment rates. Are government jobs the key to
boosting employment?

The large number of government jobs in the Nordic countries can mislead
us. They are to a significant degree a product of the fact that most medical per-
sonnel (doctors, nurses, administrative staff) and most early education providers
(teachers, staff) are employed by the government. In other countries their
counterparts are more likely to be self-employed or in nonprofit or for-profit
companies.

In any case, when we look across the full set of rich democratic nations,
there is no noteworthy correlation between the public sector’s share of employ-
ment and the overall employment rate. This is shown in Figure 4.5. A number
of the nations with the highest overall employment rates—Switzerland, Japan,
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Figure 4.5 Public employment and the employment rate

2015. Public employment: persons employed by government as a share of all employed persons.
Data aren’t available for Australia and New Zealand. Data source: OECD, Government at a Glance
2017. Employment rate: employed persons age 25-64 as a share of all persons age 25-64. Data
source: OECD. “Aus” is Austria. The line is a linear regression line.

Germany, and the Netherlands—are light on public employment. And some
of the countries with a comparatively large public sector, such as France and
Belgium, have a relatively low overall employment rate. So while govern-
ment jobs can contribute to high employment, they are neither necessary nor
sufficient.

Worker Control and High Employment

In one view of democratic socialism, a key element would be workers having
control over decision making in their firm.!* The appointment of top manage-
ment in each firm would be via one-person-one-vote elections. Firms’ corporate
governance would approximate that of “worker cooperatives”

In cooperatives, workers typically adopt profit sharing as a key element of
compensation. However, where workers have ultimate decision-making au-
thority and their compensation is based to a significant degree on the ratio of
profits to workers, they have an incentive to limit hiring. And when they do hire,
they have an incentive to assign new workers to a separate tier that lacks voting
rights and doesn’t participate in the profit sharing.!> If in a democratic socialist
economy firms were required to give all employees equal voting rights and ac-
cess to profit sharing, we might therefore expect those firms to resist expanding
employment.
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Worker cooperatives are few in number, so we don’t know how pervasive this
tendency is.!® Nor can we be sure it would play out under socialism. But it’s a po-
tential worry.

Would Democratic Socialism Be Better at Achieving a
Plentiful Supply of Jobs?

It might. But I don't see anything in the existing evidence that should lead us to
conclude that social democratic capitalism is significantly underachieving, nor
to be confident that democratic socialism would do better.
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Decent Jobs

Along with capitalist growth comes . . . alienating and tedious work
for the majority.

—Erik Olin Wright!

Job insecurity is the new norm.
—Guy Standing?

Once, I asked a liberal friend of mine to describe his dream world,
to tell me what it would look like if everything he wanted had been
accomplished. What did he see in the dream? “Full employment,” he
said. Now, I think everyone should have a job who wants one, but
I have to say this is a pretty pitiful dream! It looks exactly like our
current world, except we all have jobs. And jobs suck!

—Nathan Robinson®

Key incentive structures of capitalist economies contain biases to-
ward long working hours.

—Juliet Schor*

The rich capitalist democratic countries have succeeded, as we saw in chapter 4,
in increasing employment rates despite the challenges—globalization, compe-
tition, automation, shareholder value corporate governance, weakened labor
unions—of the modern era. But have they done so mainly by creating a flood of
bad jobs?

We'll look at pay in chapter 7. What about work conditions, the quality and
security of jobs, and working time?

There are loads of undesirable jobs in every capitalist economy, as a lengthy
collection of workplace studies and exposés attests.” The relevant questions
are: Has there been improvement? If so, can improvement continue? And would
democratic socialism do better?

Would Democratic Socialism Be Better?. Lane Kenworthy, Oxford University Press. © Lane Kenworthy 2022,
DOI: 10.1093/0s0/9780197636800.003.0005
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Conditions at Work

The available data, from public opinion surveys, don’t suggest a significant de-
terioration in people’s perception of their work conditions since the 1980s or
1990s.° In fact, most indicators suggest no worsening at all or even a trend to-
ward improved conditions on the job. Figures 5.1 through 5.5 show that in recent
decades there has been a reduction in most of the rich democratic countries in
the share of employees who say their job isn’t interesting, who say they rarely are
able to make use of their skills and experience, who say they can’t work inde-
pendently, who say their opportunity for advancement isn’t high, and who feel
their job isn’t useful.

One exception to the trend of constancy or improvement in perceived work
conditions is the share who say their job is stressful. This is shown in Figure
5.6. On average about a third of respondents say their work is often or always
stressful, and this share has increased in recent decades, albeit only a little. Is
this peculiar to capitalism? We don’t know. It’s conceivable that democratic
socialism would significantly reduce work stress. But if so, it should puzzle us
that some of the countries in which labor unions are strongest, employee voice
is most institutionalized, and public employment is highest—Sweden, France,
Belgium, Norway—are also among those in which a comparatively large share of
employees say work is always or often stressful.
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Figure 5.1 My job isn’t interesting

Share of employed persons. The lines are linear regression lines. Question: “Please tick one box to
show how much you agree or disagree that it applies to your job: My job is interesting” Response
options: strongly agree, agree, neither, disagree, strongly disagree. The lines show the share
responding disagree or strongly disagree. Data source: International Social Survey Programme
(ISSP), zacat.gesis.org. “Asl” is Australia; “Aus” is Austria.
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Figure 5.2 In my job I rarely use my skills and experience

20

Share of employed persons. The lines are linear regression lines. Question: “How much of your

past work experience and/or job skills can you make use of in your present job?” Response

options: almost none, a little, a lot, almost all. The lines show the share responding almost none or a
little. Data source: International Social Survey Programme (ISSP), zacat.gesis.org. “Asl” is Australia;

“Aus” is Austria.

50% -

e

O -

Ja

Por, Sp
Kor

Ire

US, Fr, UK

Asl, Bel, Fin, NZ
Can, Nth, Aus, Ger
Swe, Nor, Swi, Den

T T T
90 2000 10

Year

T T T
1960 70 80

Figure 5.3 I can't work independently

20

Share of employed persons. The lines are linear regression lines. Question: “Please tick one box

to show how much you agree or disagree that it applies to your job: I can work independently”
Response options: strongly agree, agree, neither, disagree, strongly disagree. The lines show the share
responding disagree or strongly disagree. Data source: International Social Survey Programme

(ISSP), zacat.gesis.org. “Asl” is Australia; “Aus” is Austria.
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Figure 5.4 Disagree my opportunities for advancement are high

Share of employed persons. The lines are linear regression lines. Question: “Please tick one box to
show how much you agree or disagree that it applies to your job: My opportunities for advancement
are high” Response options: strongly agree, agree, neither, disagree, strongly disagree. The lines
show the share responding disagree or strongly disagree. Data source: International Social Survey
Programme (ISSP), zacat.gesis.org. “Asl” is Australia; “Aus” is Austria.
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Figure 5.5 My job isn’t useful

Share of employed persons. The lines are linear regression lines. Question: “Please select the
response which best describes your work situation . . . you have the feeling of doing useful work”
Response options: always, most of the time, sometimes, rarely, never. The lines show the share
responding rarely or never, with don’t know responses excluded. Data source: Magdalena Soffia
etal., “Alienation Is Not ‘Bullshit’: An Empirical Critique of Graeber’s Theory of BS Jobs,” Work,
Employment, and Society, 2021, using data from the European Working Conditions Survey.
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Figure 5.6 Work is always or often stressful

Share of employed persons. The lines are linear regression lines. Question: “Please tick one box

to show how often it applies to your work: How often do you find your work stressful?” Response
options: always, often, sometimes, hardly ever, never. The lines show the share responding always or
often. Data source: International Social Survey Programme (ISSP), zacat.gesis.org. “Asl” is Australia;
“Aus” is Austria.

It’s possible that a high level of perceived stress is simply a condition of modern
life. Arlie Hochschild, in her book The Time Bind, found that some Americans
feel they have less control and more stress at home than in their workplace.”
Recent studies of representative samples confirm that people tend to experience
more stress at home than at work. And interestingly, the home-compared-to-
work gap is largest for those with lower education and income.?

Are policy makers in a country with a capitalist economy incapable of
addressing workplace stress? Given the long history of progress in regulating
work conditions, from working time to safety to hiring and firing procedures
and more, that seems unlikely.9

Job Regularity and Security

Seasonal jobs, work for temporary (“temp”) agencies, gig or platform economy
positions, independent contracting, freelancing, and some other types of work are
outside what is considered the standard employment relationship. Many of these
jobs come with irregular pay, which is fine for some households but problematic
for others. Also, nonstandard workers may not be eligible for unemployment
compensation or fringe benefits. And they may be more vulnerable to wage theft.
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In the United States, recent studies estimate that 2.6 percent of employed per-
sons are on-call workers, 1.5 percent are temp agency workers, 3.1 percent are
workers provided by contract firms, and 0.5 percent are workers who provide
services through online intermediaries such as Uber and Task Rabbit. Around
10 percent have irregular or on-call shifts. As many as 33 percent engage in free-
lance work of some kind.!?

Have globalization, advances in automation, the rise of the gig economy, and
union decline increased the prevalence of irregular jobs? We have over-time data
only for two indicators: temporary employment and involuntary part-time em-
ployment. Figures 5.7 and 5.8 show that both have increased in a number of the
rich democratic nations.

Have these shifts led to a decline in job security? A number of observers
suggest that they have.!! But data on job tenure—how long a worker has been
with her current employer—suggest a different story. Comparable data for 15
European nations are available since the early 1990s. As we see in Figure 5.9, av-
erage tenure has decreased a bit in some countries but increased in just as many.
In most there has been little change. In the United States, where we have data
covering a longer period, there has been no decline since the 1960s.

Figure 5.10 shows employees’ perceived job insecurity across the rich demo-
cratic nations. In most, the share who believe their job isn’t secure has been flat or
declining in recent decades.!?
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Figure 5.7 Temporary employment

Workers whose jobs have a predetermined termination date. Share of persons age 25-64. The lines
are linear regression lines. Data source: OECD. “Asl” is Australia; “Aus” is Austria.
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Figure 5.8 Involuntary part-time employment

Share of persons age 25-64. The lines are linear regression lines. Data source: OECD.
“Asl” is Australia; “Aus” is Austria.
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Figure 5.9 Average job tenure

Average number of years with current employer. The lines are linear regression lines. Data

source: OECD. United States data are for the median, rather than average. Data source: Henry

R. Hyatt and James R. Spletzer, “The Shifting Job Tenure Distribution,” Discussion Paper 9776, IZA,
2016, figure 1. “Aus” is Austria.
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Figure 5.10 My job isn’t secure

Share of employed persons. The lines are linear regression lines. Question: “Please tick one box to
show how much you agree or disagree: My job is secure” Response options: strongly agree, agree,
neither, disagree, strongly disagree. The lines show the share responding disagree or strongly
disagree. Data source: International Social Survey Programme (ISSP), zacat.gesis.org. “Asl” is
Australia; “Aus” is Austria.

Working Time

Another frequent worry about capitalism is that those who have jobs may be
compelled to work more than they want.!® It certainly is true that some people
work very long hours. Figure 5.11 shows the share of employed persons who
work more than 50 hours per week. In Japan and South Korea, more than 20 per-
cent work very long hours. In the United States, 12 percent do. However, in a
number of the rich democracies, the share is closer to 5 percent or even smaller.

On average, work hours have fallen dramatically over the past century and a
half. Figure 5.12 shows the trends since 1870 in the 12 nations for which histor-
ical data are available. We have data for more countries beginning around 1970.
Figure 5.13 shows a continued downward trend in nearly all of them.

A key source of declining work hours is paid vacation days and holidays,
shown in Figure 5.14. Apart from the United States, an obvious outlier, the
average number of mandated paid days off from work in the rich democracies
isnow 27.

Further reductions in working time are in the offing. France has moved to
a 35-hour standard workweek (rather than 40), and other countries are likely
to follow. We may add additional paid holidays and vacation days. Another
proposal likely to gain traction is for periodic paid sabbaticals during one’s

work career.!4
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Figure 5.11 Long work hours

Share of employed persons whose usual hours of work per week are 50 or more. Data source: OECD.
“Asl” is Australia; “Aus” is Austria.
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Figure 5.12 Work hours per week, 1870ff

Average weekly work hours per person engaged in nonagricultural activities. Data source: Max
Roser, “Working Hours,” Our World in Data, using data in Michael Huberman and Chris Minns,
“The Times They Are Not Changin’: Days and Hours of Work in Old and New Worlds, 1870-2000,”
Explorations in Economic History, 2007. “Asl” is Australia.
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Figure 5.13 Work hours per year, 1960fF

Average annual hours worked per employed person. “k” = thousand. The vertical axis doesn't begin
at zero. Data source: OECD. “Asl” is Australia; “Aus” is Austria.

1.8 4

1.4 4

[vs)
@
[ N )

[
.
[ J

)]
=
'

Can °

I
0 19 39

Figure 5.14 Mandated paid vacation days and holidays

Per year. Legally mandated paid vacation days and paid holidays. Data source: Adewale Maye, “No
Vacation Nation, Revised,” Center for Economic and Policy Research, 2019. “Asl” is Australia; “Aus”
is Austria.
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What about work predictability? Firms increasingly utilize “just-in-time”
scheduling. This, according to Heather Boushey and Bridget Ansel,

allows managers to adjust—and readjust—employees’ schedules during
the week, day, or even in the middle of a worker’s shift. The software can
break down schedules in 15-minute increments, meticulously paying atten-
tion to even the smallest fluctuations in store traffic, shaving minutes off an
employee’s shift if need be. In practice, this often means that managers do
not post schedules until they are certain of the number of hours they have
to give out (determined by upper management), and the managers’ bosses
seek to contain costs by holding them accountable for “staying within hours”
It also leads managers to cut scheduled hours if they have gone over their
allotted budget for labor costs earlier in the week. . . . Furthermore, some
employers require workers to remain on-call, keeping their schedules free
on the chance their employers may need them. Combined, these scheduling
practices mean that many workers often have little or even no advance notice
of their schedules.!

This flexibility allows firms to minimize labor costs without shortchanging cus-
tomer service. But it can be hard on workers.

In 2014 and again in 2018, about 40 percent of employed Americans reported
that they find out what days and hours they will be working less than one week in
advance.!¢ Studies of US retail and restaurant firms and employees yield similar
estimates.!”

It is possible to mandate better scheduling practices by employers. In San
Francisco, large retail employers are required to notify employees of their
schedule 2 weeks in advance. In Germany the requirement is 16 weeks, and in
Denmark it is 26 weeks. In a number of European nations, firms must provide a
guaranteed minimum number of hours to their workers.'®

Job Satisfaction

The share of people in the rich capitalist democratic nations who think their work
conditions are bad is fairly small, and aside from perceived stress on the job the
share hasn’t been rising. Temporary employment and involuntary part-time em-
ployment have become more common, but there has been no rise in job insecu-
rity. Working time has been falling for more than a century, and it has continued
to decrease. New just-in-time scheduling practices can make work schedules less
predictable, but this appears to be mainly an American phenomenon, as other
countries are restricting this practice.
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Figure 5.15 Dissatisfied with my job

Share of employed persons. The lines are linear regression lines. Question: “All things considered, how
satisfied are you with your (main) job?” Response options: completely satisfied, very satisfied, fairly
satisfied, neither, fairly dissatisfied, very dissatisfied, completely dissatisfied. The lines show the share
responding fairly dissatisfied, very dissatisfied, or completely dissatisfied. Data source: International
Social Survey Programme (ISSP), zacat.gesis.org. “Asl” is Australia; “Aus” is Austria.

What does all of this imply for job satisfaction? Figure 5.15 shows the share of
people who say they are dissatisfied with their job. On average, that share is just
7 percent. And apart from in Japan, it hasn’t increased over the past three decades.

Would Democratic Socialism Be Better
at Providing Decent Jobs?

According to the best available data, trends in job quality, job security, working
time, and job satisfaction over the long run and in recent decades have been
better than capitalism’s critics tend to suggest. Its also worth noting that work-
place safety has increased markedly.'?

There is plenty of room for further improvement. But I don't see a compelling
rationale for concluding that we need democratic socialism in order to get that im-
provement. Progress will come partly via technological advances but to a signifi-
cant degree through political struggle, just as it has over the past century and a half.
Employers in a capitalist economy frequently resist regulation of work conditions,
job security, working time, and other aspects of the employment relationship. Their
ability to draw on a pool of unemployed persons looking for work, to replace people
with machines, and to move to more profitable locations gives them a structural ad-
vantage. And their financial resources likely boost their political influence. Yet those
advantages haven't, to this point, prevented long-run progress toward decent work.
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Faster Economic Growth

This system, the American system, and every Western capitalist
system, is now in a period of low growth. . .. We are in a structural
crisis, not a cyclical crisis; and that structural crisis, I would argue,
derives from the very characteristics of a system which socializes
irresponsibly.

—Michael Harrington!

Economic growth might have problematic implications for our ability to pre-
serve the earth’s climate,? but in other respects it is an important goal for a good
society. It is valuable because it tends to boost living standards and because other
aims are more readily achieved in the context of an affluent, growing economy.?

Markets Are Helpful for Economic Growth

A capitalist economy features extensive private ownership of property and
markets in goods, services, and labor. Markets are helpful in two respects. The
first is resource allocation. The scale and complexity of a national economy make
effective planning and coordination via commands very difficult. Market prices
work better.* The second is innovation and improvement. Competition creates
incentives to develop new products and services, to improve existing ones, and
to increase efficiency.

Sustained growth requires more than markets. Daron Acemoglu and James
Robinson note that

Secure property rights, the law, public services, and the freedom to contract
and exchange all rely on the state, the institution with the coercive capacity to
impose order, prevent theft and fraud, and enforce contracts between private
parties. To function well, society also needs other public services: roads and a
transport network so that goods can be transported, a public infrastructure so
that economic activity can flourish, and some type of basic regulation to pre-

vent fraud and malfeasance”

Would Democratic Socialism Be Better?. Lane Kenworthy, Oxford University Press. © Lane Kenworthy 2022,
DOI: 10.1093/0s0/9780197636800.003.0006
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For the most part, it is governments that provide these things. Economic growth
thus depends in part on effective government.

A third key is science—the application of the scientific method and the means
needed to measure and analyze in order to improve products and the process of
making them. Without science, market incentives are likely to yield some ad-
vance in productivity, but probably a limited amount.

Economic growth may also require a cultural shift. In The Protestant Ethic and
the Spirit of Capitalism, Max Weber asked why early business owners would re-
invest profits in order to accumulate wealth. At the time of his writing, around
1905, the capitalist economies in much of western Europe and the United States
featured substantial competition, which encourages capitalists to reinvest profits
in order to raise productivity and lower costs, in order to avoid being underbid
and pushed out of business.® But why did early entrepreneurs continuously re-
invest profits, especially in conditions of considerable uncertainty? As Weber
noted, this orientation runs counter to “traditional” rational economic beha-
vior: “A man does not ‘by nature’ wish to earn more and more money, but simply
to live as he is accustomed to live and to earn as much as is necessary for that
purpose.” The reason early industrialists pursued growth, according to Weber, is
that they felt there was no choice in the matter; they believed it their duty to re-
invest and accumulate. A disproportionate number of these entrepreneurs were
Protestant, affiliated with Calvinism or one of several related sects, and Calvinist
doctrine viewed attainment of wealth through hard labor in pursuit of a calling—
the calling of entrepreneur—as a sign of God’s blessing.

We can see the impact of these institutions, policies, and attitudes in long-run
economic growth patterns. Recall from chapter 2 (Figure 2.1) that there was little
if any sustained economic advance prior to the mid-1800s. Then, once this con-
figuration was in place in what are now the world’s rich longstanding-democratic
nations, economic growth took oft.

Figure 6.1 highlights the importance of markets. It shows the available his-
torical data on GDP per capita in the United Kingdom and China. In the United
Kingdom this full configuration existed by the mid-1700s, and that’s when ec-
onomic growth began to surge. In China, by contrast, markets were severely
constrained until economic reforms were introduced beginning in the late
1970s. China had hardly any economic growth prior to these reforms but very
rapid growth thereafter.

Economic Growth in the Rich Capitalist Democracies

What do we know about the determinants of variation in economic growth
within and between the world’s affluent capitalist democracies? The surprising
answer is: not very much.
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Figure 6.1 GDP per capita in the UK and China

Adjusted for inflation and converted to 2011 US dollars using purchasing power parities.
“K” = thousand. Data source: Maddison Project Database 2018, rug.nl/ggdc.

Let’s begin with patterns of economic growth in these countries over time. At
any given moment, there typically is a country or two lauded as having unlocked
the key to rapid growth. “Modell Deutschland” and “Japan Inc?” in the 1970s and
1980s, the “great American jobs machine” in the 1980s and 1990s, the “Dutch
miracle” in the 1990s, and the “Celtic tiger” in the 1990s and 2000s are among the
more prominent recent examples. It turns out, however, that economic growth
rates in many of the rich democratic nations have been remarkably constant over
the past century or more. Countries that do especially well or poorly during a
particular decade or business cycle often subsequently revert back to their long-
run rate of growth.

Figure 6.2 shows GDP per capita in each nation since the early 1800s. The data
are shown in logarithmic form, along with a regression line that begins in 1870.
If GDP per capita grows at a constant rate, the data points will fall along this line.
That’s exactly what we see for a striking number of the countries. For a handful of
others there is a clear break that occurs around World War II, with growth accel-
erating after the war. In those cases, two lines are shown in the figure.

What about cross-country differences in economic growth? Since the late
1970s, some of these countries have grown more rapidly than others.” This
owes partly to “catch-up”: countries that begin with a lower per capita GDP
are able to grow more rapidly by borrowing technology from richer nations.
Social scientists have offered up a slew of hypothesized determinants of post-
1970s cross-national variation in economic growth that isn't due to catch-up, in-
cluding education, research, modest economic regulation, international trade,



Australia Austria
$80k

1 &P

[ .
o o ®
d‘ :
.8 A /
T T T T T T
1800 1900 2000 1800 1900 2000
Belgium Canada
$80k -
a /\/ /
.8 A
T T T T T T
1800 1900 2000 1800 1900 2000
Denmark Finland
$80k
8 - // /
.8 A
T T T T T T
1800 1900 2000 1800 1900 2000
France Germany
$80k -
8 A 7
Y
.8 A
T T T T T T
1800 1900 2000 1800 1900 2000

Figure 6.2 Trends in GDP per capita in 21 rich democracies

Natural log of inflation-adjusted GDP per capita. A log scale is used to focus on rates of change.
“K” = thousand. The vertical axis does not begin at zero. The lines are linear regression lines; they
represent a constant rate of economic growth since 1870. For Ireland, Italy, Japan, South Korea,
Portugal, and Spain the data suggest a break in growth patterns, so there is one line for 1870-1945
and another for 1945-2016. Data source: Maddison Project Database 2018, rug.nl/ggdc.
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government taxing and spending, government debt, state guidance (investment
steering, industrial policy), government effectiveness, interest group organiza-
tion, corporatist concertation (“corporatism”), left or right government, interest
group-government coherence, cooperation-promoting institutions, institu-
tional coherence, income inequality, financial crises, ethnic diversity, and trust.
However, none of these is robustly linked to differences in rates of economic
growth.®

So when it comes to rich democratic capitalist nations, we have very little clue
about what yields faster economic growth over the medium to long run. Though
not widely appreciated, this isn't unknown. Paul Krugman wrote in 1994 that
“There are many economic puzzles, but there are only two really great mysteries.
One of these mysteries is why economic growth takes place at different rates over
time and across countries. Nobody really knows why” Two decades later his as-
sessment hadn’t changed: “The reasons some countries grow more successfully

than others remain fairly mysterious”

Would Democratic Socialism Give Us
Faster Economic Growth?

For much of the twentieth century, proponents of socialism believed that it
would boost economic growth because central planning would enable a more
rational allocation of investment compared to the producer and consumer
preferences that determine allocation in a market economy. However, most have
long since given up on planning. Contemporary advocates suggest three main
reasons why a democratic socialist economy might yield faster economic growth
than capitalism.

First, with more of the economy under public rather than private ownership,
government will be better able to steer investment to where it will yield long-
run productive returns. This steering wouldn’t be full-on planning; it would be
guidance with a lighter touch. Private investors may have short time horizons,
causing them to prioritize near-term profits over productivity, market share, ex-
port competitiveness, or long-term profits. Private investors may have limited
information. They may be unconcerned about spillover benefits from partic-
ular firms and industries. They may lobby for policies that limit competition. In
these ways, allocation of resources in a capitalist economy can inhibit economic
growth. In theory, government can help to remedy these sorts of market failure
via proactive steering of capital toward particular firms or sectors. It can do so via
subsidies, favorable loan terms, assistance with coordination, export help, and
protection against imports.'°
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Advocates of this type of state guidance point to numerous examples of its use
in rich democratic capitalist economies, but we have no systematic evidence that
it has improved long-run economic growth in these countries. The two nations
that are most commonly referenced as success stories, Japan and France, haven't
actually grown more rapidly than other affluent democracies.'!

There is a strong case for increased government steering of funds toward
“clean” (non-greenhouse-gas) energy sources.'? But the aim here is to save the
planet, not to boost economic growth. We don’t know whether it will also achieve
the latter.

A second reason proponents of socialism believe it would yield faster ec-
onomic growth is that income inequality likely would be lower in a socialist
economy. Income inequality may be bad for economic growth for a variety of
reasons. The rich spend a smaller fraction of their income than the middle class
and the poor, so greater inequality may reduce consumer demand. People might
not work as hard if they perceive the distribution of pay and income to be un-
fair. More income inequality may increase the political influence of the rich,
leading to less investment in growth-enhancing public goods such as schools and
infrastructure.!®

It turns out, however, that there is no empirical association between income
inequality and rates of economic growth in existing rich democracies.!*

Third, socialism might reduce the frequency and depth of financial crises.
Finance lubricates an economy. Firms and individuals need to be able to
borrow money to invest in skills, start up a new business, expand an existing
one, research new product or process technology, and more. But providers of
finance sometimes take on excessively risky investments, and when too many
investments go bad, lenders may pull back, sending the economy into reces-
sion (or depression).

Putting more providers and users of finance under public ownership might re-
duce the likelihood of financial instability, though we don’t know that for certain.
In any case, the experience of the rich capitalist democracies offers no evidence
that countries with less frequent or less lengthy financial crises tend to achieve
faster long-run economic growth.'

So the specific arguments for why socialism will boost economic growth have
no evidentiary backing in the experience of the world’s affluent democratic cap-
italist nations. More broadly, we know very little about why, among these coun-
tries, economic growth has been faster in some periods than in others, or why
it has been faster in some of these nations than in others. Given this ignorance,
I see no justification for confidence that democratic socialism would give us
faster growth.
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Inclusive Growth

Rising inequality might be seen by some as a price worth paying if
it went together with robust growth for everyone. When it goes to-
gether with stagnating living standards across most of the distribu-
tion, though, it is now seen as representing a fundamental societal
challenge for the rich countries of the OECD. Indeed this combina-
tion, compounded by the impact of the Great Recession, is widely
seen as calling into question the sustainability of their long-standing
economic and social models—or at least their manifestations in the
neoliberal era from the early 1980s.

—Brian Nolan!

As for the middle class, it is the dinosaur in the room, set for
extinction.
—Yanis Varoufakis?

Capitalism has been the engine of unparalleled increases not only in economic
output but also in living standards for ordinary people. Even when the rich get
a disproportionate share of the proceeds of economic growth, there has tended
to be enough “trickle down” that households in the broad middle class and at
the bottom see their well-being rise significantly.> For those in the middle, this
happens partly via government transfers and services but primarily through
more jobs and rising wages.*

However, capitalism creates incentives for firms to try to minimize labor
costs.> And since the late 1970s, a variety of developments—computers and
robots, globalization, heightened product market competition, the turn to
a “shareholder value” orientation in corporate governance, and looser labor
markets—have increased firms’ incentive to resist wage increases and enhanced
their leverage vis-a-vis workers. In some of the affluent democratic nations, es-
pecially the United States, the result has been stagnant wages and very limited
increases in household incomes despite healthy economic growth.

Would Democratic Socialism Be Better?. Lane Kenworthy, Oxford University Press. © Lane Kenworthy 2022,
DOI: 10.1093/0s0/9780197636800.003.0007
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How big a problem is this? Can it be solved in a capitalist economy?” Would
democratic socialism be more effective at delivering growth that’s broadly
shared?

Potential Solutions to the Wage Growth Problem
in Capitalism

Figure 7.1 shows the best picture we currently have of wage developments in the
rich democracies in recent decades. It covers the period from 1995 to 2013 (the
earliest and latest years of available data). On the horizontal axis is each country’s
economic growth rate, and on the vertical axis is its growth rate of median com-
pensation.® The line in the chart is a 45-degree line; a country will be on the line if
median compensation has grown at the same pace as the economy.

That’s roughly what we would hope for in a good economy: ordinary working
people see their wages rise in sync with the economy’s rate of growth. But it’s
what has actually happened only in some of them: Sweden, Finland, Denmark,
France, Norway, the United Kingdom, the Netherlands, Belgium, and Italy. In
the other nations, which lie well below the dashed line, compensation increases
have lagged behind economic growth.

2.2% Swe
£ /
= /

e _”Fin
s 7
E Der; y(}r}aK
h
5 // BeI\It
Q V2 sl
£ p Va2
S Y Au
c s
kS yd Ge
e}
% /// Sp L{@n
0 171 Ja
T T
0 2.2%

Economic growth

Figure 7.1 Economic growth and median compensation growth

1995-2013. Median compensation growth: average annual growth rate of median inflation-
adjusted compensation (wages plus in-kind compensation plus employees’ and employers’ social
contributions). Data source: Cyrille Schwellnus, Andreas Kappeler, and Pierre-Alain Pionnier, “The
Decoupling of Median Wages from Productivity in OECD Countries,” International Productivity
Monitor, 2017, table 1. Economic growth: average annual growth rate of inflation-adjusted GDP per
capita. Data source: OECD. “Asl” is Australia; “Aus” is Austria. The line is a 45-degree line; a country
will lie on this line if its median compensation growth rate is equal to its economic growth rate.
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Labor Unions and Collective Wage Bargaining

The degree to which compensation growth has kept up with economic growth is
largely a function of labor unions and collective bargaining. The Nordic nations
and Belgium have high unionization rates, so it isn’t surprising to see them close
to the line in Figure 7.1. France and the Netherlands also are close to the line. In
France the unionization rate is low, but the law requires extension of collectively
bargained wage agreements to nonunionized workers. In the Netherlands this
kind of extension of collectively bargained agreements isn't legally mandated,
but it is a strong norm. The countries with the lowest rates of unionization and no
compensating mechanism, such as the United States, sit farthest below the line.
According to one estimate, if US labor unions today had the same power as they
had in the early 1980s, compensation for ordinary American workers would be
about 25 percent higher than it actually is.”

The fact that labor unions have been critical for wage growth in contemporary
rich democratic nations is a problem, because unions have weakened over the
past half century.

In the United States and other rich democratic nations, labor unions arose
with the industrial revolution in the mid-1800s. As we see in Figure 7.2,
American unions grew in size and strength through the first several decades of
the 20th century. In 1935, the National Labor Relations Act guaranteed the right
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Figure 7.2 Unionization in the United States

Share of employees who are union members. Data sources: 1880-1982 are from Richard B. Freeman,
“Spurts in Union Growth: Defining Moments and Social Processes,” in The Defining Moment: The
Great Depression and the American Economy in the Twentieth Century, edited by Michael D. Bordo
etal., University of Chicago Press, 1998, table 8A.2. 1983t are from Bureau of Labor Statistics, data.
bls.gov, series LUU0204899600, using Current Population Survey data.
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Figure 7.3 Unionization in 21 rich capitalist democracies

Share of employees who are union members. 5-country average: Bel, Den, Fin, Nor, Swe. 15-country
average: Asl, Aus, Can, Fr, Ger, Ire, It, Ja, Kor, Nth, NZ, Por, Sp, Swi, UK. The thin lines are for
individual countries. Data source: Jelle Visser, “ICTWSS: Database on Institutional Characteristics
of Trade Unions, Wage Setting, State Intervention, and Social Pacts,” Amsterdam Institute for
Advanced Labour Studies, version 6.0, 2019, series ud, ud_s.

of workers in private-sector firms to form a union, required firms to negotiate
with that union, and ensured protections for workers who go on strike. Over
the ensuing twenty years union membership surged, reaching a peak of around
33 percent in the decade from 1945 to 1955. Since then, unionization in the
United States has fallen steadily and sharply. Today, only 10 percent of employed
Americans are union members.

In the 1970s and 1980s, America’s union decline was widely viewed as excep-
tional.!” But developments in recent decades suggest a different conclusion. As
Figure 7.3 makes clear, unionization rates have been falling in most of the af-
fluent democratic nations. Only five—Belgium, Denmark, Finland, Norway, and
Sweden—still have a rate above 35 percent, and four of those five are helped by
the fact that access to unemployment insurance is contingent on union mem-
bership. The average unionization rate in the other 15 countries dropped from
42 percent in the late 1970s to just 19 percent in the late 2010s.!!

The situation isn’t as dire when it comes to the share of workers whose pay
is determined by collective bargaining, because, as I just noted, extension
practices in some countries mean that pay developments for workers who aren’t
represented by a union are nevertheless determined by a collective agreement.
Figure 7.4 shows that collective bargaining coverage (vertical axis) has remained
relatively high in some rich democratic countries despite low unionization (hor-
izontal axis). But in a third of these nations bargaining coverage is quite low, and
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Figure 7.4 Unionization and wage bargaining coverage

Average for the years 2010-2017. Unionization: share of employees who are union members. Wage
bargaining coverage: share of employees whose wages are determined by a collective agreement.
Data source: Jelle Visser, “ICTWSS: Database on Institutional Characteristics of Trade Unions, Wage
Setting, State Intervention, and Social Pacts,” version 6.0, 2019, Amsterdam Institute for Advanced
Labour Studies, series ud, ud_s, adjcov. “Asl” is Australia; “Aus” is Austria.

it may decline in others, as it already has to a significant degree in the United
Kingdom and Germany.'?

Are there alternative ways to ensure, in a capitalist economy, that economic
growth yields steadily rising income for ordinary workers? I see four main possi-
bilities: tight labor markets, statutory minimum wages, profit sharing, and earn-
ings subsidies.

Tight Labor Markets

When employers can benefit from hiring more workers but find it difficult to
do so, they are more likely to increase wages. The key indicator here is the un-
employment rate. A low unemployment rate suggests there are relatively few
people looking for jobs but unable to find one. In this situation, employers will be
willing to offer a higher wage in order to attract additional workers and keep the
ones they have. Wages will tend to rise.

The US experience bears this out. Over time, there is a strong association in
the United States between the unemployment rate and the rate of wage increase.
We see this for the country as a whole and within states.!?

To create and sustain a tight labor market, the key policy lever is mone-
tary policy. Central banks in the affluent democratic nations are charged with
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maintaining both price stability and low unemployment. The longer the labor
market can remain tight, the stronger the pressure on employers to increase
wages and salaries. To achieve this, the central bank needs to be willing to resist
raising interest rates when the unemployment rate gets low enough to potentially
cause a jump in inflation.

In the United States, the central bank’s tendency since the inflationary period
of the late 1970s and early 1980s has been to increase interest rates quickly and
sharply when the unemployment rate falls to 5 or 6 percent. A notable excep-
tion was the late 1990s. With the unemployment rate at 4 percent, its lowest level
since the 1960s, Federal Reserve chair Alan Greenspan held interest rates low
despite opposition from other Fed board members who worried about potential
inflationary consequences of rapid growth, rising wages, and the internet stock
market bubble. Not coincidentally, the late 1990s is one of only two periods of
nontrivial wage growth for American workers in the lower halfin recent decades.

The other period of significant wage growth is in the late 2010s. The US un-
employment rate was below 4 percent from 2017 through early 2020 (when the
Covid-19 pandemic hit). While the Federal Reserve waffled a bit, it resisted sig-
nificantly raising interest rates. This once again led to an increase in wages for
Americans in the middle and lower parts of the distribution.'*

There are two limits to the efficacy of tight labor markets as a driver of wage
growth. First, periods of low unemployment tend to be brief. Even if the central
bank does a good job of allowing a low jobless rate to persist, tight labor markets
may obtain in perhaps one out of every three years, and that may not be enough
to secure sizable pay increases over the long run.

Second, the association between low unemployment and wage increases
appears to be more pronounced in the United States than in the United
Kingdom.' So this approach might not work everywhere.

Statutory Minimum Wages

In the middle of the twentieth century, during the era of strong labor unions, few
of the affluent democratic nations had a statutory minimum wage. Unions often
didn’t want one, fearing that this type of government intervention would weaken
their position vis-a-vis employers. But this has begun to change, and 14 of the 21
rich democracies now have a minimum wage.

Figure 7.5 shows the inflation-adjusted value of the statutory minimum wage
in these 14 countries. In most of them it currently sits at between $9 and $12
per hour.

A statutory minimum wage allows policy makers to push wages up via a
simple political decision. In some of the rich democracies that’s what they have
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Figure 7.5 Statutory minimum wage

2018 US dollars. Currencies converted using purchasing power parities. The US data are a
population-weighted average for the country, taking into account federal, state, and local
minimums. Austria, Denmark, Finland, Italy, Norway, Sweden, and Switzerland don’t have

a statutory minimum wage. Data source: OECD. Data source for US 2000ft: Ernie Tedeschi,
“Americans Are Seeing the Highest Minimum Wage in History (Without Federal Help),” New York
Times, 2019. “Asl” is Australia.

tended to do in recent decades. In France, for example, the minimum wage was
increased from $3 per hour in 1960 to $7 in 1980, and then to $11.50 as of 2018.
The United Kingdom enacted a minimum wage in 2000 at $6.50 and by 2018 had
raised it to $9.60. Ireland too instituted a statutory minimum in 2000, setting it at
$7.50, and then increasing it steadily to $9.60. Canada’s minimum wage also was
$9.60 as of 2018, up from $7.60 in 1980. New Zealand’s has jumped from $6 in
1980 to $10in 2018.

In other nations, policy makers have decided to limit the degree of increase in
the minimum wage, often in an attempt to bring wages more into line with com-
petitor nations. In the Netherlands, the minimum wage was increased steadily
from $6.80 in 1961 to $12.60 in 1979. But policy makers then allowed it to fall to
$10.50 during the 1980s and have kept it at that level since.'® Belgium, too, had
a comparatively high minimum wage around 1980 but then held it flat in subse-
quent decades.

The same is true in the United States, at least at the federal government level.
The US federal minimum wage was increased steadily and sharply from its in-
ception in the late 1930s until the late 1960s. It then dropped a bit in the 1970s,
due mainly to higher inflation. Since 1980 it has stayed essentially flat. In the
late 1990s, however, some states and cities began adopting a statutory minimum
wage above the level of the federal minimum, sometimes also indexing their
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minimum wage to prices or increasing it regularly. As a result, the average min-
imum wage across the country has risen, and the rise has been particularly sharp
since 2014.

In all of the nations that have a minimum wage, its level is set by elected policy
makers, though sometimes on the advice of a group of experts (such as the
United Kingdom’s Low Pay Commission).!” In principle, this means it can be
increased as much as the populace would like it to be. In practice, opponents of
a high wage floor, such as business organizations, may be able to exert more in-
fluence on policy makers than ordinary citizens and thereby keep the minimum
wage below what the majority wants.

Another constraint on the ability of a statutory minimum wage to ensure
wage growth is the fact that it will tend to apply to a relatively small number of
people. In the United States, for example, the federal minimum wage applies
directly to around 2 percent of workers, and the effects of increasing it tend to
fade out by around the 20th percentile of the wage ladder.!® A rise in the min-
imum wage doesn’t, therefore, guarantee that wages of most ordinary workers
will increase.

A way to address this problem is via sector-specific or occupation-specific
minimum wages. This enables policy makers to directly affect the wages of a
much larger share of the workforce. Australia illustrates how this can work. Each
year a Fair Work Commission sets minimum wages for more than 100 different
sectors and occupations, from “Aboriginal Controlled Health Services” to “Wool
Storage, Sampling, and Testing,” as well as for various pay grades within these
categories.! These minimum wages (“wage awards”) are based on characteristics
of the work and required skills. They directly determine the pay of about 20 per-
cent of Australian employees, and indirectly of many more.?

The United States has experience with something similar. In the 1940s, “wage
boards” determined pay levels for particular occupations and sectors. They exist
today in a few states, including California and New York, though they play a
small role in overall wage setting.?!

The chief worry about a rising minimum wage is that it may reduce employ-
ment. However, the best available evidence suggests that modest increases in the
statutory minimum in the past haven’t done so. The best test, because it is closest
to an experimental design, is a “difference in differences” approach.?? The fact
that many of the US states have set minimum wages higher than the federal min-
imum, in varying degrees and at different times, is helpful for analytical purposes.
In the early 1990s David Card and Alan Krueger compared employment changes
in fast food restaurants on either side of the New Jersey-Pennsylvania border
after one state increased its minimum wage while the other didn’t. Arindrajit
Dube and colleagues pursued this strategy for every pair of adjacent counties
straddling state borders in which one increased its minimum wage between 1990
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and 2006. They, like Card and Krueger, found no adverse employment effect of
minimum wage increases.?®

Profit Sharing

Another way to boost earnings is profit sharing, whereby employees receive part
of their compensation in the form of a portion of the firm’s profit rather than as
a guaranteed wage or salary. For owners, the advantage is that when the firm is
struggling, for example during a recession, its labor costs will fall, because part
of the reduction in profits will be absorbed by workers via reduced take-home
pay. For workers, the advantage is that if profits rise, their pay automatically will
too. Over time, their pay will be higher than it would have been without profit
sharing.?*

There is, as just noted, a risk for employees: they will bear part of the cost of
falling profits during bad economic times. Then again, workers will tend to have
greater employment security, as the enhanced flexibility in labor costs makes it
less likely that firms will need to fire employees during rough times.?*

Profit sharing isn't common in the rich democratic nations. But it probably
could be if it were subsidized. Hillary Clinton’s 2016 presidential campaign pro-
posed to offer firms that implement profit sharing a 2-year tax credit equal to
15 percent of the amount they share (higher for small businesses). The credit
would apply to shared profits up to 10 percent of a worker’s salary or wage. For
instance, if a new profit share program in a firm added $5,000 to the pay of
someone making $50,000 a year, the firm would receive a subsidy of $750.2°

Earnings Subsidy

Government transfers and tax credits to people in paid work but with low earn-
ings are a fourth mechanism for boosting incomes in a context of weak labor
unions. The United States and the United Kingdom began using employment-
conditional earnings subsidies in the 1970s, and in recent decades many other
rich democratic countries have adopted some version of them. These programs
have proven effective at raising the incomes of households who struggle in the
labor market while also encouraging employment.?’

The dashed lines in Figure 7.6 show the structure of the US Earned Income
Tax Credit (EITC). The EITC subsidizes earnings by as much as 45 percent,
providing up to $6,300 per year for a household with three or more children,
though the average amount recipient households get is $2,300. The benefit level
increased sharply between 1987 and 1996, but since then it has been flat.
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Figure 7.6 EITC benefit structure: actual and proposed

See the text for discussion. Data source for the current federal EITC: Tax Policy Center, “Earned
Income Tax Credit Parameters.”

The solid line in Figure 7.6 shows a possible alternative version of the EITC,
modeled on Sweden’s earnings subsidy.?® The alternative version would be paid
to individuals rather than households, thereby enhancing work incentives for
second earners in households. It also would include workers further up the dis-
tribution. The current EITC starts to taper off once earnings reach a certain level
and disappears altogether at household earnings of $55,000. The alternative
version would give every person who earns at least $10,000 the same amount,
say $4,000, and raise the earnings cutoff so that most employed persons qualify.
These changes would enhance the degree to which the EITC boosts household
incomes.

To enable the EITC to assist with not only income levels but also income
growth, it could be indexed to GDP per capita (the current EITC is indexed
to prices). This would allow the EITC to rise over time in sync with the
economy.

Some worry that an employment-conditional earnings subsidy will cause
wage levels to fall. In the presence of the earnings subsidy, employers may offer
a lower wage than they otherwise would, and workers may be willing to accept
a lower wage. Also, the earnings subsidy might increase the supply of less-ed-
ucated people seeking jobs, and without an increase in employer demand for
such workers, this rise in supply could push wages down. Studies suggest that the
EITC may indeed reduce wages somewhat, but the evidence is thin and the effect
is likely fairly small.?® The best way to address this danger is with a moderate to
high minimum wage.



74 WOULD DEMOCRATIC SOCIALISM BE BETTER?
Additional Ways to Help

In the US context, there are additional regulatory changes that would help to
boost wages for ordinary workers. These include encouraging career ladders
within firms and industries; protecting employees from being improperly clas-
sified as independent contractors; improving employees’ ability to recover wages
their employer has illegally withheld from them; ensuring that workers in re-
tail, food service, and cleaning sectors be paid for at least 4 hours per shift; and
requiring that all workers paid less than $50,000 per year be paid at an overtime
rate if they work more than 40 hours in a week.3°

Would Democratic Socialism Be Better at
Delivering Inclusive Growth?

Proposals for socialism that emphasize economic democracy tend to favor pay
based on profit sharing. That would be better than pay under capitalism for some
workers, but worse for workers whose firm isn’t successful. Socialist proposals
such as John Roemer’s “coupon socialism” (chapter 1) would boost incomes
mainly via dividend payments to individuals. This very likely would ensure that
incomes rise more in concert with the overall economic product than is the case
in some capitalist economies. But it’s also quite possible that things wouldn't turn
out that way. The US stock market didn’t rise much during the decades of strong
economic growth in the middle of the twentieth century.

Would pay growth under democratic socialism be better than what we ob-
serve in the contemporary Nordic countries with their strong labor unions? As
we saw in Figure 7.1, in these countries as well as a few others, median com-
pensation has increased at approximately the same pace as the economy in re-
cent decades. I doubt most proponents of socialism would expect it to rise faster
than that.

In many of the rich democratic nations, union membership has fallen sharply.
The share of workers covered by collective bargaining also has declined signif-
icantly in the United States, the United Kingdom, and Germany, and this may
spread to other affluent democracies. These countries might have to turn to al-
ternative mechanisms to ensure that pay rises in sync with the economy: peri-
odic tight labor markets, steadily rising sector-specific and occupation-specific
minimum wages, widespread profit sharing, and an employment-conditional
earnings subsidy that is indexed to GDP per capita. Would pay growth under
democratic socialism be better than under a capitalism with these institutions?
I am skeptical.
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More Public Goods and Services

In a just society, all persons would have broadly equal access to the
material and social means necessary to live a flourishing life.
—Erik Olin Wright!

Imagine the library model in other spheres of life. Say, for example,
free medical clinics where anyone could go and get treatment. Free
colleges, where people could go and take whatever classes they
wanted, without being bankrupted by debt. Free bikes to borrow, a
free water park.

—Nathan Robinson?

Public goods and services make life better in a variety of ways.> They increase
freedom and opportunity, minimize economic insecurity, and help parents bal-
ance work and family. They also reduce inequality. The inequality reduction
doesn’t show up in measures of income or wealth distribution, because access
to housing and transportation and healthcare and childcare doesn’t get counted
as part of a household’s income or assets. But while these don't alter inequality
of income or wealth, they clearly reduce inequality of living standards and
well-being.*

For many proponents of democratic socialism, expansive provision of free or
inexpensive public services and goods would be a core feature. Does capitalism
constrict such provision? Would democratic socialism do better?

What Does Expansive Public Goods and Services Look Like?

Imagine you live in a society with an extensive array of affordable high-quality
public goods, public services, and public insurance programs.

During pregnancy your parent or parents regularly visit a doctor who
monitors the pregnancy, listens to concerns, and dispenses advice about op-
timal diet, things to avoid, how to deal with stress, and related matters. The birth
occurs in a hospital or perhaps at home but with access to physician assistance
and appropriate technology. Throughout the first year of life, a nurse checks in

Would Democratic Socialism Be Better?. L.ane Kenworthy, Oxford University Press. © Lane Kenworthy 2022.
DOI: 10.1093/0s0/9780197636800.003.0008
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with you and your parents to promote well-being and supply information about
breast-feeding, your sleep patterns, illnesses, eating, and more. All of this is pro-
vided free or with a small copayment.

A universal parental leave program provides your parent(s) with 14 months of
leave from paid work, replacing about 80 percent of their former salary. Parents
can split these months however they like, though if your father (or other second
parent) doesn’t take at least two of them they get a total of 12 instead of 14.

After your first birthday, your parents can enroll you in a high-quality “early
education” (childcare) center either part-time or full-time, depending on how
they want to balance their paying jobs with caring for you. The staff in these
centers are required to have the same qualifications as elementary school
teachers. Many of these centers are run by the government; they are, in effect,
extensions of public elementary schools, though they focus on social activities
and play rather than education. Others are privately run—some for profit, some
not. They may be formed by groups of parents or by companies. They must meet
the same quality standards as the public centers. Your parents pay for early ed-
ucation, but the total amount they owe is capped at less than 10 percent of their
income.

Throughout your childhood your parents receive a “child allowance” of
about $300 per month per child from the government to help defray the cost of
childrearing.

Around age 6 you enter the public school system, where you attend elemen-
tary and secondary school up to age 18. This costs your parents nothing. There
may be some fees for participation in sports or band or the arts, but they are small
and families with low income pay less. School provides free, nutritious lunches
and, depending on family income, also free breakfasts. It also offers free or low-
cost after-school activities. If your parents prefer to pay to put you in a private
school, they are welcome to do that.

If you have a physical, mental, or emotional disability, you receive support
services. When you are young, an aide may come to your home regularly. Once
you enter elementary school, much of the service provision may be through the
school system. There is no cost to your parents. If your needs persist beyond
school age or throughout your life, you will continue to receive appropriate
services.

After graduating from high school, you may attend college. If you choose a
public university in your state or region, there is no tuition charge. Unless you
live at home with your parents, you will owe for the room and board at college,
which is about $10,000 a year. To pay for this, you can take out a government
guaranteed loan. This loan will have a low monthly payment because the interest
rate is low and because it can be paid back over 20 (or perhaps 30) years. And if
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your wage or salary turns out to be below average, your payments are further
reduced.

When you finish college, you may decide to get additional education. Post-
graduate schooling isn’t free, but again you are eligible for low-interest long-term
loans with an income-based repayment plan.

If you aren’t interested in college, you may choose, around age 16, to enroll in
an apprenticeship program that combines schooling with on-the-job vocational
training. These programs run for three or four years and are tightly integrated
with local firms and employer organizations to ensure that the skills being pro-
duced are needed ones rather than simply ones schools feel competent to pro-
vide. The apprenticeship programs are paid for by companies with a subsidy
from the government.

Following school or an apprenticeship, most adults will get a paying job. If
you struggle to find employment, you are eligible for government help. That will
be true throughout your life if your company downsizes or goes out of business.
Firms must notify alocal labor market board when they plan to lay off employees
and when they have job openings that have lasted more than a few weeks.
Workers who are displaced or who leave their job by choice can receive subsi-
dized training. Staff in the labor market boards keep in close communication
with firms and with boards in other areas regarding trends in skill needs. The
training programs are full-time and range in duration from a few weeks to more
than a year. The service then helps to place workers in new jobs. If necessary, a
subsidy may be used to encourage a private-sector employer to hire, or a public-
sector job may be created.

Throughout your working career you’ll receive about 80 percent of your
former pay if you can’t work due to sickness, injury, or unemployment.

Each year you get 30 paid days (six weeks) of vacation or holiday.

Housing typically is the largest expense for a household. Some people in your
society own a home, but many rent. Government policy ensures that there are
few barriers to construction of new rental properties, particularly in cities and
near them. This increases the likelihood that the supply of rental housing meets
or exceeds demand, which helps to keep housing affordable. A housing assistance
program provides a subsidy to low- and middle-income renters so they pay no
more than 30 percent of their income in rent. Landlords aren’t permitted to dis-
criminate against prospective tenants who receive this assistance. In addition to
ensuring that housing is affordable, this gives families genuine choice about where
to live, allowing them to escape from problematic neighborhoods if they wish to.
Government also provides some rental housing directly (“public housing”) and
subsidizes additional affordable rental housing owned by nonprofits and commu-
nities (“social housing”).
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Public transportation, in the form of rail lines, subways, buses, trolleys, and
bike- and scooter-sharing, is extensive and affordable for all. And government
provides additional incentives for construction of housing within walking dis-
tance of core public transport routes.

Government at all levels is attentive to the provision and maintenance of
public spaces and infrastructure—roads, bridges, bike lanes, walking paths,
sidewalks, stoplights, enforcement of speed limits, air traffic control, museums,
parks, sports fields, public restrooms, forests, campgrounds, beaches, oceans,
lakes, swimming pools, zoos, phone lines, broadband, the internet, public tel-
evision and radio programming, subsidization of free private TV and radio
networks, libraries, festivals, and more.

You, like every citizen, are eligible for a free public bank account. In-person
banking services are provided by post office branches, and you can use any
public or private ATM machine multiple times per month at no charge. The gov-
ernment also provides free tax preparation services for the 80 percent or so of the
population who have an uncomplicated tax return. Each person receives a post-
card or short letter explaining the government’s calculation of the tax they owe or
refund they are to receive. If the information is correct, you send a text or email
to confirm. These financial services save people hundreds or thousands of dollars
each year in fees charged by tax preparation services and payday lenders. They
also reduce stress and frustration and free up time.

You are eligible for basic legal services. If you are accused of a crime or your
landlord is attempting to evict you, you will receive legal representation at
no cost.

During your working years you have access to the same family-friendly pol-
icies used by your parents—paid parental leave, early education, a child allow-
ance, and so on.

You have full health insurance coverage from cradle to grave. There may be
copayments, and some elective procedures aren’t covered, or are covered only
partially, but you are never in danger of dying or suffering a significant deterio-
ration in your quality of life because you don’t have access to the funds needed to
pay for medical care.

Your safety and health also are aided by effective policing. There is both more
and less policing than the current norm in the United States. In high-crime areas,
police create a large and highly visible presence, as this tends to reduce violence.”
At the same time, other matters that currently are under police purview, such as
emergency mental health calls, are handled initially by mental health specialists,
with police called in only if there is an identifiable threat of violence.

When you reach retirement age, you are guaranteed a basic government pen-
sion. It’s relatively small, but it’s enough, when coupled with other public goods
and services, to ensure that you can get by. There is a more generous public
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pension funded by dedicated tax payments throughout your working life, with
benefits roughly proportional to your earnings. And many firms offer an addi-
tional defined-contribution pension to their employees.

You also are eligible to receive public long-term care assistance. You may
choose to live in an eldercare institution or to receive eldercare services in your
home. In-home assistance can be for several hours, throughout the day, or
round-the-clock if needed. There is a copayment, but it is modest—a few hun-
dred dollars per month.

This description of public goods, services, and insurance programs isn’t hy-
pothetical. Much of it currently exists in contemporary rich capitalist nations,
especially the Nordic countries.® Perhaps there is a particular service, good, or
income support that a government would never be willing or able to offer under
capitalism, but 'm not sure what that would be.

Should Public Goods and Services Be Provided
by Government?

To say that goods and services are “public” means that government pays for
them, through general tax revenue or sometimes via an earmarked tax or fee.”
Should government also be the provider?

Not so long ago, many political parties on the left believed government should
produce key manufactured goods such as steel, cars, and chemicals. But it's now
widely agreed that private ownership and market competition tend to be more
effective at delivering innovation, good quality, and low cost in manufacturing.

Services and certain goods are different in that that we often want not only in-
novation, quality, and low cost but also universal access. It isn’t necessary that all
citizens have a car. But everyone should have safety, schooling, healthcare, basic
transportation (roads, buses, subways), clean water, sewage, electricity, and in-
ternet access.

That doesn’t mean government must be the provider, however. We could rely
on private providers and regulate them to ensure that they extend service to all.
Broadly speaking, we have three options for provision: fully public, a mix of
public and private, and fully private with regulation.® Which should we choose
for services where universal access is critical? That will depend on particular-
ities of the service and on national or local circumstances. The world’s affluent
democratic nations vary widely in provision of education, healthcare (as we'll see
in the next chapter), transportation, policing, mail delivery, utilities, and other
services. There is no reason to presume fully public or fully private provision will
always be the best option. The choice should be dictated by the goals—universal
access, quality provision, cost control, and innovation.
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In some instances this requires embracing competition from private providers.
That doesn't mean taxpayers must bear the full cost of a private provider if it
exceeds that of a public one. What it means is users should be allowed to choose
between public and private providers.

There are two potential drawbacks. The first is that if enough users switch to
private providers, the public provider may no longer be able to offer high quality
at low cost. If too many students in an area choose private schools (or public
schools across town), the local public school may not be able to serve its re-
maining students very effectively. But this shouldn’t cause us to shy away from
allowing private alternatives. It simply requires extra effort, and perhaps extra
resources, to ensure that public provision to the remaining students is as good as
possible or to help those students shift to other schools.

The second (related) problem is social division. When people with greater
means choose private service providers and those with less use public
providers, inequality of income and assets spills over into other realms of life.
Economic inequality becomes social inequality. Arguably, societies function
better—they achieve a greater sense of common purpose—when there are
elements of life in which the rich, middle, and poor share the same space or
experience.’

But forced togetherness is not an optimal solution here. We don’t limit the
number of grocery stores in a town in order to force people to come together. By
the same token, we shouldn’t try to achieve this end by limiting choice of schools
or hospitals. A better path is to strive for excellence in public service provision so
that middle-income and wealthy users—a sizable share of them, at any rate—vol-
untarily select the public option. In addition, we might consider an alternative
mechanism for achieving social mixing, such as a mandatory year of national
service after secondary school.!®

At the same time, we shouldn’t go overboard on choice. For instance, in el-
ementary and secondary schooling there is no need to offer parents a menu of
“education plans” with various combinations of subject coverage or different
options for sequencing math classes. We should simply allow them to choose
which school their child will attend. In healthcare, we should allow people to
choose their provider, but it isn’t necessary to offer dozens of health insurance
plans to choose among. A few options is likely to be enough.

Can we get good outcomes with only private service providers? In some
instances, yes; think of mobile phones or rental cars. But in others, such as
schools, healthcare, transportation, water, sewage, electricity, and internet, pri-
vate providers have tended to be unwilling or unable to ensure to everyone at an
affordable price, so government needs to play a role, potentially a large one, in
provision.
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Would Democratic Socialism Be Better at Achieving
Expansive Public Goods and Services?

Governments in existing rich capitalist democratic nations, particularly the
Nordics, fund an array of public goods, services, and insurance programs. Most
are available and affordable to everyone. The choice about whether providers are
public, private, or both should be pragmatic, based on which can achieve the
goals of universal access, quality provision, cost control, and innovation. I'm not
aware of a convincing case for why democratic socialism would do better.



9
Affordable Healthcare for All

If our goal is to provide high-quality healthcare in a cost-effective
way, what should we be doing? Clearly, we must move toward a
single-payer system.

—Bernie Sanders!

A good healthcare system will feature universal coverage, good quality, cost con-
trol, and patient choice.

In a rich nation, everyone should have health insurance and access to afford-
able healthcare. That’s partly because healthcare improves health outcomes and
partly because without health insurance a person can get hit with massive, life-
altering medical expenses.?

Improvements in the quality of medical care since the mid-1800s have been
one of the most important sources of advancement in human well-being. In
1880, life expectancy in the United States and much of western Europe was
around 35 years. The discovery of ways to prevent and treat infections dramati-
cally reduced deaths, especially of newborns and other children. Since the mid-
twentieth century, new techniques and medicines to treat chronic diseases have
yielded additional gains in longevity. There is more to come, from improved un-
derstanding of diet, addiction, and mental illness to cures for cancer and beyond.

The care available to people should include effective prevention, diagnosis,
and treatment. This doesn’t mean everyone should have immediate access to
every treatment or every type of medication for as long as they want. It’s rea-
sonable to set limits on the types of care that are covered. It’s reasonable to im-
pose waits for nonemergency diagnosis and treatment. It’s appropriate to ask
people to pay out of pocket or to purchase separate insurance if they wish to
have extras covered or if they want to minimize wait times or maximize choice
of provider.

All rich democratic countries have been spending a rising portion of their na-
tional income on healthcare, as we will see later in this chapter. The main reason
is that rapidly rising productivity in production of food and other goods allows
us to spend more on services, and most of us consider healthcare a very impor-
tant service, so were willing to pay a good bit of our income to get it.> No rich
nation will go bankrupt spending 10 percent or 20 percent or even 30 percent of

Would Democratic Socialism Be Better?. Lane Kenworthy, Oxford University Press. © Lane Kenworthy 2022,
DOI: 10.1093/0s0/9780197636800.003.0009
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its GDP on healthcare. At the same time, there is no need to tolerate unnecessary
waste in a system that accounts for such a large share of the economy.* Where
large and rapidly rising expenditures are a result of conscious, informed choice
by consumers or policy makers, we can rest at ease. Where they are a product
of inefficiency or rent seeking by providers, insurers, or other actors, we should
strive to do better.

Patient choice of physicians, hospitals, and clinics is, arguably, the least critical
of the four desiderata. But to many people it does matter, and to some it matters
a great deal. Since it turns out to be relatively simple to design a universal, high-
quality, not-too-expensive healthcare system that allows patient choice, there is
little reason not to permit it.

Markets are a very effective mechanism for improving quality and getting
products and services to consumers at a low price, and most contemporary
proposals for a socialist economy feature widespread use of markets. But markets
don’t work so well in healthcare. The problem is that medical care is very expen-
sive, many consumers are unable to determine or predict exactly what they will
need (medical diagnosis is complex and specialized), and sometimes consumers
need treatment so quickly that even with knowledge and information they aren't
able to make a sensible choice among alternatives.

For this reason, all rich democratic countries apart from the United States
make very limited use of markets in healthcare. Prices aren’t set by providers in
response to supply and demand; they’re determined by a government agency or
by negotiated agreement between insurers and providers. Consumers contribute
to the cost of healthcare by paying taxes or insurance premiums, but their access
to healthcare isn't limited by their ability to pay. Providers and insurers aren’t
permitted to make profits. They can make more money by being good at what
they do and thereby getting more customers, but they can’t boost their bottom
line by raising prices or by prioritizing some customers over others. And if they
do generate more revenue, it doesn’t go to shareholders.

There are two principal types of healthcare systems in the affluent democra-
cies. These are sometimes referred to as the Beveridge model and the Bismarck
model. T'll call them “single payer” and “insurance funds”®> The single-payer
healthcare model is more socialist than the insurance-funds model. Is the single-
payer model better?

Single Payer Systems
In a single-payer system, the government pays providers (from tax revenues),

decides prices, decides what procedures are covered, decides copayments, and
more. It also runs some or most of the hospitals and employs some or most of the
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medical providers. The best-known example of this type of system is the United
Kingdom’s National Health Service (NHS).

Britons don't pay health insurance premiums; healthcare is paid for via taxes.
There are no copayments for diagnosis and treatment, whether for a visit to the
doctor or specialized surgery. There is a small copayment for medicines, but it is
waived for the elderly, people with chronic conditions, and other needy groups.

Not everythingis covered. A government agency decides, based on medical re-
search, what treatments and medications are effective enough to justify coverage.
And some basic things, like eyeglasses and some types of dental care, aren’t cov-
ered. Patients must see their general practitioner first and get a referral in order
to see a specialist, much like with health maintenance organizations (HMOs) in
the United States. Patients can see any general practitioner of their choosing, and
once they get a referral they can choose which specialist to see next.

The chief mechanism for controlling costs is that a single agency decides what
tests, procedures, and medicines will be covered and how much providers will be
paid. In addition, administrative costs are very low because there are no disputes
about eligibility, there is a single set of rules, and there is a single price list.

General practitioners are paid based on the number of patients they have (“cap-
itation”), not the number of patient visits or the number of tests and procedures
they perform or the number of referrals they make to specialist doctors. General
practitioners in the United Kingdom aren’t government employees. Formally,
they are self-employed doctors who contract with the government. But this is a
distinction that makes little difference, as what they can do and how much they
can charge are determined by the NHS. Doctors can provide private medical care
on the side, charging what they like. But the private market is used by a small mi-
nority of Britons; 90 percent use only the NHS for their healthcare.

Britons pay for healthcare via their taxes and some small copayments. And if
they want to avoid waiting to see a specialist or if theyd like to get a procedure
that isn’t covered by the NHS, they pay out of pocket.

Among the world’s rich longstanding-democratic nations, Australia, Canada,
Ireland, New Zealand, Italy, Portugal, Spain, Denmark, Finland, Norway,
Sweden, and South Korea have healthcare systems that are broadly similar to the
British one. The United States does too; nearly half of Americans get their health-
care via Medicare (elderly), Medicaid (low income), the Veterans Administration
(former military), or the Military Health System (current military). So this is the
type of system favored by the English-speaking nations, the southern European
countries, the Nordic countries, and most recently South Korea.

There are differences among these countries: whether or not medical providers
are formally government employees, what tests and procedures are covered (two
out of three nonelderly Canadians have private insurance to supplement the gov-
ernment package), whether patients must see a primary-care physician first or
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can go straight to a specialist, the degree of choice patients have about doctors
and hospitals, the existence and size of copayments, whether key decisions are
made by a central government agency (UK) or by local governments (Canada,
Denmark, Sweden), whether private health insurance can cover the same
procedures as the public system (in Canada it can't), and more. But the basic
structure is the same: government decides what tests, procedures, and medicines
are covered, how much providers are paid, and where the money comes from.

In this type of system, these matters are political decisions. If citizens aren’t
satisfied with their access to medical care, with its quality, with waiting times,
with the amount of taxes they’re paying to fund it, or with something else, they
can vote in a new government that will make changes.

A transition to this type of system in the United States wouldn’t be too diffi-
cult. We could lower the age at which Americans are eligible for Medicare, raise
the income limit below which they qualify for Medicaid, and add a Medicare-like
program (“public option”) that individuals and families can purchase on health
insurance exchanges and that companies can purchase for their employees.
Or we could simply allow any employer or individual to buy into Medicaid or
Medicare, with subsidies for those who need them, and automatically assign
stragglers into one or the other of these programs. Eventually, much of the pop-
ulation would be covered by Medicare and Medicaid. This would achieve uni-
versal coverage, and the government, as the dominant payer, would be in a strong
position to control healthcare costs.®

Insurance Funds Systems

Austria, Belgium, France, Germany, Japan, Netherlands, and Switzerland—the
continental European democracies plus Japan—organize healthcare differ-
ently. Health insurers, usually referred to as insurance funds, are the principal
payers. Citizens pick an insurance fund and pay it a fee, often supplemented
by a payment from their employer. The insurance fund determines what tests,
procedures, and medications will be covered. Hospitals and doctors are mostly
nonprofit or private; relatively few are owned, administered, or employed by the
government.

In this respect, things work similarly to the way they do for a majority of
working-age Americans who get health insurance through an employer-spon-
sored plan and get treated by nonprofit or private physicians and hospitals, with
the insurer paying most or all of the cost. But there the similarity ends. First,
unlike in the United States, everyone is covered. Individuals typically are re-
quired to purchase health insurance through an insurance fund, and those who
don’t or can’t are either assigned to a fund or are covered by the government. The
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insurance funds must accept all applicants; they can't refuse coverage on grounds
of age, risk, preexisting conditions, or for any other reason. Second, there is a
basic plan that all insurers must offer at a fixed price. Typically they also can offer
better plans, which cover more services or allow more choice among doctors or
shorter waits, at a higher price. Third, prices are tightly controlled. Sometimes,
as in France and Japan, government sets the prices in consultation with repre-
sentatives of hospitals and doctors. In other countries, such as Germany and the
Netherlands, prices are determined, for the nation as a whole, via bargaining
between representatives of the insurance funds and representatives of medical
providers. If those negotiations break down, government steps in to impose a
resolution. Fourth, insurance funds can’t be for-profit. They can compete via the
type of premium plans they offer, or by reimbursing more quickly than others,
or offering better customer service. But they can't do so by denying payment for
covered services or by charging a lower premium for the basic package or by cut-
ting employees’ wages.

There are differences across these countries. The number of funds
varies: France has about 15, Germany 150, Japan 3,500. In most, people can
choose to join whatever insurance fund they like, but in France they must go
with the one set up for their line or work or the region where they live, and
they stay with that fund for life, even if they move across the country or lose
their job. Japanese must go with their employer’s fund. In some nations people
can switch between funds on short notice (Germany, Switzerland), whereas in
others switching can only be done once a year (Netherlands). In some coun-
tries patients can go to whatever doctor or hospital they like (France, Japan),
while in others they must first see a primary-care physician. Some charge
copayments; some don’t. In some, lots of people purchase supplementary pri-
vate insurance to cover things the insurance plan doesn’'t (90 percent of the
working-aged in France). In Germany, but not in most other countries, people
are allowed to opt out of this system and purchase private insurance on their
own (about 7 percent do so).

Using employer payments as a major source of financing for healthcare
might seem outdated. In a society where people switch jobs frequently, it
makes little sense for insurance against a potentially major and very costly risk
to be tied to one’s employer. Moreover, providing health insurance is expen-
sive for firms, putting them at a disadvantage relative to small firms and for-
eign competitors. And it likely acts as a brake on wage increases. Nevertheless,
employer-funded health insurance seems to work reasonably well in these
countries. An important reason why is that if people quit or lose their job, they
are automatically kept with their existing insurance fund or switched into a
government health insurance plan. And the cost of healthcare is contained, so
it’s less of a burden for employers.’
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Would Democratic Socialism Be Better in Healthcare?

Does the single-payer healthcare model perform better than the insurance-
funds model?®

Figure 9.1 shows average life expectancy since 1980 in the 12 countries that
have a single-payer system and the seven countries that have an insurance-funds
system. There is no meaningful difference between them.

Life expectancy is influenced not only by a nation’s healthcare system but also
by lifestyle, diet, education, affluence, violence, and more. A measure that can
more directly gauge the impact of the healthcare system on longevity is “avoid-
able deaths,” defined as deaths among persons aged 0 to 74 from diseases or
conditions that are treatable or that could have been prevented through better
public health interventions. Comparable data are available only for European na-
tions and only for recent years. This includes nine countries with a single-payer
system and six countries with an insurance-funds system. As we see in Figure
9.2, the avoidable death rate is virtually identical across the two system types.

Figure 9.3 shows health expenditures as a share of GDP. Here we see a slight
advantage for single-payer countries. It may be that this is due to greater effi-
ciency—for instance, lower administrative costs or less waste. Then again, it
could be a result of political choices to cover fewer procedures or medications,
which might result in longer wait times or less use of medical care. We lack data
that would permit the sort of detailed comparison we need in order to reach
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Figure 9.1 Life expectancy

Years of life expectancy at birth. The vertical axis doesn’t begin at zero. The “single payer” countries
are Australia, Canada, Denmark, Finland, Ireland, Italy, New Zealand, Norway, Portugal, Spain,
Sweden, and the United Kingdom. The “insurance funds” countries are Austria, Belgium, France,
Germany, Japan, Netherlands, and Switzerland. Data source: OECD.
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Figure 9.2 Avoidable death rate

Per 100,000 persons aged 0 to 74. Deaths from diseases or conditions that are treatable (“treatable”
deaths) plus deaths that could have been prevented through better public health interventions
(“preventable” deaths). The vertical axis doesn’t begin at zero. The “single payer” countries are
Denmark, Finland, Ireland, Italy, Norway, Portugal, Spain, Sweden, and the United Kingdom. The
“insurance funds” countries are Austria, Belgium, France, Germany, Netherlands, and Switzerland.
Data source: Eurostat, “Preventable and Treatable Mortality Statistics.”
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Figure 9.3 Health expenditures

Share of GDP. Total (public plus private) expenditures. The “single payer” countries are Australia,
Canada, Denmark, Finland, Ireland, Italy, New Zealand, Norway, Portugal, Spain, Sweden, and the
United Kingdom. The “insurance funds” countries are Austria, Belgium, France, Germany, Japan,
Netherlands, and Switzerland. Data source: OECD.
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a confident conclusion about the source and value of this difference in health
expenditures.

In 2013 and 2016, the Commonwealth Fund conducted thorough assessments
ofthe healthcare systems of 11 of these countries. They included six countries that
have a single-payer system (Australia, Canada, New Zealand, Norway, Sweden,
and the United Kingdom) and four with an insurance-funds system (France,
Germany, the Netherlands, and Switzerland), along with the United States. They
scored each nation in five areas—care process (preventive care, safe care, coor-
dinated care, and engagement and patient preferences), access (affordability and
timeliness), administrative efficiency, equity, and healthcare outcomes—and
they used these scores to determine an overall ranking.

Figure 9.4 shows the countries’ ranking in each year along with the averages
for the two groups. In 2013 the average rank for countries with a single-payer
system was exactly the same as the average for countries with an insurance-funds
system. In 2016 the average rank was better for single-payer countries than for
insurance-fund countries. But the difference was small—small enough that it
easily could disappear if more nations from each group were included. It might
also be a product of error; while these assessments are careful and thorough, that
doesn’t mean they are perfectly accurate.

Given what we observe in the data, I see no empirical grounds for expecting
that socialist healthcare would be better. The type of healthcare system that is
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Figure 9.4 Healthcare system performance rank

The rankings are for 2013 and 2016. Data sources: Karen Davis, Kristof Stremikis, David Squires,
and Cathy Schoen, “Mirror, Mirror on the Wall: How the Performance of the US Health Care
System Compares Internationally,;” Commonwealth Fund, 2014, exhibit 2; Eric C. Schneider, Dana
O. Sarnak, David Squires, Arnav Shah, and Michelle M. Doty, “Mirror, Mirror 2017: International
Comparison Reflects Flaws and Opportunities for Better U.S. Health Care,” Commonwealth Fund,
2017, exhibit 2.
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closer to what we likely would have under socialism—a single-payer system—
doesn’'t seem to do noticeably better when it comes to life expectancy, avoidable
deaths, cost, or system quality.

Perhaps more important, the existence of single-payer healthcare in many of
the world’s rich democratic nations suggests that if we want socialist healthcare,
we don’t need a socialist economy in order to get it.
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Helpful Finance

It is now clear that financial crises are not discrete events but are
linked phenomena. . . . Capitalism as a system is structurally prone
to generate financial crisis.

—Walden Bello!

When left-wing regimes have been democratically elected in the
past, they have tended to get immediately battered and bruised by
the economic fallout from those who control finance and invest-
ment. The attack from financiers and investors can be so strong that
it forces the government to abandon their plans for reform—thus
making a mockery of the people’s sovereignty.

—Tom Malleson*

The process of financialization over the last four decades has chan-
neled credit creation into several narrow tracks, so that a number
of increasingly vital economic activities have been left without suffi-
cient access to credit at reasonable interest rates.

—Fred Block?

Finance is vital to a good society. People need to be able to borrow money to
fund expensive purchases such as education, homes, and cars. Entrepreneurs
and firms need access to external funds in order to start up or expand a business,
invest in research, and adjust to changing conditions.

What we want is a financial sector that will provide adequate funding for
useful endeavors but won’t cause economic crises and won’t prevent government
from doing good things. Is this impossible in a capitalist economy? Would dem-
ocratic socialism do better?

Economic Stability

Two of the biggest economic crises of the past century were driven by finan-
cial bubbles that popped and spilled over to the broader economy, wreaking

Would Democratic Socialism Be Better?. L.ane Kenworthy, Oxford University Press. © Lane Kenworthy 2022.
DOI: 10.1093/0s0/9780197636800.003.0010
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Figure 10.1 Share of rich democratic nations in banking crisis

The countries are Australia, Austria, Belgium, Canada, Denmark, Finland, France, Germany,
Ireland, Italy, Japan, Korea (South), Netherlands, New Zealand, Norway, Portugal, Spain, Sweden,
Switzerland, United Kingdom, United States. Data source: Carmen M. Reinhart and Kenneth
Rogoft, “Dates for Banking Crises, Currency Crashes, Sovereign Domestic or External Default (or
Restructuring), Inflation Crises, and Stock Market Crashes (Varieties),” carmenreinhart.com/data.

havoc on the lives of hundreds of millions of people and causing not just
temporary agony but also long-term financial and psychological scarring.*
Financial crises have occurred frequently in capitalist economies, as we see in
Figure 10.1.°

It's possible that this is endemic to capitalism. It may be inevitable that a
largely private financial sector will periodically overreach in search of new finan-
cial instruments and new customers, making too many risky investments and
loans that eventually go bad, resulting in an economic downturn.

Then again, if we compare across the rich democratic nations, we see that over
the past half century those with more of a social democratic capitalist orientation
have tended to experience fewer banking crises. Figure 10.2 has a measure of
social democratic capitalism on the horizontal axis and the number of years the
country spent in a banking crisis since 1973 on the vertical axis.

Key to limiting financial crises is effective government regulation.® The aim
is to allow flexibility and innovation while discouraging excess. One option is
to break up financial firms that become “too big to fail” If a bank or investment
firm knows that policy makers will be forced to bail it out in the event it becomes
insolvent, it will have little incentive to refrain from overly aggressive lending or
investing. Another element is a requirement that financial players maintain fairly
large capital cushions—money on hand as a share of total loans—in case a large
number of loans go bad in a short period of time, as in the 2008-09 crisis. It may
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Figure 10.2 Social democratic capitalism and banking crises

Years in banking crisis: share of years, 1973-2010. Data source: Carmen M. Reinhart and Kenneth
Rogoff, “Dates for Banking Crises, Currency Crashes, Sovereign Domestic or External Default

(or Restructuring), Inflation Crises, and Stock Market Crashes (Varieties),” carmenreinhart.com/
data. Social democratic capitalism: average standard deviation score on four indicators: public
expenditures on social programs as a share of GDP, replacement rates for major public transfer
programs, public expenditures on employment-oriented services, and modest regulation of product
and labor markets. The data cover the period 1980-2015. Data source: Lane Kenworthy, Social
Democratic Capitalism, Oxford University Press, 2020, pp. 39-40. “Asl” is Australia; “Aus” is Austria.
The line is a linear regression line.

be helpful to require a sharp separation between commercial banks and invest-
ment banks, as America’s Glass-Steagall law did from 1933 to 1999, though the
jury is still out on this. A financial transactions tax can dampen speculation and
volatility in markets for stocks and currencies. As with many areas of govern-
ment policy, regulation of the financial industry should proceed in a trial-and-
error fashion, using incremental learning to try to move steadily toward a “just
right”—not too light, not too heavy—regulatory approach.

An increasingly prominent notion is that capitalism causes financial crises be-
cause it generates high levels of income inequality.” There are several potential
pathways. One is that households with stagnant incomes increase borrowing in
order to sustain consumption growth, and their debt levels eventually become
unsustainable. Another is that as the rich get a larger and larger portion of the
income, they end up with excess savings, which fuels speculative investment and
financial bubbles. A third is that the rich use their money and consequent polit-
ical influence to press policy makers to loosen regulations on finance, and this
leads to bubbles.

Anthony Atkinson and Salvatore Morelli have done the most comprehensive
study of financial crises across countries and over time. They conclude that “The
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history of systemic banking crises in different countries around the world does
not suggest that either rising or high inequality is a significant causal factor.

What about the 2008-09 crisis in particular? We probably don’t yet have the
final story on the Great Recession’s causes, but there are grounds for skepticism
about income inequality’s contribution.” Growing demand for loans by middle-
and low-income households may have been driven more by the rising cost of
homes and college, along with relaxed lending standards and the availability of
home equity loans, than by slow household income growth. Risky lending may
have been spurred by the creation of new financial instruments that appeared to
spread risk and by rising pressure for profits in publicly owned investment firms.
Finally, the Federal Reserve could have quashed the housing bubble, the proxi-
mate precipitant of the crisis, had it wanted to. That it chose not to do so arguably
owed more to Fed Chair Alan Greenspan’s ideological predilections than to the
political influence of America’s rich.!?

A Free Hand for Government

An influential Marxian adage holds that the government in a capitalist society
is structurally dependent on capital.!! Policy makers need the economy to per-
form well, in part because this is good for people and in part because it boosts
politicians’ likelihood of getting reelected. This dependence enables businesses
to exert significant influence on policy choices by withholding investment or
threatening to move to another country. Providers of finance are especially pow-
erful, because money is more mobile than factories and offices and because fi-
nance feeds every sector of the economy. In modern economies, international
finance also can influence policy makers by increasing a government’s cost of
borrowing in the bond market.!? James Carville, an advisor to President Bill
Clinton, once said “I used to think if there was reincarnation, I wanted to come
back as the president or the pope or a .400 baseball hitter. But now I want to come
back as the bond market. You can intimidate everybody.”!?

The fact of structural dependence is not in dispute. There are plenty of
examples, from France’s Mitterrand government feeling compelled to retreat
from its nationalization and government spending plans in the early 1980s to
pressure on governments in all rich democracies to reduce tax rates to particular
policies that have been blocked or abandoned due to worry about capital flight or
a negative reaction from the bond market.!*

If a country’s financial sector were mostly public, the threat of capital flight
would be reduced. But existing capitalist democracies can decrease this threat
by adopting capital controls, and most did so in the 1950s, 1960s, and 1970s.'>
Since then, their governments have tended to judge that the benefits of access
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to international financial markets outweigh the damage incurred from capital
flight.

How big a problem is the threat of capital flight in the typical affluent demo-
cratic nation? Some analysts contend that it is much smaller than the conven-
tional image holds. Domestic providers of finance can in principle move their
funds wherever they like. But most of the time they don’t leave, because they
can make money by lending to firms and individuals in these nations, and most
of those firms stay put because they, in turn, can make money by utilizing the
employee skills, network ties, and high-quality infrastructure in these countries.
Torben Iversen and David Soskice put the point as follows:

Advanced capital is geographically embedded in the advanced nation-state
rather than footloose. . . . The value added of advanced companies is geograph-
ically embedded in their skilled workforces, via skill clusters, social networks,
the need for colocation of workforces, and skills cospecific across workers and
the implicit nature of a large proportion of skills. The nature and pattern of in-
dustrial organization has changed substantially through the century but the in-
sight of economic geographers that competences are geographically embedded
has not. Thus, while advanced companies may be powerful in the marketplace,
advanced capitalism has little structural power.'¢

Even if socialization of finance were to significantly reduce the threat of capital
flight, it wouldn’t remove what may be an equally if not more important obstacle
to progressive policy choices—conservative political parties. The Republican
Party in the United States, for instance, favors low taxes, limited regulation, and a
weak welfare state not just because of pressure from the financial sector or other
business interests but also because this has become a core element of its ideology
and of its electoral strategy.!”

Also, a socialized domestic financial sector wouldn't solve the problem of in-
ternational finance. Indeed, a socialist country probably would face higher bor-
rowing costs in the global bond market.

Effective and Fair Provision of Finance

In principle, an advantage of a private, market-driven financial system is that it
will direct funds toward any borrower that has a good shot at succeeding. In prac-
tice, biases may cause lenders to underinvest in certain types of businesses, com-
munities, and individuals—companies with little potential for good short-term
returns, low-income communities, racial or ethnic minorities, entrepreneurs
aiming to challenge large monopolistic firms, and worker cooperatives, among
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others. In addition, society might want to direct investment toward firms or
sectors that are likely to achieve a particular social goal, such as climate stability,
but may not yield much in the way of profits.

What is the best way to achieve effective and fair provision of finance? Tom
Malleson offers a thoughtful proposal for a socialist financial system.'® At the
national level, “What is required . . . is public investment by a body that operates
at a sufficiently large geographical scale, is publicly accountable, and technically
expert. The options here range from a ministry of the central government (as is
standard today) to a State Bank to a National Investment Fund”!® At the local
level, he proposes a system of “public community banks,” under control of both
the central government and a democratically elected local advisory board. This
would allow them to respond both to overall national funding priorities and to
local needs.

These two institutions could help to ensure that funding gets directed to-
ward sectors and firms that will serve socially useful purposes and to ensure
that businesses don’t get underfunded because of lender biases. Where they may
fall short is in providing funds to enterprises that might yield a product or ser-
vice that improves living standards in a way elected boards or central funding
directors can’t foresee. Part of the genius of markets is that they facilitate un-
planned but beneficial economic behavior. It’s very difficult to anticipate where
such firms or sectors will come from, so the best bet is to have multiple sources
of financing.?

An ideal financial system might therefore look much like what exists in most
contemporary rich democratic nations, but with a stronger role for a national
funding agency and for local public community banks along with, in some, more
effective regulation.?!

Would Democratic Socialism Be More Likely to Produce
Helpful Finance?

Capitalist financial systems tend to underfund disadvantaged individuals,
businesses, and communities. They can potentially block valuable government
policies. And they sometimes cause economic crises. But each of these can be
remedied without abandoning capitalism. And while a socialist financial system
might do better at avoiding these problems, it is likely to be less effective at
funding startups that look unpromising but that end up contributing, in small
ways or large, to improved living standards and quality of life.
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Truly Democratic Politics

We must make our choice. We may have democracy, or we may have
wealth concentrated in the hands of a few, but we can’t have both.
—Louis Brandeis!

The high concentrations of wealth and economic power generated
by capitalist dynamics subvert principles of democratic political
equality. Political equality means that there are no morally irrele-
vant attributes—such as race, gender, religious affiliation, wealth,
income, and so on—generating inequalities in the opportunity of
people to participate effectively in democratic politics and influence
political decisions. . . . Capitalism violates this condition. . . . The
wealthy and those who occupy powerful positions in the economy
invariably have a disproportionate influence on political outcomes
in all capitalist societies. There are many mechanisms in play here.
Wealthy people have a much greater ability to contribute to political
campaigns. Powerful people in corporations are embedded in social
networks which give them access to policy makers in government,
and are in a position to fund lobbyists to influence both politicians
and bureaucratic officials.

—Erik Olin Wright?

Can democracy survive in a capitalist economy? Eventually, according to skeptics,
capitalists’ desire to escape from regulations, taxes, and other hindrances imposed
by a popularly elected government will turn them against democracy, resulting in a
shift to autocracy.

The historical record isn't consistent with this prediction. As capitalism has
emerged and spread, so too has democracy. In Figure 11.1, we see that two centu-
ries ago the average country had a political system that was the near antithesis of
democratic. Since then, democracy has been on the rise, interrupted only briefly
in the 1930s and the 1960s. Moreover, in countries with a GDP per capita above
$10,000, democracy, once established, has hardly ever been overturned.?

In recent years pundits and journalists have issued a stream of warnings that
citizens in Europe and the United States are turning away from democracy
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Figure 11.1 Democracy

Average for all nations with population greater than 500,000. -10 is a hereditary monarchy; +10 is a
consolidated democracy. Data source: HumanProgress, “Democracy versus Autocracy over Time,”
using data from Polity IV Annual Time-Series.

and that authoritarian parties and politicians are on the verge of eviscerating
democratic institutions. But careful assessment of the evidence suggests there
is no crisis of democracy. Public support for democracy and for democratic
institutions hasn’'t declined. And while far-right parties have increased their vote
share, they haven't done so by swaying voters to embrace antidemocratic views
but rather by tapping into already existing conservative sentiments. And these
parties’ vote shares remain relatively small.*

A different concern is that democracy is warped by the economic inequality
capitalism generates. Democracy is a system of decision making in which
participants have approximately equal opportunity to influence policy choices.’
This entails, first, that each person has the same number of votes in electing policy
makers (representative democracy) and in direct policy making (direct democ-
racy). Second, each person has roughly the same opportunity to influence policy
makers’ views and actions via organization, lobbying, monetary donations, pro-
test, and other activities. Third, individuals have access to adequate information
in order to develop informed preferences. Fourth, decisions are made according
to majority rule (though the majority can’t abridge the other conditions).

The political system in a nation with a capitalist economy is unlikely to be
perfectly democratic. Under capitalism the distribution of income and wealth
will inevitably be unequal, and those with more money will be able to exert dis-
proportionate influence over policy making. The question is: Can the political
system be democratic enough?°
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Economic Inequality and Plutocracy: The Hypothesis

Let’s consider the United States, which is a good candidate for the worst-case
scenario among the rich capitalist nations. Economic inequality between the
rich and the nonrich is greater in America than in other countries, and it has
increased sharply since the late 1970s.” As top-end economic inequality grows, a
country like the United States may increasingly get government by the wealthy.

There are five main ways that the rich, along with companies they own or con-
trol, can deploy money to increase their influence over policy makers’ decisions.
First, they can donate to politicians and political parties. Election campaigns are
expensive, and private donations account for most of the money that campaigns
spend. Expenditures in the 2020 US election totaled nearly $14 billion, up from
$5 billion in 2000.% The share of campaign contributions that come from the
highest-income Americans has been rising steadily in recent decades; according
to one estimate, around 40 percent of the total now comes from those in the top
0.01 percent of incomes.” It wouldn’t be surprising to find that candidates and
elected officials listen most attentively to the policy preferences of their most
generous donors.

Second, rich Americans can run for office themselves. In 2020, more than
half of the 535 members of the Senate and the House of Representatives had a
net worth of more than $1 million.!? A billionaire, Donald Trump, succeeded in
getting elected president in 2016, and fellow billionaires Michael Bloomberg and
Tom Steyer ran for the Democratic nomination in 2020, albeit unsuccessfully.

Third, the rich and their companies can spend money to lobby elected policy
makers. Lobbying expenditures in the United States total about $3.5 billion each
year, and they increased sharply in the 2000s before leveling off in the 2010s.!!

Fourth, those with money can fund organizations and movements that pres-
sure policy makers in other ways—calling their office, showing up at town hall
meetings, generating online petitions, canvassing voters, marching in the streets.

Fifth, affluent Americans can use their money to influence ideas. They can fi-
nance research. They can establish and fund think tanks. They can create or buy
media outlets. They can sponsor and promote like-minded opinion leaders.

The result of these efforts, according to a growing chorus of voices, has been an
erosion of democracy in America due to rising inequality of income and wealth.
According to Paul Krugman, “Extreme concentration of income is incompat-
ible with real democracy. Can anyone seriously deny that our political system
is being warped by the influence of big money, and that the warping is getting
worse as the wealth of a few grows ever larger?” Jacob Hacker and Paul Pierson
put it as follows: “Runaway inequality has remade American politics, reorienting
power and policy toward corporations and the superrich. . .. The rise of plutoc-
racy is the story of post-1980 American politics.”!?
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Yet money in politics likely is subject to diminishing returns. There was con-
siderable economic inequality in the United States in the late 1970s. In all likeli-
hood, America’s affluent had a good bit more political influence than the rest of
the citizenry at that point in time, and it’s conceivable that their advantage had al-
ready reached its maximum. If so, then even though the rich have gotten a rising
share of the country’s income and wealth during the ensuing four decades, this
might not have widened their advantage in influencing policy outcomes.

Economic Inequality and Plutocracy: The Evidence

What kinds of things would we expect to observe if the inequality-plutocracy hy-
pothesis is correct? Do we observe them?

Do the Rich Have Disproportionate Political Influence?

Scholars have been actively researching the political influence of economic elites
since the middle of the twentieth century. Studies have tended to focus on in-
dividual policies, or sometimes a handful of related policies. This is helpful,
but to really answer the question we need a more comprehensive analysis.
Surprisingly, we have very little. There are a number of quantitative analyses of
the determinants of social policy and some other types of programs, but these
too give us an incomplete picture, and most of them don’t consider the impact of
America’s rich.

In one of the few attempts at a comprehensive study, Larry Bartels uses public
opinion survey data to identify the policy preferences of Americans in three in-
come groups: low, middle, and high.!> He then examines the degree to which
these opinions correlate with votes by people’s elected representatives in the
House and the Senate in the early 1990s and early 2010s. Bartels concludes that
policy makers’ voting tends to correspond much more closely to the desires of
people with high incomes. This kind of study is a big advance, in that it gives
us evidence on the influence of different income groups across an array of poli-
cies and issues. But legislators’ voting may or may not translate into actual policy
outcomes.

In his book Affluence and Influence, Martin Gilens takes this next step.!* He
begins by measuring the policy preferences of high-income, middle-income,
and low-income Americans in public opinion surveys from 1981 through 2002.
Where the preferences of people at these various income levels differed, Gilens
looks to see whether policy changed over the ensuing four years, and if so in what
direction. The data include a total of 1,779 policy outcomes. Gilens finds that
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when policy did change, the change was more likely to conform to the expressed
preferences of high-income Americans than of middle-income or low-income
Americans.

So yes, Americans with more income do seem to have more political influence
than those with less income, as the inequality-plutocracy hypothesis predicts.

However, there are limits to how confident we should be about this conclu-
sion. For one thing, research has uncovered very little evidence that campaign
contributions and lobbying influence policy outcomes.!® There are, as I noted
earlier, other pathways through which money can affect policy decisions, but it’s
surprising that researchers haven’t identified a connection via the campaign do-
nation and lobbying routes.

Perhaps more important, despite the heroic efforts of Gilens and some others,
social scientists don't yet have the evidence we really would want for testing the
inequality-plutocracy hypothesis. Most of the attention in discussions of plu-
tocracy focuses on the top 1 percent of incomes, but the sample sizes in public
opinion surveys are too small to get an accurate reading of the views of this
group. Thus, “high income” in Gilens’s analysis refers to roughly the 90th percen-
tile of the income distribution rather than the top.

Also, the policy outcomes in Gilens’s data are limited to those that public
opinion surveys have asked about. This leaves out a lot of policy. An alternative
strategy is to begin with the full array of potential policy changes and study a
random sample of them. Paul Burstein uses this approach in a recent study.!® He
begins with all of the policy proposals considered by Congress during the 1989-
90 legislative session, draws a sample of 60 (manifested in a total of 417 bills),
and then tracks their fate. Unfortunately, he, like Gilens, is unable to identify the
views of rich Americans, so his analysis doesn’t speak to the inequality-plutoc-
racy hypothesis. And his data cover only two years.

It probably doesn’t make sense to weight all potential policy changes equally,
since both affluent and ordinary Americans likely care much more about some
than others. In a statistical analysis this can be handled by differentially weighting
the cases.

An ideal database probably would be something like Bursteins. However, it
would cover not just legislation but also executive branch actions such as im-
plementation of laws and regulations and issuance of executive orders. And
it would cover many more years. How to address the lack of hard data on the
policy preferences of the rich? Here we would need researchers to make educated
guesses, based the type of information that scholars studying individual policy
changes typically have drawn upon, about when and to what degree the policy
desires of the wealthy differed from those of ordinary citizens.

In the absence of this ideal database, I agree with Larry Bartels that “Gilens’s
work provides the best evidence we have regarding the responsiveness of the
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American political system to the preferences of its citizens”!” Gilens’s findings
suggest, consistent with the inequality-plutocracy hypothesis, that higher-income
Americans very likely do have disproportionate influence on policy decisions.

Has the Gap in Political Influence between the Rich and
the Rest Increased Over Time?

Income and wealth inequality in the United States have increased sharply since
the late 1970s.!8 If the inequality-plutocracy hypothesis is correct, this rise in ec-
onomic inequality should have led to a rise in inequality of political influence
during these past four decades.

But in a study tracing policy wins by rich Americans and by business in re-
cent decades, Jacob Hacker and Paul Pierson don’t find a rise in the frequency of
such wins.!” Nor do Gilens’s Affluence and Influence data suggest an increase in
inequality of political influence. In addition to his core period of 1981 to 2002,
Gilens examines the correlation between income and influence on policy for a
selection of earlier and later years. He finds that the gap in influence between
high-income Americans and those with middle or low incomes was small during
the Johnson presidency in the 1960s, larger during the presidencies of Reagan
and Clinton in the 1980s and 1990s, but then smaller during George W. Bush’s
presidency in the 2000s.2° Christopher Wlezien and Stuart Soroka conduct an
analysis similar to Gilens’s and covering the years 1972 to 2008, though for a rel-
atively small set of policies. They find no indication of a rise in policy makers’
responsiveness to Americans with higher incomes.?!

This isn’t the final word. It’s quite possible that when someone updates Gilens’s
analyses through the 2010s, or when researchers compile something like the
ideal database I outlined in the previous section, the data will reveal that the rich-
versus-the-rest gap in political influence has indeed increased in concert with
economic inequality. But that isn’t what’s suggested by the best research we have
at the moment.

Is the Gap in Political Influence between the Rich and
the Rest Larger in the United States Than in Other Affluent
Democratic Nations?

The income and wealth gaps between the rich and the nonrich are larger in the
United States than in any other affluent democratic country.? If the inequality-
plutocracy hypothesis is correct, we would therefore expect more inequality of
political influence in America than abroad.
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There are single-country studies of the link between preferences of people
at different income levels and policy outcomes in Germany, the Netherlands,
Sweden, and Switzerland.?® These analyses conclude that, as in the United States,
when the views of higher-income persons differ from the views of those with
lower incomes, policy changes are more likely to reflect the desires of people with
more income.

The best comparative analysis 'm aware of is a recent paper by Larry Bartels,
which looks at the degree to which policy changes tend to correspond to the
expressed preferences of people at different income levels in an array of affluent
democratic nations.?* Bartels focuses on just one type of government policy: so-
cial programs. Contrary to what the inequality-plutocracy hypothesis predicts,
he finds no difference in the magnitude of the rich—poor disparity in policy re-
sponsiveness across countries that have very different levels of income inequality.
Instead, it turns out that inequality in policy responsiveness is “rampant in con-
temporary affluent democracies, not limited to the United States”

Bartels’s finding is consistent with the large research literature attempting
to explain why the United States has one of the least expansive and generous
welfare states among the rich democratic nations. That literature emphasizes
culprits other than America’s high level of economic inequality, such as our
winner-take-all elections and consequent two-party political system, our large
number of government veto points, our weak labor unions, our lack of corpo-
ratist concertation, our racial and ethnic diversity, and our absence of a feudal
history.?

Have Top-End Tax Rates, Financial Regulation,
and Unionization Decreased More in the United States
Than in Other Rich Democratic Countries?

Top-end income and wealth inequality have increased more in the United States
than elsewhere. So according to the inequality-plutocracy hypothesis, we should
expect greater movement toward policy outcomes desired by the well-to-do in
America than in other rich democratic nations.

Begin with taxes. The top statutory federal income tax rate was indeed
reduced more sharply in the United States than in most other affluent democ-
racies. Yet some other countries where income inequality barely increased at
all, such as Japan and Norway, made similar changes to their top statutory tax
rates.?® Just as puzzling, nearly all of the change in the United States occurred at
the beginning of the rise in income inequality, in the 1980s, rather than toward
the end. Moreover, the top statutory rate is of limited relevance if there are nu-
merous loopholes and deductions that allow the rich to shield a sizable portion
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of their income from taxation. What really matters to taxpayers is the “effective”
tax rate—taxes paid divided by pretax income. Estimates of the top effective tax
rate in the United States suggest that while it has fluctuated—decreasing under
Reagan, increasing under the first Bush and Clinton, decreasing again under the
second Bush, and increasing again under Obama—it was about the same in 2017
as when Reagan entered office.?” The 2018 Trump tax cut will reduce it (we don’t
have the data yet), but the Biden administration and Democrats in the House
and Senate have said they intend to raise it again.

What about financial regulation? The United States did reduce regulations on
the financial sector, but here too the most significant change occurred at the be-
ginning of the era of rising economic inequality, around 1980. And most of the
other rich democratic countries for which data are available have made bigger
deregulatory reforms in finance than America did.?®

Unionization has dropped sharply in the United States. But that decline began
in the 1950s, long before income and wealth inequality started to rise. And since
the late 1970s, unionization rates have been falling in most affluent nations, at
about the same pace as in America.?’

None of these patterns is consistent with what the inequality-plutocracy hy-
pothesis predicts.

Do Republicans Receive More Campaign Money Than
Democrats and Consequently Win More Elections?

Let’s return to the US story. Most of the money spent in political campaigns
comes from private donations. Although we have limited direct information
about the policy preferences of Americas rich, a 2011 survey suggests that
they have views on core economic policy issues, such as taxes and government
spending, that are much closer to those favored by Republicans than to those
of Democrats.*” It’s no surprise, therefore, that the affluent tend to give more
money to Republicans and conservative groups than to Democrats and pro-
gressive groups.®!

If the well-to-do favor Republicans, the inequality-plutocracy hypothesis
would expect Republican candidates to have enjoyed a steadily rising advan-
tage in campaign spending in recent decades. But they haven’t. Since the late
1990s, when comprehensive and reliable data on campaign expenditures begin,
Democrats and their supporters have kept pace with Republicans.?? That’s con-
tinued even after the Supreme Court’s 2010 Citizens United ruling, which made it
easier for donors to hide their contributions. And in the most recent election, in
2020, Democrats enjoyed a huge spending advantage.
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Nor has money led to Republican electoral dominance. Democratic
candidates have won the popular vote in seven of the last eight presiden-
tial elections. It’s true that Republicans have fared better in House and Senate
elections than they did in the middle of the twentieth century. But in that ear-
lier era Democrats had a big advantage because of their perceived success in
dealing with the Great Depression and World War II and because the legacy of
the Civil War and Reconstruction gave them a virtual monopoly in the South.
By the 1990s, both of those advantages had evaporated. And in recent decades
Democrats have been hurt in House elections by the fact that their voters are
highly concentrated in urban areas, in Senate elections by the fact that low-pop-
ulation conservative states such as Wyoming get the same number of seats as
high-population liberal states such as California, and in presidential elections
by the Electoral College.*

Maybe America’s plutocrats haven't needed Republicans in order to get
their desired policies enacted. If the rich have become much more politically
powerful, presumably they’re able to sway Democrats as well. The Clinton
administration’s embrace of financial deregulation seems to fit with this view. But
the fact that center-left parties in other far-less-economically-unequal countries
did the same thing suggests reason for skepticism. And trends in top income tax
rates aren't consistent with the notion that America’s rich have been effective at
getting Democrats to do their bidding. AsI noted earlier, the Clinton and Obama
administrations increased top tax rates, offsetting the reductions under Reagan
and George W. Bush.

Have Policy Trends over the Long Run of American History
Corresponded to Trends in Economic Inequality?

In a recent book, Democracy in America?, Benjamin Page and Martin Gilens at-
tempt a rough tracing of trends in economic inequality and inequality of polit-
ical influence over the long arc of American history. They conclude that there is
substantial correspondence: “Economic inequality—the concentration of wealth
and income in a few hands, with a big gap between rich and poor—has risen and
fallen at various times. And democracy—popular control of government—has
tended to move in the opposite direction. When citizens are relatively equal, pol-
itics has tended to be fairly democratic. When a few individuals hold enormous
amounts of wealth, democracy suffers”** Specifically, Page and Gilens say the
federal government’s responsiveness to the policy wishes of ordinary Americans
was low in the 1790s, higher in the Jacksonian era, lower in the second half of the
1800s, and higher in the 1950s.
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I think it’s worth treating this conclusion with skepticism. Consider the pe-
riod for which the story seems, on the surface, most clear-cut: the second half of
the 1800s. This was the era of industrialization and the Gilded Age. Inequality of
income and wealth increased significantly.>> According to Page and Gilens, this
led to a shift in government attentiveness away from commoners and in favor of
the affluent. But did key policy choices during the second half of the 1800s really
go against what ordinary Americans wanted, or at least what was good for most?
Slavery was outlawed. Real living standards doubled each generation.*® As gov-
ernment created and expanded a nationwide public education system, average
years of schooling rose steadily from four in 1870 to six in 1900 to eight in 1930.
With advances in medical knowledge and public health systems, life expectancy
jumped from 39 in 1880 to 50 in 1900 to 60 in 1930.

Does Policy in States with Greater Economic Inequality
Conform More to the Preferences of the Rich?

Social scientists have compiled data on top-end income inequality not only for
countries but also for the US states.>” As of the most recent year for which these
data are available, 2015, the 12 states in which the top 1 percent’s income share
is largest include eight—New York, Connecticut, Massachusetts, California,
Washington DC, Illinois, New Jersey, and Washington state—where Republican
vote shares tend to be lowest, state tax systems are least regressive, and state
public social programs are most expansive and generous.*® That isn’t what the
inequality-plutocracy hypothesis would predict.

California is a particularly striking case. Between 1979 and 2015, the share
of income going to the top 1 percent of households in California soared from
10 percent to 24 percent. If the United States is on the road to plutocracy,
California ought to be leading the charge. Yet California currently has the least
regressive tax system of any state in the country, in part due to new taxes on
high incomes added in recent years. Since 1999 California has enacted paid
sick leave, paid parental leave, an automatic-enrollment pension system for
people whose employer doesn’t offer a plan, a large Medicaid expansion (it now
covers one in three Californians), an expansion of Temporary Assistance for
Needy Families (TANF) eligibility, a phased-in $15 per hour minimum wage
indexed to inflation, a state Earned Income Tax Credit, increased money for K-
12 schooling funded by two tax increases on high-income households, an array
of services for residents with severe mental illnesses, low-cost public auto in-
surance for persons with low income, new funds for roads and high-speed rail,
a significant reduction in incarceration, and more. In 2018 California passed
a law requiring an end to the use of fossil-fuel-based electricity by 2045, and
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the governor issued an executive order committing the state to full carbon neu-
trality by that same year.

What Should We Conclude?

The available evidence suggests two conclusions. First, economic inequality has
an impact on inequality of political influence. America’s rich very likely have
more influence on policy decisions than the nonrich do. Second, because there
is a tipping point beyond which this effect diminishes, wealthy Americans may
have roughly the same degree of political advantage nowadays that they did in
the late 1970s or early 1980s.

Would Democratic Socialism Be Better at Achieving Truly
Democratic Politics?

The case for socialism as better for democracy in the political realm rests mainly
on its promise to reduce inequality of income and wealth and thereby equalize
opportunity for political influence. But when we compare across countries, or
when we compare over time within the United States, the level of economic in-
equality doesn’t seem to correlate very strongly with the degree of inequality of
political influence.

It’s possible, then, that the real gains in enhancing democracy will come from
improving education, expanding economic opportunity, revitalizing civic or-
ganizations, increasing access to voting, expanding public campaign financing,
making use of deliberative citizen assemblies, and other reforms that don’t nec-
essarily require a reduction in income or wealth inequality.?® All of these are
achievable within capitalism.
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Economic Democracy

People have every right to democratize any institution that theyre
partof.
—Noam Chomsky!

If democracy is justified in governing the state, then it must also be
justified in governing economic enterprises.
—Robert Dahl?

Ownership is not an acceptable source of governmental authority in
cities and towns. If we consider deeply why this is so, we will have to
conclude, I think, that it should not be acceptable in companies or
factories either.

—Michael Walzer?

The social democratic model . . . does not empower workers and cit-
izens as much as one could hope for this century. . . . Most of the key
decisions are made over their heads.

—Marc Fleurbaey*

The idea that “what touches all should be decided by all” underpins the widely
shared view that, in politics, democracy is the fairest system. This encourages us
to ask: Why shouldn’t democracy also apply in the economic sphere?> Economic
democracy, in the firm and/or in the broader economy, is at the heart of many
contemporary visions of democratic socialism.

Economic Democracy in the Firm

In existing capitalist economies, there are five main ways through which
employees can exercise voice within their company: worker participation,
labor unions, works councils, board-level employee representation, and worker
control.
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Worker Participation

Employees, either individually or in groups, may have partial or full decision-
making authority over aspects of the work process—what the goal should be,
how to pursue it, how to allocate time, and more. This can take a variety of forms,
from individual jobs with extensive autonomy to suggestion boxes to quality
circles to joint safety committees to self-managed work teams. In the United
States, a little more than half of employed persons report having “a lot of freedom
to decide how to do my own work” One-third say they often “take part with
others in making decisions that affect” them. And one-quarter say they’re in-
volved in a “group, team, committee, or task force that addresses issues such as
product quality, cost cutting, productivity, health and safety, or other workplace
issues”® Studies find that such participation tends to boost worker productivity,
commitment, and satisfaction.”

This kind of participation is, however, a long way from economic democracy.
It’s akin to having a benevolent dictator who allows his subjects some control
over their affairs.

Labor Unions

Historically, the chief way in which employees have had a voice in their company
is via labor unions. In the rich democratic nations, unions arose with the indus-
trial revolution beginning in the mid-to-late 1800s. Their principal aim usually is
to increase wages, and they frequently achieve this goal. Unionized workers tend
to have higher wages, and faster rising wages, than similarly skilled nonunion-
ized workers. If we compare across states or countries, wages tend to be higher in
those with greater unionization.?

Unions tend to want not only higher pay but also less inequality of pay.’
Among the rich capitalist democracies, a sizable portion of the cross-country
variation in earnings inequality can be explained by the degree of wage bar-
gaining coverage and the degree of wage bargaining centralization.!

Much of the rise in income inequality in recent decades consists of separa-
tion between the top 1 percentand everyone else.!! Where unions are sufficiently
strong, they can pressure firms to distribute more of the profits to ordinary
workers and less to top executives. Unions also can affect top-end income ine-
quality via a political channel, by lobbying policy makers and influencing elec-
tion outcomes. Several recent quantitative studies that examine developments
over the past generation, in the United States alone or in the United States along
with other affluent democracies, have found unionization to be one of the better
predictors of variation in top-end income inequality.'?
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Since the inception of labor unions, a host of analysts have worried that they
will harm the economy.'® But if we compare across the affluent democratic coun-
tries over the past generation, there is no association between unionization levels
and economic growth. The same is true for over-time patterns in the United
States.!

What are the prospects for a revitalization of labor unions? In the United
States, where the decline began earliest, hope springs eternal. There are various
reasons for this: When asked, many workers say they would like to have a union
or union-like organization represent them.!> Changes to several aspects of US
labor policy—the 1949 Taft-Hartley Act’s permission for states to implement
anti-union “right to work” laws, the lack of a Canadian-style card check pro-
cedure for forming a union, weak enforcement of labor laws under Republican
administrations, and more—might potentially facilitate an increase in union
membership. And we have myriad proposals for how the American labor move-
ment could organize more effectively.!s

Yet optimism about unions’ future must come to terms with the comparative
experience in recent decades. In a handful of the rich longstanding-democratic
countries, procedures established nearly a century ago require that workers
be a member of a labor union in order to have access to unemployment insur-
ance, and unionization rates there have remained fairly high. But as we saw in
chapter 7, in virtually every other affluent democratic nation, despite policies
and governments far less hostile to unions than in the United States, union mem-
bership has fallen just as sharply as it has in America.l”

Works Councils

Works councils are employee-elected bodies that negotiate with management
over work conditions such as tasks, safety, scheduling, and hiring and firing
procedures. They are similar to unions except that they seldom negotiate pay
and are confined to individual firms. In many western European nations, works
councils were set up after World War II to promote cooperation between labor
and management and forestall communist sympathy among workers. By the
1960s, many had disappeared or fallen into disuse because of opposition by
employers or unions. In the 1970s and 1980s, however, works councils revived,
sometimes due to legal mandate and in some instances voluntarily.!3

Works councils’ prominence and rights vary a good bit across the rich demo-
cratic countries, as Figure 12.1 suggests.!? A score of 3 on this measure indicates
that works councils have economic and social rights, including joint decision-
making authority on some issues (such as mergers and restructuring). A score of
2 means works councils have economic and social rights via consultation; they
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Figure 12.1 Works councils

Rights of works councils. 3 = economic and social rights, including codetermination on some
issues (e.g., mergers, takeovers, restructuring); 2 = economic and social rights, consultation
(advice, with possibility of judicial redress); 1 = information and consultation rights (without
judicial redress); 0 = works council or similar (union or nonunion) institutions of employee
representation confronting management do not exist or are exceptional. Data source: Jelle
Visser, “ICTWSS: Database on Institutional Characteristics of Trade Unions, Wage Setting, State
Intervention, and Social Pacts,” version 6.0, 2019, Amsterdam Institute for Advanced Labour
Studies, series wc_rights. “Asl” is Australia; “Aus” is Austria.

are able to give advice to management and can, if needed, request enforcement
of rights through the legal system. A score of 1 indicates that works councils have
information and consultation rights but little or no ability to use the legal system
to ensure enforcement. Countries with a score of zero, such as the United States,
have few or no works councils.?

Here’s an example of what this means in practice: In the Netherlands, a works
council is mandatory in any establishment with 50 or more employees, though in
practice they exist in only three-quarters of such establishments. Works councils
have extensive information and consultation rights: “They monitor the firm’s
implementation of legislation on equal opportunities, health and safety, and
other work-related areas. They enjoy consultation rights on economic and finan-
cial matters, and must be informed and consulted in a timely manner. Further,
they have codetermination rights over pension insurance, the arrangement of
working hours and holidays, health and safety, and rules concerning hiring,
firing, promotion, training, and grievance handling. In disagreements over plans
for restructuring or redundancies, the employer must postpone their implemen-
tation while an amicable solution is sought.”!

Because works councils give employees greater ability to block automation,
new forms of work organization, and large-scale layoffs, some fear they will
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reduce productivity. On the other hand, by providing an ongoing forum in which
management and workers must consult and negotiate with one another, works
councils may boost information sharing and yield more frequent agreement on
strategies for improving firm performance.?? Studies have found little or no sys-
tematic tendency for works councils to either help or hurt firm productivity.?®

Board-Level Employee Representation

Unions and works councils negotiate with management about matters such as
wages and working conditions. A stronger form of employee voice would give
workers a say in electing the people who make far-reaching decisions about the
firm’s direction and about who gets to be the management. The most common
way this is done is via board-level employee representation (sometimes called
codetermination), whereby employees elect a portion of their company’s board
of directors.

In Germany, workers have been able to elect 50 percent of the directors in
firms with 2,000 or more employees since the early 1950s and 33 percent of
the directors in firms with 500 to 2,000 employees since the mid-1970s. As
of the mid-2010s, similar rules existed in Austria, Denmark, Finland, France,
Ireland, the Netherlands, Norway, and Sweden. Board-level employee repre-
sentation is rare or nonexistent in Australia, Belgium, Canada, Italy, Japan,
Korea, New Zealand, Portugal, Spain, Switzerland, the United Kingdom, and
the United States.*

Board-level representation tends to have limited reach. About one-quarter
of German workers are employed in firms that have it.> In 2018, Democratic
lawmakers in the United States proposed the Accountable Capitalism Act, which
would require employee election of 40 percent of the board of directors in large
US corporations—those with annual revenues of $1 billion or more. The roughly
1,300 firms that meet this criterion employ approximately 45 million Americans,
or about one-third of all workers.?®

Are there benefits of board-level employee representation apart from its greater
fairness for workers? Where employees elect some of the directors, companies
might be able to pursue more of a long-term orientation. But there is little re-
search on this question.?” Some advocates believe board-level employee represen-
tation will boost wages.?® But the available evidence doesn’t support this hope.?’

Critics of board-level employee representation often suggest that it will
weaken firms’ performance. However, it appears to have had no such adverse ef-
fect in the European countries where large firms operate under codetermination
requirements.>
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Worker Control

In some companies, employees have full control over decision making, or at
least in deciding who gets to be the decision makers. In a capitalist economy, this
happens when employees are the owners.

A common form of employee ownership is an “employee share ownership
plan” (ESOP). In the United States, as of the mid-2010s about 6,500 companies
had such a plan. Approximately 10 million people work in these firms, or about
8 percent of the American work force.’! However, in most of these companies
the ESOP owns less than half of the stock shares, so the workers have far less than
full control. According to one estimate, the number of American workers in a
firm where the ESOP has 50 percent or more ownership is approximately 1 mil-
lion, and the number in a company with 100 percent ESOP ownership is about
500,000.32 This is fewer than 1 percent of employees.

Firms in which workers have full decision-making authority because they are
majority or sole owners, and which operate on a one-person-one-vote (rather
than one-stock-share-one-vote) basis, are typically called “worker cooperatives”
There are about 400 such firms in the United States, with roughly 7,000 workers.
That’s 0.005 percent of the US labor force.?* In the United Kingdom the share is
0.3 percent.**

Although hard data are scarce, it appears that employee share ownership
is more prominent in the United States and the United Kingdom than in
other rich democratic nations.*> Cooperatives are uncommon in all of these
countries.*

In principle, employees could own a large number of firms collectively. One
version of this would gradually transfer stock shares in large companies to a
fund controlled by unions or some other worker-elected representative body.
Sweden’s government adopted such a scheme—called “wage-earner funds,” or
the “Meidner Plan”—in the early 1980s but then abandoned it within a decade,
and it hasn’t been tried anywhere else.’”

People seem to like the idea of employee ownership and control. As we see
in Figure 12.2, a survey question asked in 1975 and again in 2018 found that a
healthy majority of Americans would prefer to work for a firm “owned by the
employees who appoint the management to run the company’s operations”
rather than one in which outside investors or the government owns the firm and
appoints the management.

These companies also tend to perform well economically. Research on em-
ployee share ownership and worker cooperatives tends to find that, on average,
they match other firms on productivity, profitability, and other performance
indicators.*®
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Figure 12.2 Who should control the company you work for?

Share of US adults. 1975 question: “I'm going to describe three different kinds of companies

to you, and, regardless of the job you now have, I'd like you to tell me which one of these three
kinds of companies you think you would like to work for if you had the choice. 1: A company

in which the stock is owned by outside investors who appoint their own management to run

the company’s operations. 2: A company in which the stock is owned by the employees who
appoint their own management to run the company’s operations. 3: A company in which the
government owns the stock and appoints the management to run the company’s operations.”
Data source: John E. Zipp, Paul Luebke, and Richard Landerman, “The Social Bases of Support
for Workplace Democracy;” Sociological Perspectives, 1984, table 3, using data from a poll by Peter
Hart Inc. 2018 question: “Which company would you prefer to work for? 1: A company in which
the government owns the stock and appoints the management to run the company’s operations.
2: A company whose stock is owned by the employees who appoint the management to run the
company’s operations. 3: A company whose stock is owned by outside investors who appoint the
management to run the company’s operations.” Data source: General Social Survey (GSS), sda.
berkeley.edu, series company.

If people like employee-owned firms and cooperatives and they perform rel-
atively well, why are there so few of them? Part of the problem may be limited
access to financing.* If so, it shouldn’t be too difficult for government to im-
prove matters by creating a fund dedicated to providing affordable financing for
employee-owned and worker-controlled companies.*’

Yet the idea and the practice of worker ownership and control have existed
since the late 1800s, and in the United States ESOPs have had tax-advan-
taged status since 1974.#! Given this, the fact that majority ESOPs and worker
cooperatives are so rare suggests that democracy in the workplace may not be
a key concern for many people. While a large share of people apparently think
it’s better if companies are controlled by employees than by outside investors or
by government, workplace democracy perhaps isn't something they care about
very strongly.*?
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Would Democratic Socialism Be Better at Achieving
Democracy in the Firm?

Under socialism, the people might vote to require democracy in the workplace—
one-person-one-vote within each firm. However, voters already have the ability
to do that under capitalism, so we should ask why they don’t.

It could be that people would prefer democracy in the workplace if it were
mandated, but they don't currently have this preference because they have no
experience with workplace democracy. This is plausible. It very likely was true
of democracy in the political realm in predemocratic times. Once people expe-
rience economic democracy, according to this view, they will like it and see no
reason to go back to control by outside owners.

Here, though, it’s worth returning to the normative case for democracy in
the workplace. The principle is that “what touches all should be decided by all”
Proponents of workplace democracy acknowledge that this need not apply to
every aspect of our lives, but they say it should apply to ones that we find it nec-
essary to be part of or where we spend a good bit of our time, which certainly
includes the workplace.

But what about others? Suppose a couple owns their house, and their three
children, aged 25, 23, and 21, still live with them. Should we require that all
decisions in such a household be made on a one-person-one-vote basis? What
about rental housing? Should tenants each get a vote on all decisions regarding
the building, maintenance, rent, and other matters? Should congregants each get
a vote on decisions made by their church or religious organization? I suspect
many would say no.*?

It’s conceivable that when, at some point in the future, a polity takes seriously
the question of whether to require democracy within companies, they will decide
that democracy should be actively promoted but not mandated. Tom Malleson
offers a sensible approach:

Just as justice requires that women should not be compelled to be subser-
vient in their marriages, justice requires that workers should not be com-
pelled to be subservient at work. This does not mean that people should be
forced to adopt workplace democracy; people should be allowed to sign up
for subservience at work if they so choose (. . .). The point is only that the
choice needs to be genuine; people must have a real choice about whether
to work in a hierarchy or a democracy. And for that to happen there need to
be real alternatives. The bottom line is that justice requires the state to foster
the background conditions so that just as women are free (but not forced)
to choose egalitarian relationships, workers become likewise free (but not
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forced) to choose democratic workplaces. Concretely this requires that
the state foster the expansion of workplace democracy so that this choice
becomes readily accessible.*!

Right now, voters in democratic capitalist nations could choose to promote
workplace democracy—for example, by passing a law that allows any firm’s
workers, if a majority of them vote in favor, to buy out the owner(s) and turn the
company into a cooperative.*> Why don’t voters do this? One possibility is that
they believe any such attempt would be blocked by corporations and rich indi-
viduals who oppose firm-level democracy. If so, socialism would, arguably, pro-
vide a more favorable context.

Another possibility is that, as I just suggested, democracy at work isn't very
important to people. A healthy majority of Americans say they would prefer
to work in a company where employees appoint the management, as we saw in
Figure 12.2. But even if they prefer democracy in their firm, they may not care
strongly about it. In the 1970s there was nontrivial interest among labor unions
in democratizing the firm, but since then there have been no noteworthy efforts
or movements in that direction.*® When people are asked what issues matter
most to them or to their country, workplace democracy is seldom mentioned.*’
This too could be a product of capitalism. Under socialism more people would
see workplace democracy as a realistic possibility, and maybe that would cause
them to desire it deeply rather than superficially. But this is merely a hypothesis.
We don’t, to my knowledge, have any evidence to support it.

Democracy in the Broader Economy

To achieve economic democracy, is it enough for people to have equal voice
within the firm for which they work? Shouldn’t the overall economy be subject to
democratic decision making? There are two main ways to do this.

A Democratic Polity

In principle, the government in a democratic nation can do most anything
it wants by way of guiding the economy. It can steer investment toward
selected industries or firms. It can limit or discourage imports. It can regulate
much of what businesses do—who they sell to, what price they charge, safety
requirements they must meet, and much more. It can subsidize or in other
ways assist particular types of firms, such as worker cooperatives. It can create
government-run providers of goods and services. All governments in existing
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capitalist democracies have done these sorts of things to one degree or an-
other, and they could do more if policy makers were in favor.

Don’t affluent individuals and corporations block more active govern-
ment intervention? Yes, to some extent. But they aren’t all-powerful. Over
the past 150 years governments in the rich capitalist democracies have mas-
sively expanded their role in economic affairs, from welfare states to regula-
tion to heavy taxation to provision of schooling and medical care and more,
and they’ve frequently done so despite opposition from moneyed interests. So
there is reason to expect they could and perhaps would do more, if they were
pressured by citizens to do so.

Concertation

In a democratic polity, workers have the same input as any other individuals. It
may make sense to give workers a direct, regularized voice in decision making,
and a number of rich democratic nations have done this. Typically this involves
labor union representatives sitting together with employer representatives and
government officials to discuss or negotiate over issues of economic and social
policy—sometimes a single issue, sometimes the full range of government ec-
onomic interventions. This institution is called concertation (or corporatist
concertation).*

Figure 12.3 shows one measure of the prominence of concertation in these
countries. A score of 2 on this measure indicates regular and frequent involve-
ment by unions and employers in government decisions on social and economic
policy. A score of 1 indicates irregular and infrequent involvement. A score of
zero means involvement is rare or nonexistent. Austria, Belgium, Denmark, the
Netherlands, Norway, Sweden, and Switzerland have had extensive and regular-
ized concertation throughout the past half century, while Canada, France, Japan,
the United Kingdom, and United States have made little or no use of it. Other
countries have been in between. Some have increased or decreased over time.

Concertation improves policy makers access to information. It may encourage
workers and employers to act in the collective interest rather than selfishly. And
it might enable quicker and more adaptive responses to economic changes
than would come from parliaments. For these reasons, many researchers have
hypothesized that concertation will improve national economic performance.*’
A generation ago there was some support in the data for this hypothesis, but that
no longer seems to be true.>

Even so, concertation offers a supplementary mechanism, beyond ordinary
democratic channels, for workers to ensure their voice is heard in the making of
key economic policy decisions.
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Figure 12.3 Concertation

Routine involvement of unions and employers in government decisions on social and economic
policy. 2 = full concertation, regular and frequent involvement; 1 = partial concertation, irregular
and infrequent involvement; 0 = no concertation, involvement is rare or absent. Countries’ position
indicates their average score during the time period. Data source: Jelle Visser, “ICTWSS: Database
on Institutional Characteristics of Trade Unions, Wage Setting, State Intervention, and Social Pacts,”
version 6.0, 2019, Amsterdam Institute for Advanced Labour Studies, series ri.

Would Democratic Socialism Be Better at Achieving
Democracy in the Broader Economy?

Modern capitalist democracies already have economic democracy in the form
of democratic oversight of the overall economy. In most such countries the gov-
ernment chooses to intervene heavily in some respects and to use a light touch
in others.

One of the areas in which a light touch has come to dominate is steering of
investment toward particular sectors, projects, or firms. All such nations have
done this at times, and some—particularly Japan, South Korea, and France—
have done so extensively. Some observers believe the reason governments have
reduced such steering is pressure from businesses or the influence of neoliberal
ideology. But apart from directing investment away from fossil fuels and toward
clean energy sources, which all governments should now be doing, it isn’t clear
that there are significant benefits from this type of picking and choosing, though
debate on this question continues.’® Some socialist proposals feature such
steering as integral.>? Yet if the goal is economic democracy, and a democrati-
cally elected government decides to give markets a large say in how investment is
allocated, heavy government steering may be inconsistent with the goal.
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Would Socialism Be Better at Advancing
Economic Democracy?

There likely would be less resistance under democratic socialism to a require-
ment of democracy within firms. But while a large share of people say they would
rather their firm be controlled by employees than by outside investors or by the
government, we have no evidence on whether people want to mandate work-
place democracy for all or most companies. It seems more likely that people
would prefer a policy that facilitates but doesn't require worker cooperatives,
and it would seem quite possible—not easy, but possible—to enact such a policy
under capitalism.

Rich democratic capitalist nations already have democratic control over the
economy as a whole, atleastin principle. And regularized discussion and negotia-
tion between representatives of business, labor, and government (“concertation”
provides, in the countries that use it, an additional avenue for worker influence.
Advocates of democratic socialism contend that ordinary persons would have
more political influence under socialism—companies and wealthy individuals
would beless able to dominate policy making. Butas we saw in chapters 10and 11,
the available evidence suggests reason to doubt that.
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Less Economic Inequality

Something is wrong with capitalism. There must be a better distribu-
tion of wealth, and maybe America must move toward a democratic
socialism.

—Martin Luther King Jr.!

In a period marked by internationalization of trade and rapid ex-
pansion of higher education, social-democratic parties failed to
adapt quickly enough, and the left-right cleavage that had made pos-
sible the mid-twentieth-century reduction of inequality gradually
fell apart. The conservative revolution of the 1980s, the collapse of
Soviet communism, and the development of neo-proprietarian ide-
ology vastly increased the concentration of income and wealth in the
first two decades of the twenty-first century. . . . The study of history
has convinced me that it is possible to transcend today’s capitalist
system and to outline the contours of a new participatory socialism
for the twenty-first century—a new universalist egalitarian perspec-
tive based on social ownership, education, and shared knowledge
and power.

—Thomas Piketty?

Income inequality is inevitable. There is no practical way to ensure that everyone’s
income is the same. It’s also helpful. We need financial incentives in order to en-
courage work, investment, entrepreneurship, and innovation.

Yet too much inequality is unfair. Much of what determines a person’s earn-
ings and income—intelligence, creativity, physical and social skills, motivation,
persistence, confidence, connections, inherited wealth, discrimination—is a
product of genetics, parents’ assets and traits, and the quality of one’s childhood
neighborhood and schools. These aren’t chosen; they are a matter of luck. A non-
trivial portion of income inequality is therefore, arguably, undeserved.

Income inequality might also have harmful consequences for other outcomes
we value, from education to health to democracy and more.

Would democratic socialism reduce economic inequality? How helpful would
that be?

Would Democratic Socialism Be Better?. Lane Kenworthy, Oxford University Press. © Lane Kenworthy 2022,
DOI: 10.1093/0s0/9780197636800.003.0013
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Income Inequality between the Top 1 Percent and
the Bottom 99 Percent

Since the late 1970s, income inequality has been rising in most of the rich dem-
ocratic capitalist nations. This is particularly true for inequality between those
at the top and everyone else. Figure 13.1 shows that top-end income inequality,
measured as the share of income that goes to those in the top 1 percent of the dis-
tribution, decreased steadily in many of these nations from the early twentieth
century through the late 1970s. But since then it has increased.

In the United States, the rise has been quite large, to the point that top-end in-
come inequality has returned all the way back to the very high level of the early
1900s. But it isn’t just the United States. There’s been a rise in nearly all of these
countries, even the Nordics.

What has caused this increase in top-end income inequality? Explanations
often begin with education, but patterns of educational attainment can't tell
us much about why the top 1 percents incomes have separated from everyone
else, because people in the top 1 percent don't tend to be better educated than
those just below them in the income distribution. That also holds for some other
factors commonly invoked in explanations of rising income inequality. High
earners more commonly couple with other high earners today than in former
generations, but this doesn’t distinguish the top 1 percent from the rest of the
top 10 or 20 percent of households. Manufacturing employment has declined,
the statutory minimum wage has been flat, and unskilled immigration has risen
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Figure 13.1 Income inequality between the top 1 percent and the bottom 99 percent

Top 1 percent’s income share. Pretax income. Excludes capital gains. Data source: World Inequality
Database. “Asl” is Australia; “Aus” is Austria.
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sharply, but these are more likely to have increased the income gap between the
middle and the bottom than between the top and everyone else.

There appear to have been seven key causes of the rise in top-end income
inequality.

One is increases in product market size. By expanding the size of product
markets, technological advance and globalization have produced large increases in
firm revenues, and this translates into big payofts for superstar athletes, entertainers,
and CEOs. A related logic applies to the financial sector. Computerization and
modern communications technology have enabled a big expansion in the volume
of trades, as well as creation of new financial tools and instruments (leveraged
buyouts, junk bonds, home equity loans, subprime mortgages, derivatives, collat-
eralized debt obligations, credit default swaps). These in turn have increased the
volume of fees earned by large financial firms, which has made it possible for these
companies to handsomely reward their top creators, analysts, deal makers, and
traders.

A second contributor to rising top-end income inequality, particularly in the
United States and the United Kingdom, is changes in corporate governance and
executive pay-setting. During the “golden age” of post-World War II capitalism,
boards of directors of large publicly owned corporations saw the firm’s mission as
increasing market share, revenues, and profits. Profits were invested in research
or equipment, passed on to employees in the form of wage increases and new
hires, or distributed to shareholders as dividends. Beginning in the late 1970s,
this orientation was replaced by the notion that the principal aim should be to
maximize “shareholder value” by increasing the firm’s stock price. Around the
same time, firms switched to hiring CEOs from outside the company, paying
them large salaries, and adding stock options as part of their compensation.

A third contributor is financialization. Over the past century, the finan-
cial sector’s share of America’s GDP has correlated fairly strongly with the top
1 percent’s share of income; it was high in the 1920s, then lower for about 50 years,
then high again since the late 1970s. Financial firms’ revenues have grown in re-
cent decades, and the salaries and bonuses of top financial managers, traders,
and analysts have risen sharply. The amounts for some, particularly hedge fund
managers, are staggering. Moreover, many large nonfinancial companies have
added financial operations such as loans and credit cards on top of their core
business.

A fourth important part of the story of rising top-end income inequality in
the United States is the rise in stock prices. The Standard and Poor’s (S&P) 500 is
a common measure of stock-market values. Over the six decades since the mid-
1950s, the correlation between the inflation-adjusted value of the S&P 500 and
the top 1 percent’s income share is + 0.92. Both were flat through the late 1970s
and then shot up.
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Fifth, labor unions have weakened. Where unions exist and are sufficiently
strong, they can force firms to distribute more of the profits to ordinary workers
and less to top executives. Computers, robots, the ability to move to another state
or country, immigration, high unemployment rates, and other developments
have increased employers’ leverage vis-a-vis workers, and in this context union
strength is likely to be especially critical. Unions also can affect income inequality
via a political channel, by pressuring policy makers and influencing election
outcomes. As we saw in chapter 7, unionization has declined in recent decades in
all but five of the affluent democratic countries.

A sixth contributor to rising top-end income inequality has been reductions
in top tax rates. While the Reagan, Bush, and Trump tax cuts in the United States
get a lot of attention, all of the affluent democracies have reduced their top in-
come tax rate. Lower tax rates allow the rich to keep more of their earnings, but
they also can affect the pretax distribution of income. When top income tax rates
are lower, people and households at the top have greater incentive to try to max-
imize their income.

A seventh contributor is increases in the power of large firms in some indus-
tries. Firms with a dominant position in their product market can deter po-
tential entrants, weaken existing competitors, and extract more revenue from
customers. They then pass on the resulting above-market profits, or “rents,” to
their top executives.

Will the rise in income inequality between the top 1 percent and the bottom
99 percent continue? There is no way to know. Perhaps a new development—a
deep economic downturn, a shift in political priorities, or something else—will
produce another reversal like the one in the middle of the twentieth century. All
we can say with confidence is that this hasn’t happened yet.

Income Inequality within the Bottom 99 Percent

In many of the rich democracies, inequality also has increased within the bottom
99 percent, as we see in Figure 13.2. (Here the comparable data only go back to
the 1960s.) Once again, the rise in inequality has occurred not only in the United
States but also in most of the affluent democratic nations, including the Nordics.

In most of these countries, much of the rise in bottom-99-percent income in-
equality has happened above the median. The spread between households at the
90th percentile and those at the median (50th percentile) has increased steadily
and to a greater extent than the spread between households at the median and
those at the bottom.*

There are two principal sources of rising inequality within the bottom 99 per-
cent.® The first is increased wage inequality. Since the late 1970s, wages above
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Figure 13.2 Income inequality within the bottom 99 percent

Gini coefficient (equal to 0 if everyone’s income is the same and 1 if a single household gets all the
income). Posttransfer-posttax income, adjusted for household size. The vertical axis doesn’'t begin at
zero. Data source: Frederick Solt, Standardized World Income Inequality Database, using data from
the Luxembourg Income Study, the OECD, and other sources. “Asl” is Australia; “Aus” is Austria.

the middle have risen faster than for those in the middle. This development has
multiple causes, including shifts in educational attainment, globalization, tech-
nological change, and union decline.

The second source is changes in household structure and employment.
Initially, the rise in women’s employment tended to reduce income inequality
by reducing the share of households with zero earners or a single earner. More
recently, however, the employment rate has been growing faster among women
who have an employed partner, and this tends to boost income inequality.
The share of households with just one adult has been rising, which increases
household income inequality by increasing the share of households with only
one earner or no earners. Rising marital homogamy is another contributor to
rising inequality; more people are coupling with a person whose employment
and wages are similar, so high earners are becoming more likely to be paired
with other high earners, moderate earners with moderates, and low earners with
other lows.

Shifts in taxation or government transfers could have contributed to the
rise in income inequality between upper-middle-income and middle-income
households, but there is little evidence to suggest that they did.

Why didn’t income inequality increase between households in the middle
versus those at the bottom? Increased movement of women into paid work
helped household incomes grow a bit for those in the middle, while increases in
government transfers did the same for those at the bottom.®
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Is Income Inequality Harmful?

In recent decades a growing number of observers have concluded that income
inequality has adverse effects on an array of outcomes we value, including educa-
tion, health, economic growth, happiness, and more.”

Is income inequality harmful? In separate research, I've examined the
experiences of the world’s affluent democratic countries during the period of
rising inequality.® Many of the most prominent predictions of harmful effects
are supported only weakly or not at all. The evidence suggests that income ine-
quality hasn't slowed the growth of college completion. It either hasn’t reduced
the increase in life expectancy or the decrease in infant mortality or, if it has, the
impact has been small. It looks unlikely to have contributed to the rise in obesity.
It hasn’t slowed the fall in teen births or homicides since the early 1990s. It hasn't
reduced economic growth. It hasn’t hindered employment. It isn’t systematically
linked to the occurrence of economic crises. It hasn’t reduced income growth
for poor households. It doesn’t appear to have affected average happiness. In the
United States it has had little or no impact on trust in political institutions, on
voter turnout, or on party polarization.

For some outcomes—interpersonal trust, the Great Recession, and household
debt—the evidence is ambiguous or it is too soon to make an informed judgment.

On the other hand, in the country with the highest level of inequality, the
United States, the evidence pretty strongly suggests that income inequality has
reduced middle-class household income growth. It also has increased disparities
in education, health, family formation, family stability, and happiness, and it has
reduced residential mixing.

Wealth Inequality

Wealth typically is distributed more unequally than income. In the United States,
for instance, the top 1 percent of households get about 15 percent of the income
in any given year, while the top 1 percent of wealth holders have about 35 percent
of the wealth.

Figure 13.3 shows the top 1 percent’s share of the wealth since the early 1900s
in four countries for which long-run data are available—France, Sweden, the
United Kingdom, and the United States. In each of the four, wealth inequality
decreased in the first half of the twentieth century, then was flat until around
1970 or 1980, and since then has increased a bit.

What accounts for the significant reduction in wealth inequality during the
first half or two-thirds of the twentieth century? Four developments appear to
have been crucial.’
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Figure 13.3 Wealth inequality between the top 1 percent and the bottom 99 percent

Top 1 percent’s wealth share. Wealth = assets minus liabilities. Data source: Thomas Piketty, Capital
in the Twenty-First Century, Harvard University Press, 2014, ch. 10.

A key part of the story was declines in the value of private assets, which are
disproportionately owned by those at the top. Businesses and property were
destroyed during the two world wars. Land values fell as economies transitioned
from agriculture to manufacturing. The value of businesses and stocks
plummeted during the Great Depression. Persistent lack of confidence in the
stock market along with new financial regulations and new taxes on dividends
and profits kept corporate and stock values relatively low through the 1950s and
1960s. In western European nations, there also was some post—World War II na-
tionalization of formerly private firms.

Second, homeownership rates increased significantly, particularly after the in-
vention of government-backed 30-year fixed-interest-rate mortgage loans in the
1930s. This facilitated wealth accumulation among the middle class.

A third contributing factor was historically rapid rates of economic growth in the
1940s, 1950s, and 1960s, coupled with institutions—strong labor unions, in partic-
ular—that ensured a significant amount of this growth trickled down to the middle
and lower parts of the distribution via rising wages and employment. This reduced
the income share of the top 1 percent, which in turn reduced its grip on wealth.

Fourth, during these decades all affluent countries enacted and expanded new
taxes on income, and in some instances on wealth.

The OECD has current wealth inequality data for more countries. According
to those data, shown on the vertical axis in Figure 13.4, the United States has the
most top-end wealth inequality of any rich nation.!°

As I just noted, homeownership and home values have been a key determi-
nant of over-time trends in wealth inequality. When comparing across countries,
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Figure 13.4 Wealth inequality by homeownership

Wealth inequality: top 1 percent’s wealth share. Wealth = assets minus liabilities. The estimate for
Sweden is imputed using top 5 percent wealth share data. Data source: OECD Wealth Distribution
Database. Homeownership: share of the population that owns a home outright (without a

mortgage loan). Data source: OECD Affordable Housing Database. 2014 or nearest available year.
“Asl” is Australia; “Aus” is Austria. The line is linear regression line, calculated with the United States
excluded. The correlation is -.62.

a helpful measure is the share of the population that owns a home outright—that
is, without a mortgage loan. This is strongly correlated with the top 1 percent’s
wealth share, as we see in Figure 13.4. Wealth inequality tends to be higher where
fewer people are homeowners who have fully paid off their home loan.!!

Does wealth inequality correspond to income inequality when we look across
the rich capitalist democratic nations? Perhaps surprisingly, the answer is no, as
Figure 13.5 reveals. The top 1 percent’s income share is on the horizontal axis,
and the top 1 percent’s wealth share is on the vertical. The position of the United
States is consistent with what we might expect; it has the most income inequality
and the most wealth inequality. But across the other nations there is no corre-
lation at all.!? Especially notable is the position of the Netherlands, Denmark,
Sweden, and Norway. These countries have among the lowest levels of top-end
income inequality but some of the highest levels of top-end wealth inequality.

Would Democratic Socialism Be Better at
Reducing Economic Inequality?

Democratic socialism is very likely to reduce top-end income inequality, even
compared to the relatively low levels achieved in the Nordic countries. In John
Roemer’s “coupon socialism” version, for example, there would be no private
owners of large quantities of stock shares, nor of stock options. Firms might still
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Figure 13.5 Wealth inequality by income inequality

Wealth inequality: top 1 percent’s wealth share. Wealth = assets minus liabilities. The estimate for
Sweden is imputed using top 5 percent wealth share data. Data source: OECD Wealth Distribution
Database. Income inequality: top 1 percent’s income share. Pretax income. Excludes capital gains.
Data source: World Inequality Database. 2014 or nearest available year. “Asl” is Australia. The line is
alinear regression line, calculated with the United States excluded.

choose to pay very large salaries and bonuses to their CEO and their top per-
forming employees. But in the absence of privately owned stock shares, top-end
income inequality almost certainly would be reduced.

It seems likely that democratic socialism also would reduce income in-
equality within the bottom 99 percent of the population. Particularly if many
firms are worker cooperatives, there is less likelihood of very large differences
in pay. But this outcome is less certain. Many of the affluent capitalist democ-
racies, especially the ones with strong labor unions, have been able to achieve
significant wage compression. When combined with government tax-and-
transfer programs that redistribute income, the result has been modest levels of
income inequality within the bottom 99 percent. Roemer himself has said “The
Nordic countries have achieved admirable economic equality using taxation but
maintaining . .. private ownership of most firms. If that could be a model for the
United States, I'd be all for it”!?

Even if democratic socialism reduces income inequality, there is no guarantee
it will also reduce wealth inequality. We can see this from the lack of an associa-
tion between the two in Figure 13.5. A socialism with extensive public ownership
surely would yield less wealth inequality, because it would make it difficult for
individuals to compile large quantities of financial assets. It’s less certain whether
a socialism centered on economic democracy would do so.
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One of the best ways to reduce wealth inequality is to boost home equity
among the middle class. But is that a good policy goal? There are benefits to
homeownership, but it also has drawbacks. It may reduce geographic mobility
by tying people to a particular home.!* And it renders their wealth vulnerable to
swings in housing market prices. This debate is far from settled.

How Much Should We Care about
Reducing Economic Inequality?

Let’s stipulate that democratic socialism very likely would reduce income ine-
quality and that there is a good chance it also would reduce wealth inequality.
How much should this matter to us?

To some, the answer is obvious: economic inequality is the defining challenge
of our time. That’s because economic inequality may worsen other things we
value—health, education, safety, economic growth, democracy, happiness, and
more.'> If it does so, then it probably should matter quite a bit.

However, as I've noted, there is little evidence that it has such effects. In the
United States, it does appear to have reduced middle-class income growth and to
have increased disparities in education, health, family formation, family stability,
and happiness.'® But those effects may be unique to this nation that has such ex-
ceptionally high inequality.

So the case for caring deeply about less inequality comes down mainly, in my
view, to normative considerations. The amount of income and wealth inequality
that exists in the United States, and probably in some other affluent democracies,
is unfair, because much of what determines where people end up on the eco-
nomic ladder is beyond their control. This suggests that less economic inequality
would be fairer.

But while less income and wealth inequality might be better in terms of fair-
ness, how critical is it? How high should it be on our list of priorities?

In a society where many of life’s needs and wants—safety, housing, child-
care, schooling, medical care, work, time for family and leisure, retirement
income, eldercare, and much more—are assured by government programs, it
isn’t clear that a moderately high level of income or wealth inequality is espe-
cially problematic.!” Denmark, Norway, and Sweden have some of the highest
levels of wealth inequality among the rich capitalist democracies, and while
Bernie Sanders has argued that there should be no billionaires, Sweden and
Norway have more billionaires per capita than the United States.!® Despite
this, in the contemporary Nordic countries there is plenty of economic secu-
rity, little material hardship, abundant freedom, and most people (including
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immigrants) say they are quite satisfied with their lives.!” On the whole, life
there is very good.?’ In this kind of context, people may not be especially both-
ered by the fact that some persons have a lot of income or wealth, just as they
aren’t too upset that some persons are exceptionally intelligent or good looking
or socially adept.
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Gender and Racial Equality

To understand why the United States seems so resistant to racial
equality, we have to look beyond the actions of elected officials or
even those who prosper from racial discrimination in the private
sector. We have to look at the way American society is organized
under capitalism. Capitalism is an economic system based on the
exploitation of the many by the few. Because of the gross inequality it
produces, capitalism relies on various political, social, and ideolog-
ical tools to rationalize that inequality while simultaneously dividing
the majority, who have every interest in uniting to resist it. How does
the 1 percent maintain its disproportionate control of the wealth and
resources in American society? By a process of divide and rule.
—Keeanga-Yamahtta Taylor!

Capital feeds on existing norms of sexism, compounding the ex-
ploitative nature of wage work. When women’s ambitions and
desires are silenced or under-valued, they are easier to take advan-
tage of. Sexism is part of the company toolkit, enabling firms to pay
women less . .. and otherwise discriminate against them.

—Nicole Aschoff?

Income inequality is inevitable, as I noted in the previous chapter. However,
it isn’t inevitable that there be inequality between groups that differ on some
ascriptive characteristic, such as sex or race. Across groups we could have levels
of living standards, well-being, and representation that are equal or nearly equal.

On one view, capitalism is a force for progress in this realm. Market com-
petition encourages firms to care about how well a person works or how much
they can buy, rather than the color of their skin or how many X chromosomes
they have.

An opposing perspective contends that bosses benefit from keeping workers
divided. Doing so enables firms to pay less and gives them greater discretion
over hiring and firing procedures, work conditions, and working time. Sexism
and racism are helpful in sowing division, so companies will tend to foster these

Would Democratic Socialism Be Better?. L.ane Kenworthy, Oxford University Press. © Lane Kenworthy 2022.
DOI: 10.1093/0s0/9780197636800.003.0014
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views. And firms will discriminate against members of less-advantaged groups
in order to help perpetuate the notion that they are inferior and therefore de-
serving of prejudice and hostility.

Is capitalism compatible with between-group equality? Would democratic so-
cialism do better?

Gender Equality

In the United States, women couldn’t own and control property until 1849. They
weren’t allowed to vote until 1920. Prior to 1965, employers were free to dis-
criminate against women in hiring, pay, and promotion. The country has never
elected a female president.

Yet in the United States and in other democratic capitalist nations, there has
been significant progress toward equality. Figure 14.1 shows the gap between
men and women in college completion. Comparable data for most nations don’t
go back very far in time, but in the United States they show a decline in men’s ad-
vantage beginning around 1980 and steady progress toward and beyond equality
since then. In all of the 16 countries for which data are available, college comple-
tion has been rising for both groups, but at a faster rate among women. Women
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Figure 14.1 Male-female gap in college education

College completion among men minus college completion among women. A negative gap means
the college completion rate is higher for women than for men. All countries other than the United
States: share of persons reaching age 30 with a bachelor’s degree. Data source: OECD, “Tertiary
Graduation Rate,” data.oecd.org. United States: share of 25- to 34-year-olds with 4 or more years of
college. Data source: Census Bureau, “CPS Historical Time Series Tables,” table A-1. The line that
begins in 1960 is the United States. “Asl” is Australia; “Aus” is Austria.
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now are more likely than men—in some countries much more likely—to get a
bachelor’s degree.

Figure 14.2 shows the gap in employment rates between men and women.
Half a century ago this gap was enormous in some countries. In Italy in the early
1970s, about 88 percent of working-age men were employed, compared to just
27 percent of working-age women, so the gap was more than 60 percentage
points. Today the largest employment gap is a little more than 20 percentage
points, and in some of these nations it has shrunk to five percentage points or less.

The trend toward equality in employment rates owes partly to a decline among
men, but it is due mainly to rising employment among women, as we saw in
chapter 4. Norms have shifted, so more women want a paying job. Women have
more education, so they are better qualified for good jobs. Discrimination has
declined, enabling women to access better jobs. And many of these countries
now have public programs that make it easier for women to combine employ-
ment with family—in particular, a year or so of paid parental leave, public child-
care and preschool, and eldercare.*

Women can get employed, but do firms in a capitalist economy exclude them
from the top positions? Historically that has been the pattern, but things have
been changing rapidly in recent decades, as we see in Figure 14.3. The figure
shows the share of board of directors seats in large companies that are held by
women. In the leading countries, that share is now around 40 to 45 percent.
A key contributor to the rapid rise in some nations is quotas—the tool of choice
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Figure 14.2 Male-female gap in employment

Employment rate among men minus employment rate among women. The employment rate is
calculated as employed persons age 25-64 as a share of all persons age 25-64. Data source: OECD,
“Employment Rate,” data.oecd.org. “Asl” is Australia; “Aus” is Austria.
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Figure 14.3 Women’s share of corporate board positions

Women’s share of board positions in large firms. Data source: OECD, “Female Share of Seats on
Boards of the Largest Publicly Listed Companies,” stats.oecd.org. “Asl” is Australia; “Aus” is Austria.

if one wishes to ensure equal outcomes.> Norway was the first nation to adopt
one, requiring large firms to have at least 40 percent of their board members as
women by 2008. In 2018, the state of California joined this list; it passed a law
requiring all companies based in California to have at least one female board
member by the end of 2019 and two or three (depending on the total number of
directors) by the end 0f 2021.°

Can women get paid the same as men in a capitalist economy? They often
don't, for several reasons. Men tend to work more hours than women. Men and
women differ in productivity, though there is considerable disagreement about
how much this matters. As we've seen, men no longer have an advantage in ed-
ucation. On the other hand, because their work careers are less likely to be in-
terrupted, they tend to have more years on the job, which may contribute to
productivity. Differences in the types of jobs women and men work contribute
to the pay gap. Men also are more likely to work in core or monopoly industries,
where profit rates are higher and pay therefore tends to be higher. And men are
more likely to be union members, which on average boosts their pay. Finally,
there likely is still some discrimination by employers in favor of men.

Figure 14.4 shows the pay gap between women and men, expressed as a per-
centage of median pay for men. The gap has been decreasing in all of the rich
democratic nations. In some, such as South Korea and Japan, it remains quite
high. In the United States it is about 20 percent. In the leading countries, it is
down to just five percent or less.
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Figure 14.4 Male-female gap in pay

Difference between median full-time male pay and median full-time female pay as a share of median
full-time male pay. Data source: OECD, “Gender Wage Gap,” data.oecd.org. “Asl” is Australia; “Aus”
is Austria.

What about other components of well-being? Figure 14.5 shows the gap in life
expectancy between men and women. Here, as with education, women have an
advantage; they tend to live longer than men in all of the affluent capitalist dem-
ocracies. The magnitude of the difference has ebbed and flowed over the past
sixty years, but it remains substantial, averaging four to five years across these
countries.

Figure 14.6 shows the gap in subjective well-being between men and women.
The measure is from a question the World Values Survey has asked regularly
since the early 1980s: “All things considered, how satisfied are you with your life
as a whole?” Respondents answer by choosing a value between 1 and 10, with
larger numbers indicating greater life satisfaction. In most countries there is little
difference between men and women, but if anything women tend to be happier
than men, and that has been true throughout the past four decades.

If rich capitalist democracies have achieved or surpassed gender equality
in education, health, and happiness and are moving rapidly in that direction
in jobs and pay, what about in politics? Is equality in political representation
possible under capitalism? The trends in women’s share of parliamentary seats,
shown in Figure 14.7, suggest grounds for optimism. Women remain under-
represented in every rich capitalist democracy, but they have been gaining
ground everywhere. In the leading countries they now hold 40 percent or more
of the seats.
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Figure 14.5 Male-female gap in life expectancy

Difference between life expectancy at birth for men and life expectancy at birth for women.

A negative gap means life expectancy is higher for women than for men. Data source: OECD, “Life
Expectancy at Birth,” data.oecd.org. “Asl” is Australia; “Aus” is Austria.
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Figure 14.6 Male-female gap in life satisfaction

Difference between average life satisfaction among men and average life satisfaction among women.
A negative gap means life satisfaction is higher among women than among men. Question: “All
things considered, how satisfied are you with your life as a whole these days?” Scale from 1 to 10,
with larger numbers indicating higher life satisfaction. Data source: World Values Survey. “Asl” is
Australia; “Aus” is Austria.
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Figure 14.7 Womenss share of legislative seats

Women’s share of seats in the lower (main) parliamentary body. Data source: Inter-Parliamentary
Union, ipu.org. “Asl” is Australia; “Aus” is Austria.

Racial Equality

The story for gender equality in the rich capitalist democracies is encouraging.
Let’s turn now to what may be the most challenging between-group inequality in
these countries: white versus Black Americans.

Allowing the enslavement of Black persons in the 17th, 18th, and 19th cen-
turies is one of the worst things the United States has done, and progress in rec-
tifying our policies and institutions came slowly. Slavery was outlawed in 1865,
following the union victory in the Civil War. Yet physical violence, sharecrop-
ping arrangements, segregation laws, and poll taxes and literacy tests were used
to subjugate Blacks for another century in much of the South, and residential
segregation and employer discrimination hindered opportunity in the rest of the
country.”

In An American Dilemma, published in 1944, Gunnar Myrdal concluded that
race relations in the United States were locked in a vicious cycle in which whites
oppressed Blacks and then used the consequent poor outcomes for Blacks as
justification for the oppression.® In 1968, the Kerner Commission, appointed
by President Johnson in the wake of urban disorders and violent protests, con-
cluded that “Our nation is moving toward two societies, one black, one white—
separate and unequal.”®

Yet in some respects the tide had begun to turn. In 1954 the Supreme Court
ruled racial segregation in public schools to be unconstitutional. Following a
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decade of activism and protest by the civil rights movement, the Civil Rights Act
of 1964 outlawed racial discrimination in school admissions, housing, hiring,
and pay and the Voting Rights Act of 1965 outlawed discriminatory barriers to
voting and political representation. In the late 1960s state laws forbidding inter-
racial marriage were banned and affirmative action policies began.

A generation later, in 1997, Stephen and Abigail Thernstrom published
a major assessment of racial progress titled America in Black and White: One
Nation, Indivisible. Their conclusion was positive and optimistic:

Today, almost three-quarters of black families are above the poverty line. In
1940, 87 percent of black families were in poverty; the figure was down to
47 percent in 1960 and 26 percent in 1995. The black college population has
grown from 45,000 in 1940 to over 1.4 million today, a thirtyfold increase. Sixty
percent of employed black women were domestic servants in 1940; today very
few are. A majority, in fact, hold white-collar jobs. The number of black men
in professional occupations has also risen impressively. Power and influence
were exclusively white prerogatives in 1940; there was no Vernon Jordan and no
Michael Jordan.!©

Nor, we can now add, was there a Barack Obama—America’s first Black presi-
dent, elected in 2008 and again in 2012.

Has there in fact been real progress? If so, how much? And how far are we
from equal outcomes?

Rates of college completion have been rising for all racial groups since the
middle of the twentieth century. There hasn’t been much change in the gap be-
tween whites and Blacks, as we see in Figure 14.8. However, focusing on the in-
equality distracts us from the significant improvement for African Americans,
whose rate of college completion today is higher than it was for whites as recently
as the mid-2000s. And it’s worth noting that in high school completion there has
been significant equalization.!!

The employment rate, shown in Figure 14.9, moves up and down with the
business cycle. While it has been lower among African Americans than among
whites throughout the past half century, there was significant progress in the
2010s. By 2019, before the Covid-19 pandemic hit, the employment rate gap was
down to three percentage points.

Asis true for women, Black Americans’ share of corporate board positions has
been rising, though we lack reliable data until very recently. By the end of 2020,
African Americans held 9 percent of those positions, as we see in Figure 14.10.
That’s less than their 13.5 percent share of the population, but it’s not far away.

The typical employed Black American earns about $12,000 per year less than
her or his white counterpart. That hasn’t changed much in recent decades, as we
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Figure 14.8 College education: Black and white Americans

Four-year college degree. Share of persons age 25-29. Data source: Census Bureau, “Educational
Attainment,” CPS Historical Time Series Tables, table 2.
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Figure 14.9 Employment: Black and white Americans

Employed persons as a share of the population. Data source: Federal Reserve Bank of St. Louis
(FRED), series LNS12300006 and LNS12300003, using Current Population Survey data.

see in figure 14.11. Since the late 1970s earnings have risen slowly for many ordi-
nary Americans.!?

Median wealth among Blacks is far lower than among whites, and that has
been true at least since the 1980s, when systematic data collection began.
This is mainly a function of homeownership patterns. For most middle-class
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Figure 14.10 Blacks’ share of corporate board positions

African Americans’ share of board positions in S&P 500 firms. Data source: Equilar, via Ross
Kerber and Jessica DiNapoli, “What Happened When a U.S. State Required Details on Corporate
Diversity?,” Reuters, May 11, 2021.
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Figure 14.11 Pay: Black and white Americans

Median annual earnings for persons employed full-time year-round. “k” = thousand. Data
source: Census Bureau, “Historical Income Tables,” table P-38, using Current Population
Survey data.

Americans, owning a home facilitates wealth accumulation, which other-
wise tends to remain close to zero. About 65 percent of white households are
homeowners, so the median white household owns a home. Among Blacks, the
homeownership rate has never reached 50 percent, so the median household has
tended to have very little wealth.!®
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Figure 14.12 Life expectancy: Black and white Americans

Years at birth. The vertical axis doesn’t begin at zero. Data source: National Center for Health
Statistics, Health, United States, 2019, table 4.

How big a problem is the wealth gap? It matters, but mainly because America’s
underdeveloped public safety net renders people with little wealth economically
vulnerable. Once public social programs in the United States catch up to their
counterparts in the Nordic countries, lack of wealth likely will have limited im-
pact on people’s well-being and life chances, as I suggested in chapter 13.

Whites in the United States live longer than Blacks, but as we see in Figure
14.12, the gap in life expectancy has been shrinking. In the 1970s it was seven
years. By the late 2010s, it was down to 3.5 years. That’s about the same as the gap
between Japan and Denmark.!*

White Americans have tended to be happier than Blacks, as Figure 14.13 shows.
But here too the gap has been decreasing. In the 1970s it averaged about 1.2 points
on ascale of 0 to 10. By the second half of the 2010s it had declined by half.

Finally, what of equality in political representation? Here too there is persistent
but decreasing inequality, as we see in Figure 14.14. The country has achieved
relatively little progress toward fair representation of Blacks in the Senate. But in
the House of Representatives there has been steady progress for more than halfa
century, and equality is nearly at hand.

Would Democratic Socialism Be Better at
Achieving Gender and Racial Equality?

It’s reasonable to suspect that, if implemented 150 or 100 or perhaps even 50 years
ago, democratic socialism might have achieved faster progress toward gender
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Figure 14.13 Happiness: Black and white Americans

Average happiness. Calculated with not too happy scored as 0, pretty happy scored as 5, and very
happy scored as 10. Question: “Taken all together, how would you say things are these days—would
you say that you are very happy, pretty happy, or not too happy?” Data source: General Social Survey,
series happy.
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Figure 14.14 Blacks’ share of legislative seats

African Americans’ share of seats in the House of Representatives and the Senate. Data
source: Congressional Research Service.

and racial equality than the rich capitalist nations actually have. But given how
close to equality those countries are now, there is reason for skepticism that dem-
ocratic socialism would do better.

In all of these nations, women have surpassed men in education. They tend to
live longer than men and to be at least as happy if not happier. They still lag when
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it comes to employment and earnings, but the gap has been closing rapidly. The
same is true in political representation.

In historical terms, the inequality between white and Black Americans is per-
haps the worst case of between-group disparities in the affluent democracies.
Yet while significant Black-white inequality persists, particularly in pay and
wealth, there has been considerable progress—in education, in employment, in
high-end corporate positions, in life expectancy, in happiness, and in political
representation.

The hypothesis that capitalism needs inequality between ascriptive groups is a
plausible one. The evidence, however, suggests it is almost certainly wrong. This
isn’t to say that capitalism is good for between-group equality; on that question,
I think the jury is still out. What it means is that gender and racial equality are
achievable under capitalism.
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More Community

All human beings . . . feel insecure, lonely, and deprived of the
naive, simple, and unsophisticated enjoyment of life. Man can find
meaning in life, short and perilous as it is, only through devoting
himself to society. The economic anarchy of capitalist society as it
exists today is, in my opinion, the real source of the evil. We see be-
fore us a huge community of producers the members of which are
unceasingly striving to deprive each other of the fruits of their col-
lective labor—not by force, but on the whole in faithful compliance
with legally established rules.

—Albert Einstein!

Capitalism undermines a sense of solidarity among people. . . . The
forms of competition and conflict built into capitalism drive ec-
onomic activities primarily on the basis of greed and fear. Instead
of social interaction in economic life being normatively organ-
ized around the principle of helping others, it is organized prima-
rily around taking advantage of the weakness of others for one’s
own gain. This underwrites a culture of selfish individualism and
atomism.

—Erik Olin Wright?

An economic system first and foremost affects our living standards and our ex-
perience of work and leisure. But it also can influence the way we think about
other people and interact with them. Is capitalism bad for tolerance, inclusion,
trust, social connections, social support, unselfishness, and cooperation? Would
democratic socialism do better?

Tolerance and Inclusion

On one view, capitalism fosters tolerance and inclusion. As an economic system
in which actors engage in voluntary transactions in pursuit of financial gain, cap-
italism encourages people to hire, work for, sell to, and buy from whoever will

Would Democratic Socialism Be Better?. Lane Kenworthy, Oxford University Press. © Lane Kenworthy 2022,
DOI: 10.1093/0s0/9780197636800.003.0015
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improve their well-being. In the long run, this should tend to discourage dis-
criminatory behavior and prejudiced beliefs.?

AsInoted in chapter 14, another perspective holds that capitalism encourages
employers to look for ways to divide workers. Easily observable differences such
as sex, race, and language are obvious targets, so capitalism, according to this
view, will tend to promote and perpetuate sexism, racism, and nativism.*

There are plenty of historical instances of firms in rich democratic nations
attempting to sow divisions among workers by pitting a mainly male, white,
native-born workforce against women, racial and ethnic minority groups, and
immigrants. And no nation has fully succeeded in stamping out intolerance and
prejudice.

Yet developments over the past half century are encouraging. As we saw in
chapters 4 and 14, employment rates among prime-working-age women have
been rising steadily in recent decades, while those for men have been falling. We
are not yet at parity, and perhaps, given differing female and male preferences for
spending time with young children, we'll never get there. But the gap has been
shrinking, and that’s also true for the gap in pay. Partly as a consequence of these
changes and partly as a cause of them, attitudes toward gender roles have been
shifting. Figure 15.1 shows the large increase over the past century in the share of
Americans who approve of a married woman earning money in business or in-
dustry if she has a husband capable of supporting her.>
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Figure 15.1 Approve of a married woman earning money in business or industry if
she has a husband capable of supporting her

Other response options: disapprove, don’t know. Don’t know responses are excluded. Data source for
1936 and 1969: Gallup. Data source for 1972fF: General Social Survey (GSS), sda.berkeley.edu, series
fework. The GSS stopped asking this question after 1998.
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While the United States is the rich democratic nation with the deepest and
most longstanding racial divisiveness, we observe considerable progress on some
indicators of education and economic well-being, as chapter 14 documented.
Attitudes, too, have shifted in recent decades, as suggested by the trend lines in
Figure 15.2.

Hostility toward immigrants has contributed to the rise in vote share for anti-
immigrant “populist” candidates and political parties in the affluent democratic
countries.® Yet the share of Americans who favor a reduction in immigration has
been decreasing in recent decades, not increasing.” And as we see in Figure 15.3,
a rising share of Americans say they believe immigrants strengthen the country
because of their hard work and talent.
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Figure 15.2 Whites’ tolerance and embrace of African Americans

Share of white adults. The lines are loess curves. Vote for Black president. Question: “If your party
nominated an African-American for President, would you vote for him if he were qualified for the
job?” Response options: yes, no. The line shows the share responding yes. Data source: General
Social Survey (GSS), sda.berkeley.edu, series racpres. Willing to live in half Black neighborhood.
Question: “Would you be favorable or opposed to . . . living in a neighborhood where half of

your neighbors were black?” Data source: GSS, series liveblks. Oppose housing discrimination.
Question: “Do you agree or disagree: White people have a right to keep African-Americans out of
their neighborhoods if they want to, and African-Americans should respect that right” Response
options: agree strongly, agree slightly, disagree slightly, disagree strongly. The line shows the share
responding disagree strongly. Data source: GSS, series racseg. Blacks not lazy. Question: “Do
people in the group tend to be hard-working or lazy? Blacks.” The line shows the share choosing
1-4 on ascale of 1 (hardworking) to 7 (lazy). Data source: GSS, series workblks. Okay for Blacks to
push where not wanted. Question: “Do you agree or disagree: African-Americans shouldn’t push
themselves where they’re not wanted.” Response options: agree strongly, agree slightly, disagree
slightly, disagree strongly. The line shows the share responding disagree strongly. Data source: GSS,
series racpush. Okay close relative marry Black person. Question: “What about having a close
relative marry a black person? Would you be very in favor of it happening, somewhat in favor,
neither in favor nor opposed to it happening, somewhat opposed, or very opposed to it happening?”
The line shows the share responding very in favor. Data source: GSS, series marblk.
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Figure 15.3 Immigrants today strengthen our country

Estimated share of US adults. Question: “I'm going to read you some pairs of statements that will
help us understand how you feel about a number of things. As I read each pair, tell me whether
the first statement or the second statement comes closer to your own views, even if neither is
exactly right. Tmmigrants today strengthen our country because of their hard work and talents’
or Immigrants today are a burden on our country because they take our jobs, housing, and health
care’” The line shows the share responding “strengthen,” with “don’t know” responses excluded.
Data source: Pew Research Center.

The same story holds for sexual orientation. Until relatively recently, many
Americans viewed homosexuality as wrong. Public opinion has shifted dra-
matically since around 1990, as Figure 15.4 shows. A steadily rising share of
Americans say they think that homosexuality should be accepted by society,
homosexuals should have equal job opportunity rights, gay and lesbian sex
should be legal, same-sex marriage should be legal, and gay and lesbian couples
should be allowed to adopt children.

The driving force behind this rise in attitudes of tolerance and inclusion is ma-
terial prosperity.® As people get richer, they tend to want more fairness in their
society. Drawing on several decades of public opinion survey data from multiple
countries, Ronald Inglehart and Christian Welzel have found that once people
can be confident of survival and a decent standard of living, they tend to shift
away from a worldview that emphasizes traditional sources of authority and tra-
ditional social roles. This is replaced by a “postmaterialist” or “emancipative” ori-
entation, a key element of which is universalistic humanism, which deems all
persons, including members of “outgroups,” as equally worthy of rights, oppor-
tunities, and respect.
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Figure 15.4 Tolerance and inclusion of homosexuals and homosexuality

Equal job opportunity rights question: “As you may know, there has been considerable discussion
in the news regarding the rights of homosexual men and women. In general, do you think
homosexuals should or should not have equal rights in terms of job opportunities?” Response
options: yes should, no should not, depends, no opinion. “Depends” and “no opinion” responses
are excluded here. Data source: Gallup, “Gay and Lesbian Rights,” Gallup Historical Trends.
Homosexuality should be accepted question: “I'm going to read you some pairs of statements

that will help us understand how you feel about a number of things. As I read each pair, tell me
whether the first statement or the second statement comes closer to your own views—even if
neither is exactly right. ‘Homosexuality should be accepted by society’ or ‘Homosexuality should
be discouraged by society.” Don’t know responses are excluded. Data source: Pew Research
Center. Sex legal question: “Do you think gay or lesbian relations between consenting adults
should or should not be legal?” Response options: should be legal, should not be legal. Data
source: Gallup, “Gay and Lesbian Rights,” Gallup Historical Trends. Marriage legal question: “Do
you agree or disagree: homosexual couples should have the right to marry one another?” Response
options: strongly agree, agree, neither agree nor disagree, disagree, strongly disagree. The line
shows the share who strongly agree or agree. Data source: General Social Survey, sda.berkeley.edu,
series marhomo. Adopt children question: “Do you think gays and lesbians should or should not
be allowed to adopt children?” No opinion responses are excluded. Data source: Gallup, “Gay and
Lesbian Rights,” Gallup Historical Trends.

Trust

Public opinion surveys often ask respondents whether “most people can be
trusted” or “you need to be very careful in dealing with people.” The share who
choose the first option is treated by social scientists as a measure of the degree of
generalized interpersonal trust in a society. In the United States, the level of inter-
personal trust is comparatively low, and it has decreased sharply since the middle
of the twentieth century. Figure 15.5 shows a sharp drop in trust between the
mid-1960s and the early 1980s, with a continued but smaller decline since then.
Asweseein the figure, the degree of interpersonal trust in the United States tracks
very closely with the degree of trust in government. There is good reason to suspect
this correlation is causal. Government is one of our most important institutions,
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Figure 15.5 Interpersonal trust and trust in government

Share of adults. Trust in government question: “Do you trust the government in Washington to do
what is right always, most of the time, some of the time, or never?” The line shows the share responding
always or most of the time. Data source: Pew Research Center, “Public Trust in Government, 1958-
20177 using data from assorted public opinion surveys. Trust question: “Generally speaking, would
you say that most people can be trusted or that you can’t be too careful in life?” Response options: can
trust, cannot trust, depends. The line shows the share responding can trust, with depends responses
omitted. Data sources: General Social Survey, sda.berkeley.edu, series trust; National Opinion
Research Corp, cited in Robert E. Lane, “The Politics of Consensus in an Age of Affluence,” American
Political Science Review, 1965, p. 879. The correlation is +.85.

and over time it has played a growing, and increasingly visible, role in the lives of cit-
izens. The degree to which people have trust or confidence in their government may
therefore influence the degree to which they trust other individuals.

Americans trust in their government was high through the 1950s. But
it dropped sharply in the 1960s and 1970s due to the Vietnam War and the
Watergate scandal, and since then it has decreased a bit more. The over-time pat-
tern for generalized interpersonal trust is very similar.

The association across countries also is quite strong. As Figure 15.6 reveals,
nations where confidence in government is greater tend to have higher levels of
interpersonal trust.

In Figure 15.7 we see that the relatively low level of trust in the United States
isn’t representative. In a number of the rich democratic countries, more than
50 percent of the population think most people can be trusted, and in some it is
closer to 75 percent.

Figure 15.7 also shows that in most of these countries there has been rela-
tively little change in the degree of interpersonal trust over the past four decades.
In this era of neoliberal, “greed is good” capitalism, people in some of the rich
longstanding-democratic countries have become a little less trusting, but in most
the level of trust has remained constant or even risen.
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Figure 15.6 Confidence in government and interpersonal trust

Trust: Share of adults saying “most people can be trusted.” The other response option is “You can
never be too careful when dealing with others” Data source: World Values Survey. Confidence
in government question: “Do you have confidence in the national government: yes or no?” Data
source: Gallup World Poll, via the OECD. “Asl” is Australia; “Aus” is Austria. The line is a linear
regression line. The correlation is +.76.
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Figure 15.7 Interpersonal trust

Share of adults saying most people can be trusted. Question: “Generally speaking, would you say
that most people can be trusted or that you need to be very careful in dealing with people?” Data
source: World Values Survey. “Asl” is Australia;”Aus” is Austria.
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Social Connections

Isolation and loneliness can be harmful. For evolutionary reasons, they may pro-
duce a subconscious search for threat, which can increase anxiety and depres-
sion, worsen physical health, and shorten lives.’

For at least 150 years, analysts and pundits have worried that modernity—
or specifically capitalist modernity—would reduce social connections and ties.
Better transportation, greater access to college, and the concentration of jobs in
cities increases the incentive for people to move away from family and childhood
friends. Cities are crowded, which can make it more difficult to develop lasting
bonds. Technological advance provides more sources of distraction and access to
individualized entertainment, reducing the time available for friends or family.
As more women move into paid work, they have less time to socialize. And as
government public insurance programs cushion more of the risks and hardships
we face, voluntary organizations, a key source of interaction and community,
may diminish in prevalence.

In the late 1800s and early 1900s, Fernand Tonnies, Max Weber, and Emile
Durkheim described the shift from the “gemeinschaft” society of small villages,
which emphasizes personal relationships and family, to the individualistic, at-
omistic “gesellschaft” society common in large cities. Since the middle of the
twentieth century, a steady stream of analysts and commentators has concluded
that the United States is in the midst of a loneliness epidemic. David Riesman’s
The Lonely Crowd in 1950, Vance Packard’s A Nation of Strangers in the 1970s,
Robert Putnam’s Bowling Alone in 2000, and David Brooks’s New York Times op-
eds in the 2000s and 2010s are among the many contributions suggesting that
personal connections and social supports have weakened.'?

The United States may be a useful test case. We know that Americans’ partic-
ipation in civic organizations has declined since the mid-1960s. In addition, at-
tendance at religious services, and religiosity more generally, have fallen during
this period (they decreased earlier in most other affluent democratic nations).
America’s version of capitalism has tended to be a relatively individualistic one,
especially in the period since 1980.!! If there were a country and era in which we
might expect to observe a rise in isolation and loneliness, this is it.

However, the best available data suggest that the conventional picture is
wrong. In his 2011 book Still Connected, the most comprehensive and detailed
examination of evidence on social connections and ties, Claude Fischer con-
cluded as follows:

The question that this book has posed is whether and how Americans’
relationships with family and friends changed between 1970 and 2010. The
short answer, based on a canvass of published research and available survey
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data, is: not much. Some of the ways in which Americans engaged with people
in their immediate circles changed, but the intimacy and support of close
family and friendship ties stayed about the same. Few Americans were socially
isolated, and the percentage of those who were did not increase. The number
of family and friends with whom people reported being close stayed about
the same. Americans got together with one another in set-aside home activ-
ities like dinner parties less often, but they communicated with one another
electronically more often. Americans expected to get about as much help from
family and friends as they had earlier. And American feelings about their social
relationships stayed about the same or became more upbeat.!?

A look at the available evidence since 2010 suggests no reason to revise Fischer’s
conclusion.'?

Social Support

Since the mid-2000s the Gallup World Poll has regularly asked, “If you were in
trouble, do you have relatives or friends you can count on to help you when-
ever you need them, or not?” As Figure 15.8 indicates, in about half of the rich
democratic nations the share responding yes has decreased since the mid-2000s.
However, this appears to owe mainly to the 2008-09 economic downturn.
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Figure 15.8 Social support

Share of adults responding yes to the question: “If you were in trouble, do you have relatives or
friends you can count on to help you whenever you need them, or not?” The vertical axis doesn’t
begin at zero. Data source: Gallup World Poll, via the World Happiness Report 2020, online
appendix. The lines are linear regression lines. “Asl” is Australia; “Aus” is Austria.
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In any case, the levels remain quite high, with more than 85 percent of
respondents in every rich democratic nation apart from South Korea saying they
do have relatives or friends they can count on for help.

Unselfishness

Part of the genius of capitalism is that it takes selfish behavior and channels it into
activities that end up benefiting everyone.'* But in doing so capitalism doesn’t
just allow for selfishness; it encourages it. In the view of some proponents of
democratic socialism, we can do better.

Generalized Altruism

Altruism consists of individuals putting the well-being of the larger group, or so-
ciety, ahead of their self-interest. People do this, but typically in specific and lim-
ited instances rather than as a general behavior. A person may donate to a charity,
let someone cut ahead of them in a checkout line at a store, and even fight in a
war at considerable risk of getting killed. But most of us aren’t guided by altruistic
motives in our regular, ongoing actions.

In one conception of community, we would be. Andrew Levine suggests that
“When the whole people rule, they are not motivated . . . by self-interest. Their
votes do not register preferences for alternative outcomes in contention, but
opinions as to what is best for the collective entity they freely constitute. In other
words . . . individuals view themselves as indivisible parts of collective entities,
and they make the interests of these collectivities their own.”?®

This seems unlikely to be a realistic goal for the not-too-distant future. And it
might not be a good thing even if it were feasible. One finding from research on
subjective well-being is that people tend to be happier in societies with “individ-
ualist” rather than “collectivist” value orientations. That is, they are happier in a
context of cultural norms that encourage people to think of themselves as auton-
omous individuals as opposed to norms that encourage conformity.'®

Communal Reciprocity

G.A. Cohen has suggested that socialism, by minimizing inequality of opportu-
nity and limiting inequality of income and wealth, will facilitate a better way of
interacting with our fellow humans: cooperation for its own sake. Cohen calls
this “communal reciprocity”
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Communal reciprocity is the antimarket principle according to which I serve you
not because of what I can get in return by doing so but because you need or want
my service, and you, for the same reason, serve me. Communal reciprocity is not
the same thing as market reciprocity, since the market motivates productive con-
tribution not on the basis of commitment to one’s fellow human beings and a
desire to serve them while being served by them, but on the basis of cash reward.
The immediate motive to productive activity in a market society is (not always
but) typically some mixture of greed and fear, in proportions that vary with the
details of a person’s market position and personal character. It is true that people
can engage in market activity under other inspirations, but the motives of greed
and fear are what the market brings to prominence, and that includes greed on
behalf of, and fear for the safety of, one’s family. Even when one’s concerns are
thus wider than those of one’s mere self, the market posture is greedy and fearful
in that one’s opposite-number marketeers are predominantly seen as possible
sources of enrichment, and as threats to one’s success. These are horrible ways
of seeing other people. . . . Within communal reciprocity, I produce in a spirit
of commitment to my fellow human beings: I desire to serve them while being

served by them, and I get satisfaction from each side of that equation.!”

Cohen notes that communal reciprocity is the way people typically interact when
on a camping trip. Equipment is shared. Tasks—setting up tents, preparing food,
cleaning—are shared. No one gets too much more than anyone else. We tend to
like this way of interacting.

The question is whether this mode of interaction and the pleasure it evokes is
generalizable. I am skeptical. We have no particular reason to think that coopera-
tion for its own sake would work well for most types of economic interaction, nor
to presume that, if it did, this would make us happy.!® The spirit of the camping
trip is probably best considered a special case, much like parenting. Parenting is
heavily infused with altruism but also extremely hierarchical. We wouldn’t want
to extend this to most other realms of life.

Would Democratic Socialism Be Better at
Promoting Community?

Capitalism might discourage tolerance, inclusion, trust, personal interconnections,
and social support. But the available evidence for the rich longstanding-demo-
cratic capitalist nations suggests that some of these elements of community have
been getting better, and in some countries they are quite strong.

Some advocates of socialism want more. They would like most of our behavior
to be unselfish, not just some of it. I suspect this isn’t feasible, and I have doubts
about whether it is even desirable.
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A Livable Planet

Our economic system and our planetary system are now at war. What
the climate needs to avoid collapse is a contraction in humanity’s use
of resources; what our economic model demands to avoid collapse is
unfettered expansion. Only one of these sets of rules can be changed,
and it’s not the laws of nature.

—Naomi Klein!

Capitalism is overwhelmingly the main driver of planetary ecolog-
ical collapse and it can’t be reformed enough to save humans.
—Richard Smith?

We are causing the planet to warm, with potentially devastating consequences.
Do we need democratic socialism in order to avert climate catastrophe?

We Are Warming the Planet

In various ways, but especially by burning fossil fuels, we've dramatically increased
greenhouse gas emissions. If the amount of greenhouse gases emitted from earth
is larger than natural processes can remove, it traps more infrared radiation
(sunlight that bounces off the earth) in the atmosphere, leading to a rise in tem-
perature. Also, warm air holds more water vapor than cold air, and water vapor
causes additional trapping of heat.

As Figure 16.1 shows, carbon dioxide (CO,) emissions have increased steadily
since 1750, when the industrial revolution began, and the rise has been especially
pronounced since 1950. As carbon dioxide emissions have increased, the amount
of carbon dioxide in the atmosphere has increased. We have direct measurement
of CO, atmospheric concentration only since 1959, but data from ice core drilling
in Antarctica suggest that in the 800,000 years prior to 1750, it never exceeded 300
ppm (parts per million). Between 1750 and 1959 it rose from 280 to 316. As we see
in Figure 16.2, between 1959 and 2018 it increased from 316 to 409.%

Carbon dioxide isn’t the only problematic greenhouse gas. Methane and ni-
trous oxide play a role too. Here a major contributor is the raising of animals for

Would Democratic Socialism Be Better?. Lane Kenworthy, Oxford University Press. © Lane Kenworthy 2022.
DOI: 10.1093/0s0/9780197636800.003.0016
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Figure 16.1 Carbon dioxide emissions
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g” = gigatonnes. Data source: Carbon Dioxide Information Analysis Center, cdiac.ess-dive.lbl.gov;
Global Carbon Project.
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Figure 16.2 Carbon dioxide concentration in the atmosphere

Parts per million. 280 is the estimated level in 1750. Data source: Earth System Research Laboratory,
National Oceanic and Atmospheric Administration, US Department of Commerce, esrl.noaa.gov/
gmd/ccgg/trends.

food, which accounts for approximately 15 percent of all greenhouse gas emis-
sions.* That’s roughly the same as all cars, trucks, airplanes, and ships combined.?
Methane concentration in the atmosphere has increased sharply since scientists
began measuring it in the mid-1980s. The concentration of methane is much



A LIVABLE PLANET 157

+1°C

1750 1850 1950 2018
Year

Figure 16.3 Earth’s average temperature

Difference from the 1901-2000 average. Degrees Celsius. Land and ocean. The line is a loess curve.
Data source: National Centers for Environmental Information, National Oceanic and Atmospheric
Administration, ncdc.noaa.gov/cag/time-series/global.

lower than of carbon dioxide, but methane’s potency as a greenhouse gas is about
30 times greater.°

The result of rising greenhouse gas concentration in the atmosphere has been
an increase in the planet’s temperature. Figure 16.3 shows direct measurements
of temperature, which began in 1880. Average temperature has risen sharply,
particularly since 1950. Indirect measures going back much farther in time sug-
gest the same conclusion.”

Could the observed temperature rise be a result of something else? That’s un-
likely. Computer simulations that project temperature patterns in scenarios with
little or no human emission of greenhouse gases don’t come close to matching
the earth’s actual temperature patterns. When the simulations add human-gen-
erated greenhouse gases, they closely match the observed temperature patterns.®

The most thorough survey of the evidence is by the Intergovernmental Panel
on Climate Change (IPCC). Its conclusion is that “It is extremely likely that
human influence has been the dominant cause of the observed warming since
the mid-20th century””

The Consequences Are Potentially Dire

Climate change is likely to have an array of effects. Many are difficult to pro-
ject, both because the climate is a complex system and because it isn’t clear how
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much progress we will make in slowing or reversing the carbonization of the
atmosphere.

In the absence of quick and effective action to reduce greenhouse gas emis-
sions, warming is likely to have damaging effects on health via, among other
things, heat waves, urban smog, lack of access to water, and displacement.!” In the
United States, for example, the number of 100-degree-or-more days is projected
to increase significantly almost everywhere, and by the end of this century a
good bit of the country will have summer weather similar to today’s Texas and
Arizona.!! In some parts of the world, things will be worse. The World Health
Organization projects that, in the absence of action to slow climate change, by
2050 an additional 250,000 people (0.002 percent of the world’s population) will
die each year directly due to greater heat.'?

Climate change also will increase the frequency and intensity of weather
events and weather-related events—storms (hurricanes, typhoons, tornadoes),
floods, droughts, fires.

The most significant impact of warming could come via melting of the
Greenland and West Antarctic ice sheets, each of which has enough ice to raise
sea levels by 15 to 20 feet. A significant rise in sea level could threaten hundreds
of millions of people who live in coastal areas. The United Nations estimates that
by 2050 as many as 1 billion people, or 10 percent of the world’s population, may
be climate migrants.!? Predicting how much the two ice sheets will melt and what
impact that will have is extremely difficult. In a 2013 report, the IPCC concluded
that melting from the two ice sheets may cause a sea level rise of 1 to 3 feet by the
year 2100. Since then, scientists have discovered that ice loss in the Greenland
and West Antarctic ice sheets has been faster in recent years than previously
thought and that a large glacier in the East Antarctic ice sheet is now vulner-
able to melting. According to one knowledgeable observer, these recent findings
“have led top climatologists to conclude that we are likely headed toward what
used to be the high-end of projected global sea-level rise this century (i.e., 4 to
5 feet) and that the worst-case scenarios where humanity fails to take aggressive
action to cut greenhouse gas emissions are considerably higher than that”!*

Most ominously, Gernot Wagner and Martin Weitzman estimate that in the
absence of significant policy change there is perhaps a one in ten chance that the
globe’s average temperature will rise by 6°C or more.!® The consequences could
be quite grim, as David Wallace-Wells explains:

The earth has experienced five mass extinctions. . ., each so complete a wiping
of the fossil record that it functioned as an evolutionary reset, the planet’s phy-
logenetic tree first expanding, then collapsing, at intervals, like a lung: 86 per-
cent of all species dead, 450 million years ago; 70 million years later, 75 percent;
125 million years later, 96 percent; 50 million years later, 80 percent; 135 million
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years after that, 75 percent again. Unless you are a teenager, you probably read
in your high school textbooks that these extinctions were the result of asteroids.
In fact, all but the one that killed the dinosaurs involved climate change pro-
duced by greenhouse gas. The most notorious was 250 million years ago; it
began when carbon dioxide warmed the planet by five degrees Celsius, acceler-
ated when that warming triggered the release of methane, another greenhouse
gas, and ended with all but a sliver of life on Earth dead.!®

What Do We Need to Do?

Many climate scientists believe we should aim for an increase in average temper-
ature of no more than 1.5°C or at most 2°C (it’s already risen about 1°C). Not too
long ago, knowledgeable observers calculated that this would require reducing
greenhouse gas emissions by more than half by 2050 and to zero by 2100.1” More
recent calculations suggest we need to move faster, cutting emissions in half by
2030 and to zero by 2050.18

How can we do it? Advocates frequently emphasize personal behaviors
and lifestyles, but the key will be to change large-scale actors, institutions, and
systems.?

1. Shift from fossil fuel energy to clean energy. Government could simply man-
date the phase-out of fossil fuel energy sources by a particular date, but the most
common policy tools here are carbon taxes and cap-and-trade programs. If nec-
essary, government could purchase a majority stake in fossil fuel companies and
rapidly reduce coal, oil, and gas production.?’

National and local governments can act alone, but better would be an interna-
tional agreement that reduces emissions in most or all countries. Efforts over the
past several decades haven't been very successful, though the 2015 Paris Climate
Accord offers some grounds for optimism. An alternative to voluntary agreements,
which are vulnerable to free riding, is the idea of a “climate club” According to
William Nordhaus, “Under the club rules, participating countries would under-
take harmonized but costly emissions reductions. ... Countries who are outside the
club—and do not share in the burden of emissions reductions—are penalized.”?!

Humans currently use about 160,000 terawatt hours of energy per year. There
is more than enough energy available from solar and wind, the two leading non-
greenhouse gas (“clean”) energy resources, to provide this amount and more.?
The challenge is getting it to everyone throughout the year and throughout the
day. For that, we need further improvement in storage and batteries. An impor-
tant advantage, however, particularly for solar energy, is that it can be generated
close to where it is needed—on the roofs of buildings, houses, and parking lots.
Andbecause it is much more efficient than fossil fuel energy sources, one estimate
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concludes that “without changing the size of our homes, or our cars, or fun-
damentally changing the fabric of our lives, a fully electrified energy economy
using non-carbon fuel sources would require less than half of the total amount of
energy we use today."??

The remainder of the needed clean energy can be provided by a mix of biofuels,
geothermal, and nuclear.

2. Geoengineering. We can try to alter the earth or its biosphere. One approach
aims to limit the warming of the planet. The main idea here is to deflect more sun-
light, for example by injecting large quantities of aerosols into the stratosphere. This
is at best a partial approach, as it wouldn't stop or even slow carbonization, but it
might buy us some time. A second approach is to actually remove carbon from the
atmosphere. In a pair of reports issued in 2015, the US National Academy of Sciences
concluded that while geoengineering efforts are worth further exploration, “There is
no substitute for dramatic reductions in the emissions of carbon dioxide and other
greenhouse gases to mitigate the negative consequences of climate change”*

3. Research. A rapid shift to clean energy sources is feasible with existing tech-
nology. But this problem is so big, and political obstacles to rapid decarbonization
are so formidable, that it makes sense to invest heavily in research and develop-
ment of new energy sources, new methods of storage and delivery, and more.>

Grounds for Optimism

There are some encouraging technological developments.?® In the 2010s, the cost
of solar panels fell by nearly 90 percent and the cost of wind turbines by 60 per-
cent. Clean energy is now cheaper than 40 percent of coal plants worldwide and
most natural gas plants. Partly as a result, more than 80 percent of all new elec-
tricity around the world in 2019 and 2020 came from clean sources, and that
figure is projected to reach 95 percent in the early 2020s.

The cost of batteries for electric cars is expected to reach parity with internal
combustion engines by the early 2020s. And Toyota has developed a new solid-
state (rather than lithium-ion) battery for electric vehicles that will allow a car to
travel 300-plus miles on a charge that takes 10 minutes. Sales of internal-com-
bustion vehicles have been declining since 2017. Fiat, Ford (in Europe), and
Mercedes have pledged to sell only zero-emission vehicles by 2030, General
Motors by 2035, and Honda by 2040.

Climate Trace, a coalition of nonprofits and businesses, uses artificial intelli-
gence, machine learning, and satellite image processing to measure worldwide
greenhouse gas emissions in real time, with updates every 6 hours. This kind of
accurate, up-to-date information should help voters, activists, and other actors to
monitor governments and corporations and apply pressure where appropriate.
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There also are some hopeful signs on the political front.?” Signatories to the
2015 Paris Climate Accord, including 197 nations, pledged to take action to hold
“the increase in the global average temperature to well below 2°C above prein-
dustrial levels and to pursue efforts to limit the temperature increase to 1.5°C
above preindustrial levels” The Accord didn’t commit any country to particular
actions. Nor did it specify rewards or punishments.

A small but growing number of countries have passed laws requiring zero net
greenhouse gas emissions (“carbon neutrality”) by 2050: Norway in 2016; Sweden
in 2017; France, New Zealand, and the United Kingdom in 2019; Canada, Japan,
and South Korea in 2020. In 2020 China’s government pledged to reach carbon
neutrality by 2060. In 2021, the US president issued an executive order instructing
the country to reach zero net emissions by 2050. In all, 125 nations, which together
account for more than two-thirds of global emissions, either have adopted or are
debating a goal of net zero emissions by the middle of the century.

A small but growing number of US states have passed laws requiring large
reductions in greenhouse gas emissions by 2050. In 2019, California, which has
the world’s fifth-largest economy, passed a law mandating zero net carbon emis-
sions in the state’s electricity sector by 2045, and its governor issued an executive
order requiring zero net emissions across the entire economy by the same year.
In 2019, New York state passed a law mandating 85 percent reduction in green-
house gas emissions (from 1990 levels) by 2050.

In 2019, the Netherlands’ Supreme Court ruled that the European Convention on
Human Rights requires the Dutch government to significantly reduce the country’s
greenhouse gas emissions. This was the first time a court has required a nation to
take action against climate change. In 2021, Germany’s Federal Constitutional
Court required the German government to make its climate law more aggressive in
order to comply with commitments made in the 2015 Paris Climate Accord.

As T just noted, governments in countries that currently account for about
two-thirds of global emissions have agreed to or are discussing pledges to reach
net zero emissions by mid-century. Climate Action Tracker estimates that if all
of these nations actually meet the targets, warming will reach 2.1 degrees. The
organization also estimates that under current policies warming will reach 2.9
degrees. Thats higher than we want, but it’s an improvement compared to the es-
timate as of 2015, which was 3.7 degrees.?

Would Democratic Socialism Be Better at
Achieving Climate Stability?

Proponents of democratic socialism offer two arguments for why it would help
us to save the planet and our species. The first, expressed in the quote from
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Naomi Klein at the beginning of this chapter, is that reducing greenhouse gas
emissions requires reducing economic activity and output, whereas capitalism
fosters, and perhaps requires, continuous growth.? This seems wrongheaded,
because reducing greenhouse gas emissions is compatible with continued ex-
pansion of output. As I noted earlier, we already have the capability to generate
the amount of energy we currently use and more from clean sources. What we
need isn't a significant reduction in energy use but rather a shift to clean en-
ergy. Indeed, there is a case that continued economic growth will be helpful in
achieving reduced greenhouse gas emissions, because people are more likely to
support altruistic rather than selfish policies when the economy is advancing.>

The second argument for socialism is a political one. It says government’s de-
pendence on a healthy economy encourages it to perpetuate the existing fossil-
fuel-based economic structure. In Paul Adler’s words: “Government could tax the
polluters to deter them, or it could regulate their activity to reduce the pollution.
Unfortunately, however, government’s subservience makes it incapable of assuming
this responsibility. In a capitalist society, government is reluctant to impose the nec-
essary taxes or regulations on business.”*! Or fossil fuel companies will inevitably
have a great deal of political sway in a capitalist democracy, and they will use that
influence to block policies that hasten a transition to clean sources of energy.>?

There is no question that this has already happened.’® But we also have com-
pelling evidence that this problem isn't intractable. Cigarette producers had sim-
ilar interests and incentives, and they succeeded for a while in blocking passage
of policies that would reduce cigarette smoking, but in the end their efforts were
overcome. As noted above, already a small but growing number of the rich cap-
italist democratic nations have enacted a carbon tax, a cap-and-trade program,
or a mandate for the economy to get to zero net greenhouse gas emissions by the
middle of this century.>*

The central problem with advocating for socialism as a solution to climate
change, however, is one of timing. Climate experts now tend to believe we need
to cut greenhouse gas emissions in half by 2030 and to zero by 2050. The proba-
bility that any of the rich democratic nations will shift to socialism that quickly is
very low. Whether socialism would help or not is therefore irrelevant. As Bhaskar
Sunkara has rightly put it: “Fighting climate change can’t wait until ‘after the rev-
olution, and we'll have to find a way to shape capitalist investment priorities and

win sweeping reforms in the here and now”*
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Would Democratic Socialism Be Better

Than Social Democratic Capitalism?

What can we conclude about whether, and if so in what ways, a modern dem-
ocratic humane socialism would be superior to capitalism, and in particular to
social democratic capitalism?

Democratic Socialism Might Turn Out to Be Better,
but There Is Good Reason for Skepticism

Would democratic socialism be better at reducing or ending poverty in rich na-
tions? The case that it would is weak. Social democratic capitalism has done well
at boosting living standards for the least well off, even in the challenging post-
1970s era. Moreover, the rich longstanding-democratic countries could elimi-
nate poverty by increasing the generosity of their public social programs or by
enacting a universal basic income or a negative income tax. Given the history
of welfare state expansion over the past one hundred years, this seems doable
within capitalism.

Would democratic socialism be better at reducing or ending poverty in the
rest of the world? Here too the case that it would is weak. First, extreme poverty
has decreased sharply in the era of global capitalism that began in the 1970s.
Second, we don't know enough about how to achieve sustained economic growth
in poor countries to be confident that socialism would help. Third, increased
migration—ideally via fully open borders—clearly would help, and it might
be more difficult to enact under socialism due to working-class opposition to
immigration.

Would democratic socialism be better at achieving a plentiful supply of decent
jobs? I see little reason to think so. Capitalism has proved capable of producing
high employment rates. It doesn’t look as though this requires a lot of govern-
ment employment. And workers’ control (worker cooperatives), a key feature of
socialism in some proposals, might well reduce employment. The available data
suggest that work conditions, job security, working time, and job satisfaction in
capitalist economies have been getting better, not worse.

Would Democratic Socialism Be Better?. Lane Kenworthy, Oxford University Press. © Lane Kenworthy 2022.
DOI: 10.1093/0s0/9780197636800.003.0017
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Would democratic socialism be better at achieving rapid economic growth?
I see no grounds for confidence that it would. We have very little understanding
of what causes faster or slower growth in rich democratic nations. And the
mechanisms through which socialism’s advocates posit that it will boost ec-
onomic growth—more government steering of investment, less income ine-
quality, reduced frequency and depth of financial crises—have no compelling
evidentiary support.

Would democratic socialism be better at achieving inclusive growth? Pay
growth under socialism is unlikely to be faster than what we see in the con-
temporary Nordic countries with their strong labor unions. Would pay growth
under socialism be better than under a capitalism with weak unions but with pe-
riodic tight labor markets, steadily rising sector-specific and occupation-specific
minimum wages, widespread profit sharing, and an employment-conditional
earnings subsidy that is indexed to GDP per capita? Perhaps, but it’s reasonable
to be skeptical.

Do we need democratic socialism in order to get an expansive supply of public
goods and services? The record of existing affluent capitalist democracies, partic-
ularly the Nordic countries, suggests not.

Would democratic socialism be better at achieving effective, affordable health-
care for all? I see no reason to think so. Among the rich democratic capitalist na-
tions, those with an “insurance funds” healthcare system have achieved similar
results in life expectancy, healthy life expectancy, and cost growth as countries
with a “single payer” system. Moreover, a country can have socialist healthcare—
single payer, with government also employing most medical providers—in an
otherwise capitalist economy. The Nordic countries and some others already do.

Would democratic socialism do a better job at ensuring helpful finance?
I think that’s doubtful. Capitalist financial systems tend to underfund disadvan-
taged individuals, businesses, and communities; they can potentially block val-
uable government policies; and they sometimes cause economic crises. But each
of these problems can be remedied without abandoning capitalism, and nations
with a social democratic capitalist orientation have made significant progress in
doing so. And a socialist financial system is unlikely to be as effective at funding
startups that unexpectedly yield improvements in living standards and quality
of life.

Would democratic socialism be better at ensuring truly democratic pol-
itics? The hypothesis that it would stems from the notion that in capitalism
those with more money use that money to buy disproportionate influence on
policy making. Evidence from the United States and from other affluent nations
suggests that those with higher incomes do indeed tend to get what they want
from government more often than those with lower incomes. However, neither
the over-time pattern in America nor the pattern across rich democratic nations
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suggests that reducing inequality of income or wealth is the key to reducing ine-
quality of political influence. The real gains in enhancing democracy may come
from reforms such as improving education, expanding economic opportunity,
revitalizing civic organizations, increasing access to voting, expanding public
campaign financing, making use of deliberative citizen assemblies, and others
that can be done within capitalism.

Would democratic socialism be better at achieving workplace democracy?
Certainly yes, if it makes workplace democracy mandatory. But 'm not sure the
normative case for worker cooperatives, with workers having full control over
decision making, is more compelling than the case for what currently exists in the
Nordic countries—employees electing half the board of directors, labor unions
negotiating wages and benefits, works councils negotiating work conditions, and
some direct employee participation in firm decision making. We probably don’t
want to mandate that all firms be worker cooperatives, just as we wouldn’t want
to mandate one-person-one-vote decision making within families. We could fa-
cilitate workplace democracy, without requiring it, via a law that allows any firm’s
workers, if a majority of them vote in favor, to buy out the owner(s) and turn the
company into a cooperative.

Would democratic socialism be better at achieving democratic control over
the economy as a whole? Possibly. But most rich democratic capitalist nations
already have this in principle. And regularized discussion and negotiation be-
tween representatives of labor, business, and government—“concertation”—
provides an additional dimension in countries that use it.

Would democratic socialism be better at reducing income inequality? Very
likely yes. That’s particularly true for income inequality between the top (e.g.,
the top 1 percent) and everyone else. While many progressives believe income
inequality has harmful effects on health, economic growth, democracy, happi-
ness, and other outcomes we value, there is little empirical basis for this conclu-
sion. Still, the normative case for modest levels of income and wealth inequality
is strong, so it would be better if there were less inequality than there is in the
contemporary United States.

However, I'm not convinced that reducing economic inequality should be high
on our list of priorities. In a society where many of life’s core needs—housing,
childcare, schooling, healthcare, a job, retirement income, eldercare, and much
more—are assured by government programs, inequality of income and wealth
isn't likely to cause much consternation. We can see this in today’s Nordic coun-
tries, which have comparatively high levels of wealth inequality but also enviable
quality of life and high levels of subjective well-being.

Would democratic socialism be better at achieving gender and racial equality?
It surely isn’t needed for gender equality. In most of the affluent capitalist nations,
women have surpassed men in educational attainment and life expectancy, and
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they are at least equally happy. In employment, pay, and top-level positions in
business and politics there is still a gap in men’s favor, but in the leading coun-
tries, including the social democratic capitalist ones, that gap is now quite small.

The toughest case for between-group equality is probably Blacks and whites in
the United States. Here we see persistent inequality on many outcomes yet also
significant reductions in inequality on nearly all of them, including educa-
tion, employment, pay, health, happiness, and top-level corporate and political
positions. Could democratic socialism help? Maybe, but the evidence suggests
no reason to think it is necessary.

Would democratic socialism be better at fostering community? While
critics posit that capitalism discourages tolerance, inclusion, trust, personal
interconnections, and social support, the available indicators for the rich
longstanding-democratic capitalist nations suggest that in certain respects
things have been getting better, and in some countries they are quite good. Some
advocates of socialism want more. They would like most of our behavior, not just
some of it, to be unselfish. 'm not sure this is feasible, and I have doubts about
whether it is desirable.

Would democratic socialism be better at minimizing climate change? A
common version of this hypothesis says that only with socialism can we achieve
a sizable reduction in economic output. But we don’t need to reduce economic
output in order to reduce greenhouse gas emissions. In fact, doing so might be
counterproductive, because people are more likely to support altruistic policies
when the economy is advancing. A second version of the hypothesis says that
in a capitalist democracy fossil fuel companies will block any attempt to move
aggressively toward clean sources of energy. However, this has already begun to
change—most notably in the Nordic countries and California, but in other na-
tions as well. In any case, a transition to socialism wouldn’t come soon enough to
help us address the climate problem, which must be more or less solved within the
next 30 years.

To sum up: Democratic socialism would boost firm-level economic democ-
racy, but perhaps only by requiring it, and I doubt we want to require it. Socialism
very likely would reduce income and wealth inequality, but in a society with ex-
pansive public goods and services I'm not certain this would be important to
many people. For other outcomes, I don’t see a compelling reason to conclude
that democratic socialism would be better than social democratic capitalism.

Should You Favor Democratic Socialism?

If you believe strongly in workplace democracy and are willing to mandate it, or
if you attach a high priority to low levels of income and wealth inequality, then
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possibly yes.! Otherwise, you might reasonably prefer to opt for social demo-
cratic capitalism, with which we have extensive experience, rather than take a
chance on a system that is, to this point in history, untested.

For some of the outcomes where I conclude that democratic socialism is
unlikely to do better than capitalism, that’s because I've assumed capitalism
can be improved. For instance, in some of the rich democratic nations—per-
haps most of them—labor unions have been weakening and may never regain
their former strength, making it difficult to secure steadily rising wages for or-
dinary workers. I've pointed out that there are ways to compensate for this,
including tight labor markets, statutory occupation-specific minimum wages,
profit sharing, and an earnings subsidy indexed to GDP per capita, but there
is no guarantee that countries such as the United States will in fact adopt the
needed policies. Wouldn’t democratic socialism be better at delivering growth
that’s inclusive in such a case? Yes, it might. The problem is that if advocates of
inclusive growth can't get a majority of the population and policy makers to
support these relatively modest reforms, how can they convince a majority to
switch to socialism?

We Might End Up with Democratic Socialism
Even if It Isn’t Better

Even if democratic socialism isn’t likely to be better than social democratic capi-
talism, we might go there anyway.

One possible path is that capitalism implodes. The prediction of capitalist col-
lapse has a lengthy history, dating back at least to Marx and Engels.® A good re-
cent expression is by Wolfgang Streeck in his book How Will Capitalism End?
Streeck sees a number of signs that suggest capitalism is in trouble: Economic
growth has slowed. Government debt has been rising. Income and wealth in-
equality have increased. There’s been a shift from Keynesian capitalism to
Hayekian capitalism. We see unchecked fraud and corruption in the financial
sector. Globalization increasingly renders national governments impotent, and it
forces governments to reduce tax rates and to make tax systems less progressive,
generating frustration among the middle class. Rising government debt (coupled
with demographic change) encourages cuts in public services and public insur-
ance. Unions are on the decline. In some countries, wages have been stagnant
and incomes have grown slowly. Government decisions increasingly are turned
over to nonelected agencies (e.g., independent central banks). There is growing
political dissatisfaction, manifested in declining voter turnout and the rise of
“populist” parties. With the United States no longer able to serve as a stable fi-
nancial anchor, the global economic system is increasingly anarchic.
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Capitalism has always had the potential to self-destruct, particularly by
exploiting people and places too ruthlessly in search of financial gain.> For
a few decades after World War 11, a peculiar set of institutions and norms and
strong economic growth dampened this tendency. But the tide began to turn
in the 1970s, and, in StreecK’s view, “capitalist progress has by now more or less
destroyed any agency that could stabilize it by limiting it

Streeck isn’t alone. The International Panel on Social Progress concluded re-
cently that “contemporary capitalism is facing a profound multidimensional
crisis (financial, economic, social, ecological crises) that undermines the main
sources of wealth creation—labor and nature—to the point that it can be charac-
terized as a civilizational crisis with a potentially catastrophic outcome.”” Some
other distinguished social scientists have come to a similar conclusion.®

How does Streeck envision capitalism ending? “What is most likely to
happen,” he says, “is a continuous accumulation of small and not-so-small
dysfunctions. . . . In the process, the parts of the whole will fit together less and
less; frictions of all kinds will multiply; unanticipated consequences will spread,
along ever more obscure lines of causation. Uncertainty will proliferate; crises
of every sort—of legitimacy, productivity or both—will follow each other in
quick succession while predictability and governability will decline further (as
they have for decades now). Eventually, the myriad provisional fixes devised for
short-term crisis management will collapse”

My own take is that this diagnosis identifies some genuinely dysfunctional
elements of certain versions of contemporary capitalism. Yet if we look at how
well the system works in the Nordic countries and some others in western
Europe, at how much living standards have improved in recent decades for
people in poorer parts of the world, at how much life expectancy has risen, at
the degree to which tolerance and inclusion have increased, and at the sustained
high levels of life satisfaction, I find it difficult to share this pessimism.!°

Moreover, even if this “slow collapse” scenario were to come to pass, we
shouldn’t necessarily expect capitalism to be replaced by democratic socialism.
At Jeast as likely to emerge from the ashes, perhaps more so, is a nondemocratic
version of capitalism, such as China’s.!!

Another potential path to democratic socialism is a slow, gradual transition to
greater public ownership. In a number of contemporary affluent democratic na-
tions, most people who work in education and healthcare are public employees.
At the moment, these two sectors account for about 20 percent of GDP. It’s con-
ceivable that this share will rise significantly over time. If these sectors continue
to be mainly government-run, these economies might thereby evolve, uninten-
tionally, into ones in which most economic activity is in the public sector.

A more intentional evolutionary route also is conceivable.!? In the early
1980s, a Social Democratic government in Sweden enacted a plan to gradually
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transfer stock shares in large companies to a “wage-earner fund” controlled by
labor unions. Over a period of several decades, this would have shifted a consid-
erable degree of ownership to this fund.!® The program was abandoned by the
subsequent government, but it’s not hard to imagine something like this getting
enacted in one of the affluent democratic nations in the not-too-distant future.
Because the transition in ownership occurs slowly, it would be barely noticeable,
especially to ordinary citizens. It might, therefore, have a decent shot at persisting
despite shifts in partisan control of the government.

The likelihood of left and center-left parties wanting to pursue something
like this is heightened by the fact that these parties have struggled electorally
in recent decades. One reason for their struggles is that they’ve been forced to
position themselves as defenders of the status quo. In the Nordic countries, in
particular, the success achieved by the social democratic capitalist model has left
these parties with little to propose by way of changes.

In this context, something like a wage-earner fund proposal, or perhaps a
law that makes it easier for employees to buy the company they work for, may
have considerable appeal to such parties. It would give them a mission for
advancing to a next stage of humanistic capitalism. We see glimpses of this
possibility even in the United States. In his 2020 campaign for the Democratic
Party’s presidential nomination, Bernie Sanders proposed a version of a wage-
earner fund plan.!*

A Social Democratic Capitalist Future Probably
Would Be a Very Good One

I have no special insight into what our societies or even our species will look
like far into the future. But over the coming half century, my best guess is that
the dominant socioeconomic model among the world’s rich democratic na-
tions will be social democratic capitalism. It has proven effective at reducing
poverty, economic insecurity, and inequality of opportunity. And it gets these
desirable outcomes without sacrificing any of the multiple other things we
want in a good society, from freedom to economic growth to health, happi-
ness, and more.!®

In recent decades the Nordic countries have enhanced, adjusted, and re-
fined the social democratic capitalist model, and other rich democratic na-
tions have been moving toward it. Even the United States has advanced slowly
but fairly steadily toward social democratic capitalism, and likely will con-
tinue to do s0.!® As nations that currently are poor or middle-income get
richer, some of them—perhaps many—also will embrace social democratic
capitalism.
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The social democratic capitalism of the not-too-distant future might evolve
to include more economic democracy and more public ownership of firms. This
would bring it closer to what contemporary democratic socialists would like. But
even if there is no such evolution, that might be okay. Social democratic capi-
talism isn't perfect, but it is quite good.
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