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I. Introduction

In 2003 Robert Lucas, professor at the University of Chicago and winner of the 1995 Nobel Memorial Prize in Economics gave the presidential address at the annual meeting of the American Economics Association.  After explaining that macroeconomics began as an intellectual response to the Great Depression, he declared that it was time for the field to move on: "the central problem of depression prevention," he declared, "has, for all practical purposes, been solved, and has, in fact, been solved for many decades."
 

 Paul Krugman, our latest Nobel laureate in economics, points out, in his current best seller, The Return of Depression Economics and the Crisis of 2008, that Lucas was hardly alone in holding this view.  Indeed, it has been the prevailing wisdom of the profession for nearly half a century.  As you may surmise from the title of his book, Krugman dissents. "Looking back from only a few years," he writes, "with much of the world in the throes of a financial and economic crisis all too reminiscent of the 1930s, these optimistic pronouncements sound almost incredibly smug." 

"All too reminiscent of the 1930s."  Let us recall for a moment that momentous decade, which began with a bang and then got really ugly.  As John Kenneth Galbraith remarked, "The singular feature of the Great Crash of 1929 was that the worst continued to worsen."
  The world was transformed.

For one thing, the Great Crash seemed to confirm Marx's theoretical conclusion that capitalism is inherently prone to economic crises, and that these would tend to worsen over time.  This confirmation invigorated the international communist movement, which developed active parties in virtually every country in the world.  

The economic crisis also invigorated the fascist movement, whose virulent anti-communism garnered the support of wealthy, threatened backers throughout Europe, and gave us, not only a vicious anti-semitism that resulted in the Holocaust, but World War II as well.

 The Great Depression also set the stage for a new form of capitalism, eventually called "welfare-state capitalism, or "social democracy," the form thought to be impervious to financial catastrophe. 

II. The Current Economic Crisis

We're in an economic crisis.   Why?  Let me focus on the United States, my country, where all the trouble began.  Let's begin with the standard story: the subprime mortgage debacle has caused a general liquidity crisis, which, in turn, has provoked a severe recession

But what is a "liquidity crisis"?  Let us back up for a moment.  As everyone knows, the stock market collapse on that notorious "Black Tuesday," October 29, 1929 ushered in the Great Depression.  But how could a collapse of the stock market--the devaluation of pieces of paper held mainly by the rich--lead to an economic collapse that lasted a decade? Remember, this was not a natural disaster.  We are not talking here of war or pestilence or drought, but of pieces of paper suddenly losing value.  How could this "accounting fact" lead to massive misery?

The answer lies with banks--where finance meets the "real" economy.  A stock market crash, in and of itself, need not cause much damage.  Witness the Crash of 1987, which saw the U.S. stock market plunge 23% on October 19--nearly twice the 12% drop on Black Tuesday.  The real economy barely blinked this time.  The Federal Reserve rushed cash to the banks.  Within a couple of months the stock market itself had recovered.  

It is when banks get in trouble that the real economy is affected.  Businesses need regular access to credit, since, typically, labor and raw materials must be purchased before the finished product is sold.  Consumers, too, need access to credit, particularly for expensive, durable items like homes and cars.  If access to credit dries up, spending contracts, production contracts, workers are laid off, effective demand contracts further--the familiar downward recessionary spiral.

Back to the present: the standard story.  A "housing bubble" led to a proliferation of subprime mortgage lending.  (With house prices going up, where's the risk?  Who cares if the borrower can't afford the mortgage?  If the borrower defaults, the house can be resold--at an even higher price.)  These subprime mortgages, along with most other home mortgages, were sold to investment banks, which cut them into pieces, repackaged them as "mortgage backed securities," and sold them to eager investors everywhere.  (A "mortgage backed security" is essentially a contract to receive portions of the repayments of many loans.)  These mortgage-backed securities were highly liquid, i.e., easy to sell on short notice if the buyer needed cash--at least they were before the crisis.

When housing prices stopped rising, and when "teaser" interest rates gave way to market rates, homeowners began to default in large numbers, especially those who had insufficient income in the first place, those to whom the "subprime" mortgages had been granted.   Suddenly no one could tell what mortgage-backed securities were worth, since it was virtually impossible to ascertain, for a given security, how much income it could be expected to generate, given that many of its many-thousand pieces (how many?) were in or near default.  So the markets for these securities, and indeed for most other "collateralized debt obligations," froze.  There were no buyers at all for these particular pieces of paper.  

Okay, so what?  Investors can't sell certain pieces of paper.  So what?  Now we get to the banks.  Commercial banks, which make loans to individuals and businesses, hold many of these "pieces of paper."  When money is deposited in a bank, as you know, it is not simply stashed in a vault.  A bit of it is (as is required by law), but most of it is either loaned out to customers or used to purchase securities.  (After all, it makes no sense for a bank to keep idle cash on hand, when it could be "put to work" making more money.)  If extra cash is needed to make new loans or to return to depositors who want to take their money out, the banks can simply sell their securities to raise the cash.  Or at least they could before the crisis.  Suddenly they couldn't.  (They still can't.)  No one will buy these "toxic" securities--unless the taxpayers agree to assume the risk.  Now we have a "liquidity crisis."  (I'm oversimplifying some, but this is the basic picture.)

But we know how to resolve a liquidity crisis, don't we?  Isn't that what Robert Lucas was telling us?  Here's Krugman's again:

Most economists, to the extent that they think about the subject at all, regard the Great Depression of the 1930s as a gratuitous, unnecessary tragedy. If only the Herbert Hoover hadn't tried to balance the budget in the face of an economic slump, if only the Federal Reserve hadn't defended the gold standard . . . if only officials had rushed cash to threatened banks, . . . then the stock market crash would have led to only a garden variety recession, soon forgotten.  And since economists and policymakers have learned their lesson . . . nothing like the Great Depression can ever happen again.

But consider: We're not trying to balance the budget, to put it mildly. We're not defending the gold standard--or even the dollar.  We have been rushing cash to threatened banks.  So, from the point of view of current orthodoxy, we are doing everything right.  Yet the unemployment rate continues to rise.  To be sure, the panic seems to have subsided, and the U.S. stock market has rebounded a bit (to about where it was in 1998), but as Mortimer Zuckerman, Editor-in-Chief of U.S. News and World Reports wrote eight weeks ago, in an article entitled, "Nine Reasons the Economy is Not Getting Better": 

The appropriate metaphor is not the green shoots of new growth.  A better image is to look at the true total of jobless people as a prudent navigator looks at an iceberg.  What we see on the surface is disconcerting enough. . . . The job losses are now equal to the net job gains over the previous nine years, making this the only recession since the Great Depression to wipe out all employment growth from the previous business cycle.

Beneath the surface, things look even worse--people not counted as unemployed who are, people working part time who want full-time work, people taking unpaid leaves, little prospect of job creation, etc.  As a result, "we could face a very low upswing in terms of the creation of new jobs, and we may be facing a much higher rate of joblessnesss on an ungoing basis."

When we look globally, the situation appears worse still.  In an article published in April, updated in June, economists Barry Eichengreen (of the University of California, Berkeley) and Kevin O'Rourke (Trinity College, Dublin) compare the current crisis to the Great Depression, looking at both globally. They compare both periods with respect to three variables: world industrial output, world stock markets and volume of world trade.  The article title states their conclusion: "It's a Depression Alright."  

Globally we are tracking or doing even worse than the Great Depression, whether the metric is industrial production, exports, or equity valuations.  Focusing on the U.S. causes one to minimize this alarming fact. The "Great Recession" label may turn out to be too optimistic.  This is a Depression-sized event.

So--why aren't the standard remedies having a more profound effect?  It's time for a  more Marxian-Keynesian analysis.  From this perspective, the fundamental problem is not the housing bubble, or subprime lending, nor is it Wall Street greed nor excessive speculation nor even deficient regulation.   These factors played a role, but the real cause lies deeper.

Let's begin with Marx's basic insight: The seemingly irrational "overproduction" crises of capitalism are rooted in the defining institution of capitalism: wage labor.  The commodification of labor gives rise, over time, to a contradiction.  Since labor (technically "labor power") is a cost of production, capitalists strive to keep its price (the wage rate) low.  At the same time capitalists need to sell their products, so they need wages to be high.  Hence an ever-present crisis tendency: if workers don't have the money to buy what is produced, production is cut back, workers are laid off, demand drops further . . . the downward spiral.


"But wait!" you might say, "Not so fast. Workers aren't the only ones that purchase goods.  So do capitalists.  If the gap between what is produced and what workers can buy is filled by the purchases of capitalists, recession can be avoided."  

We are touching here on a key difference between Marx's analysis and that of Keynes.  Whereas Marx focuses on the constraints to workers' consumption, Keynes focuses on the behavior of the capitalists.  Let's follow the Keynesian trail at this point. 

What do capitalists buy?  Consumer goods, to be sure, but not nearly enough to close the gap.  It is a fundamental feature of a capitalist society that capitalists do not simply consume the surplus that workers have created.  Feudal lords might have routinely consumed all the surplus their serfs produced, but what gives capitalism is fundamental dynamic is the fact that capitalists routinely reinvest a portion of their profits, so that they can reap even greater rewards in the future. 

But what does "reinvestment" mean in real, material terms? Well, it means purchasing capital goods, not consumer goods, i.e., the extra building space, machinery and raw materials that will be utilized during the next production period to produce more than was produced during the preceding period. So long as the capitalists keep reinvesting, the economy can keep growing, can remain healthy, can avoid recession.  But if the capitalists don't invest, then the economy slumps. 

Moreover, as Keynes emphasized, the market's invisible hand will not automatically turn things around.  To the contrary, market incentives often make matters worse: if the economy begins to slump, prices drop, companies go bankrupt, workers are laid off, demand drops further, etc. The downward spiral has no built-in countertendencies.  An external event, or series of events, can sometimes turn things around, something that inspires investors to begin investing again, but there is no guarantee that such events will occur.  Therefore, governments must intervene when a recession threatens.  If government action isn't swift and substantial, a recession can turn into to a full-blown depression.

What can governments do? The received wisdom of the past three decades has focused on monetary policy: keep the money supply growing so that credit for business expansion is always available. When a recession threatens, cut interest rates, so as to make business and consumer borrowing (and hence business and consumer spending) more attractive, and provide structurally-sound banks with liquidity (cash) in times of trouble so they can keep lending.

This is suitably Keynesian, but for Keynes monetary policy alone may not be enough.  Making money available to banks or to consumes doesn't guarantee it will be loaned out or spent.  Monetary policy may amount to pushing on a string.  Keynes--and his more radical followers--also pushed for something else, namely fiscal policy: large-scale government employment and purchases, the costs of which should be allowed to exceed tax revenues when recessions threaten.  Governments should provide the stimulus of public employment and purchases when private employment and purchases fall off.  This, of course, is a significant part of the Obama stimulus package.  It is also Paul Krugman's recommendation--although he thinks the package should be larger and more aggressive than it is.

But notice, neither monetary nor fiscal policy addresses Marx's insight.  What if wages are too low?  We should remember that the post-War period witnessed a quasi-political "class compromise" that permitted labor to organize and bargain collectively, so that workers could share in the productivity gains.  For several decades following WWII, this development, combined with Keynesian monetary and fiscal policies, worked.  It produced what is sometimes referred to as capitalism's "Golden Age."  Here's Krugman's description of the United States during this period:

Postwar America was, above all, a middle-class society.  The great boom in wages that began with World War II had lifted tens of millions of Americans--my parents among them--from urban slums and rural poverty to a life of home ownership and unprecedented comfort. The rich, on the other hand, had lost ground.  They were few in number and, relative to the prosperous middle, not all that rich.  The poor were more numerous than the rich, but they were still a relatively small minority.  As a result, there was a striking sense of economic commonality: Most people in America lived recognizably similar and remarkably decent material lives.

Soon enough, however: trouble in paradise. In the mid-1970s, real wages stopped rising--and have been flat ever since.  The social democratic compromise in the United States came to an end.  Median household income has grown only modestly since 1973, up only 16% in 35 years--and this increase is due primarily to the large influx of women into the workforce, greatly increasing the number of two-income households.  As Krugman notes, "For men ages 35-44--men who would a generation ago, often have been supporting stay-at-home wives--we find that inflation-adjusted wages were 12% higher in 1973 than they are now." Yet worker productivity has increased steadily.  "The value of the output an average worker produces in an hour, even after you adjust for inflation, has risen almost 50% since 1973."  GDP has more than tripled. 
   Here's a picture of what has happened:
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How is this possible--an ever-widening gap between those productivity gains and workers' wages?  Who has been buying the products?  Why hasn't the economy been in recession for the last quarter-century or so--as the Marxian analysis suggests should have been the case?  

Some of the money has been invested in the real economy--hence productivity has continued to grow.  Much of the "surplus," however, went into paper assets (stocks and bonds) and real estate, inflating asset values.  As a measure of these paper "investments," consider the following sequence: in 1956 the Dow Jones Industrial Average reached 500; 16 years later, 1972, it reached 1000; 15 years later, 1987, it hit 2000, then exploded to 8000 ten years later (1997), then to 14,000 ten years after that (2007).  That is to say, the Dow only doubled during the "Golden Age"(during which period wages doubled as well); it then increased fourteen-fold between during the flat-wage period.
  Housing prices also bubbled, rising 1%/year from 1975-1997, then jumping to 6% per year during the next ten years.

This explosion of asset values produced what economists call the "wealth effect."  When people feel richer, they spend more.  And major asset holders have become very much richer in recent times. Krugman notes that if we define a "billionaire" as someone whose wealth is greater than the output of 20,000 average workers ($1b in mid-1990s), there were 16 in 1957; the number dropped to 13 in 1968.  There were 160 in 2008--a more than twelve-fold increase

 These people spend a lot.  (Wall Street Journal reporter Robert Frank provides a glimpse into their world in his 2007 book, Richistan, a journey through this new country.)  But still, even with their yachts and villas and private jets, the upper one or two percent of the population can't consume nearly enough to keep the economy humming.  Another large portion of total surplus--far more important than the portion consumed by the ultra-rich--has been loaned to working people.  In effect, instead of raising wages, the capitalist class has lent out a large piece of their profits to the working class--to be repaid with interest, of course. The "debt explosion," which parallels the asset-value explosion, has been striking.   Consider two statistics: 1) In 1975 outstanding household debt stood at 47% GDP.  It currently stands at 100%.  That is to say, the amount of debt people are in, adjusted for inflation, is twice what it was 30 years ago.  2) Personal outlays as share of disposable income was 88% in 1981--i.e., the average household saved 12% of its income).  Today it is 100%--i.e, zero net savings. 
   (This doesn't mean that nobody saves.  It means that massive amounts of the social surplus have been loaned out to finance consumer spending.)  Over the last several decades there has been a huge increase in debt: home equity loans, credit card debt, students loans, automobile loans.  Never before have so many borrowed so much.
  

Consider this logical truth: What can't go on, won't.  This applies full force to the situation we are in today.  Debt levels cannot keep increasing indefinitely when incomes are stationary.  Moreover, as we have begun to realize, when debt levels are high, monetary stimulus doesn't work.  Tax cuts or rebates are used to pay down debts, not buy more stuff.  Banks may be given cash, but they are reluctant to lend it out, since borrowers are already over-leveraged.  

Might we be able to reform the system so as to return to a high wage, social democratic, post-WWII-type economy? This possibility would seem to be out of reach. We are now living in a global economy.  High wages drive businesses abroad.  Indeed, this need to stay globally competitive was a key factor in ending the social democratic class-compromise in the first place.

What is to be done?  It is sobering to realize that Keynesian stimulations of the standard sort, the kinds undertaken by the Roosevelt administration and now by the Obama administration, did not bring an end to the Great Depression.  Although the recovery officially began in March of 1933 as the economy began to expand again, the unemployment rate, which jumped from 3.2% in 1929 to 25% in 1933 and was still at 19% in 1938. It wasn't Roosevelt's welfare and employment provisions that ended the Great Depression.  As Krugman reminds us, "it took the giant public works project known as World War II--a project that finally silenced the penny pinchers--to bring the Depression to an end."
 

But for us--there isn't going to be a World War III.  Nuclear war is too destructive for even our most jingoistic politicians or "think-tank" denizens to contemplate seriously, and our embarrassing, tragic debacles in Iraq and Afghanistan have demonstrated unequivocally the limits of non-nuclear high-tech warfare. This is not bad news--for us as human beings, that is--but it does close off another Keynesian route out of the current crisis.


So--if traditional Keynesian monetary and fiscal policies can't end this recession, and if there's not going to be another major war to pull us out, what are we going to do?  Frankly, it is not clear to me that there is anything we can do to get us out of the economic mess we are in--short a restructuring of our basic economic institutions that goes well beyond anything currently contemplated by even the most radical elements of "respectable" opinion.


Of course I may be wrong.  Perhaps a combination of judicious policies and good luck will pull us out of this recession.  But even if this should turn out to be the case, we are far from home free.  For there is another major crisis waiting in the wings.

III. Ecological Crisis

As the present crisis makes clear, a healthy capitalism requires economic growth.  When growth falters, we don't glide smoothly to a steady-state economy.  We crash. So, when growth slows, we scramble madly to "stimulate" the economy, to get people buying again, consuming more. But this growth imperative presents us with a profound problem. Of course, not all growth stresses the environment.  If unemployed people are put to work installing solar panels on rooftops, the economy grows. Indeed, the Obama administration wants at least a portion of its stimulus package to go in that direction.  But no one pretends that most of the growth will be of this sort.

Consider some basic math.  If an economy grows at 3%/year (the U.S. growth rate during the twentieth century), consumption doubles every 24 years, which translates into a 16-fold increase over the course of the century.   (A 10%/year growth rate--the Chinese average over the past 30 years--would translate into a 16,000-fold increase.)  Does any rational being believe that these rates can be sustained?  Kenneth Boulding, himself an economist, has remarked, "Only a madman or an economist believes that exponential growth can go on forever in a finite world."

My argument thus far is this: a) The current tools available to the government are insufficient to bring us out of the current economic crisis and back to a social democratic capitalism that appeared to have found a solution to such crises. b) Even if this claim proves to be false, we will soon be confronted with another, even less tractable, potentially more devastating, crisis.  On the one hand we are urged to "spend, spend, spend"--before it is too late. On the other hand, environmentalists scream that our over-consumption is killing the planet.  We are in a very tight corner.

IV. Is Another World Possible?

If we look at world history over the course of the past several centuries, it is hard to miss the fact that democracy has been advancing.  Not steadily.  There have been fits and starts, setbacks as well as gains.  But it can scarcely be denied that the world is more democratic now than it was three centuries ago, or two centuries, or one century or fifty years ago or even twenty.  There is scarcely a country in the world that does not at least call itself democratic.  To be sure, there is much hypocrisy here, but as we know, hypocrisy is the tribute vice pays to virtue.  The notion that people have the right to rule themselves is an idea of near-universal currency at present, and it shows no signs of weakening.

Democracy has not only extended itself geographically, but in most countries it has deepened internally.  Property qualifications have been dropped.  Women have been granted the vote.  Racial minorities are no longer excluded.  

This deepening of democracy has changed the nature of the state. We no longer tolerate a "night-watchman" state, a minimalist government that does nothing but maintain our national defenses and enforce law and order.  The state is also supposed to provide certain economic services: ensure that our children our educated, our elderly receive pensions, our workplaces are safe, our wages are at least above a bare "minimum," our air and water are clean, and more--much more in European countries, but more as well even in the United States.

This extension of democracy into the economic realm is far from complete.  Of course further expansion will be resisted.  Democratic rights have rarely been granted without a fight.  It will always be said that further democratization is unworkable, and, if attempted, will have dire consequences.  Such arguments are always made, and yet, to date at least, they (and the powers they represent) have not been able to hold back the democratic tide.

V. Economy Democracy

I want to argue that a much fuller economic democracy is on the horizon.  It will probably be awhile before we get there--although it should be noted that the rhythms of history are not constant.  Long periods of relative structural stability are punctuated by periods of rapid transformation.  (Consider the sudden, wholly unexpected, collapse of the Soviet empire.)  In any event, if we know where to look, we can discern, even in the present, economic experiments, political reforms, and intellectual shifts that point to an economic formation vastly more democratic than the one in which we live today, an economic formation that goes beyond capitalism, an economic formation that is, in fact, a form of socialism.

Needless to say, mainstream thinkers disagree.  Here is Paul Krugman again, in has book published this year:

Who now can use the words of socialism with a straight face? As a member of the baby boomer generation, I can remember when the idea of revolution, of brave men pushing history forward, had a certain glamour.  Now it is a sick joke. . .  The truth is that the heart has gone out of the opposition to capitalism.

Yet surprisingly the iconoclastic Krugman strikes a different note, just a paragraph later:

Capitalism is secure, not only because of its successes--which have been very real--but because no one has a plausible alternative.  This situation will not last forever.  Surely there will be other ideologies, other dreams, and they will emerge sooner rather than later if the current economic crisis persists and deepens.

There are other dreams emerging sooner rather than later. Let me sketch for you a picture of an economic order that could take us beyond capitalism.  Let us call it "Economic Democracy."  Let me begin, not with an abstract model, but with what we now know in light of the economic experiments of the past century.

· We now know that competitive markets are essential to the functioning of a complex, developed economy.  This is the negative lesson of the socialist experiments of the twentieth century.  Markets cannot be replaced wholesale by planning.  It follows that Economic Democracy will be a competitive market economy.

· We now know that some sort of democratic regulation of investment flows is essential to rational, stable, sustainable development--for individual countries and for the world economy as a whole.  This is the negative lesson of the neoliberal experiments of the last thirty years, now culminating in a global meltdown.  Financial markets are neither rational nor benign.  We need some sort of "investment democracy" to complement the "consumer democracy" of the goods-and-services market. 

There is something else we know--at least most of us here at this conference.  Actually, most people do not know this important fact.  It is not something talked about on television or in polite company (at least not in the U.S.).  It is too embarrassing.

· We now know that productive enterprises can be run democratically with little or no loss of efficiency, often with a gain in efficiency, and almost always with considerable gain in employment security.  This is the positive lesson of a great many recent experiments in alternative forms of workplace organization. 

This fact is embarrassing, because it raises an awkward question.  Why is it that in a country that celebrates, indeed almost deifies, democracy, that allows us to elect our mayors, our state and local legislators, the national leaders that can send us off to kill or be killed . . . why is it that in such a country we can't elect our bosses?

The obvious answer is that workplace democracy doesn't work, that ordinary workers don't have the competence or self-discipline to select good managers.  The problem with this obvious answer is that it is empirically false.  There are thousands of successful worker-run enterprises operating around the world.  These have been extensively studied.  To my knowledge there does not exist a single comparative study that finds the authoritarian (i.e. capitalist) model superior to the democratic one.

With the right structures in place, workplace democracy works.  Not perfectly.  Bad managers are sometimes appointed.  Bad decisions are sometimes made.  Democratic firms sometimes fail.  But Winston Churchill's dictum appears to hold: "Democracy is the worst form of government--except for all the others that have been tried from time to time."

What changes might we envisage that would transform our current capitalism into a democratic economy, one that preserves the efficiency strengths of capitalism, but mitigates its most distressing features?  Let's begin with labor.

VI. Democratizing Labor

Suppose we had an economy dominated by cooperatives and by public worker-self-managed companies.  Imagine an economy where all "public" corporations, that is to say, those corporations whose shares are freely traded on stock markets, have been nationalized (with compensation)--and turned over to their employees, to be managed democratically.  Instead of absentee owners (shareholders) voting for a board of directors that appoints upper management and monitors the company's performance, the employees elect a workers' council to perform these functions.  Since their own incomes are tied directly to the company's profitability, workers have a direct financial stake in selecting good management.  They also have a direct stake in the performance of their fellow-workers, so fewer supervisors will be needed.  Moreover, since workers generally have a more intimate knowledge of a company than distant stockholders, policy mistakes are likely to be detected more quickly.

Workers in such public companies do not own the company, but they control it.  The company is required by law to set aside a portion of its profits in a "depreciation fund," to be used to replace deteriorating plant and equipment.  (The fund must be sufficient to keep the value of the company's assets from declining.)  But apart from this requirement, workers have full authority over the operation of the enterprise: hiring and firing, income differentials within the company, what is produced, how it is produced, pricing, etc.  Of course management makes most of these decisions, but this management is ultimately answerable to the workforce--not to stockholders or to the government.

Economic Democracy does not require complete democratization.  Small businesses need not be democratized.  Even large capitalist concerns can continue to function as capitalist firms, so long as they are privately-held, not publicly-traded, companies.  A viable socialism can allow for a capitalist sector.  (More on this later.)  The point is to democratize the "commanding heights" of the economy--those companies whose stock is now traded on the major stock exchanges.   These "public" companies should become truly public, i.e., owned by society and governed democratically.  

VII. Democratizing Capital
If "democratizing labor" means workplace democracy, what does "democratizing capital" entail?   Consider the problem.  Under capitalism, we, as citizens, lack democratic control over our society's social surplus--the private-sector profits generated each year, which are either consumed by those legally entitled to them (i.e. the owners of these enterprises) or reinvested.  But decisions as to how much of the social surplus is available for reinvestment, and how this investment is allocated, determine the future of our economy: which regions will grow and which will wither, which industries will thrive and which will be starved, how much of the social surplus will be reinvested at home and how much will go abroad.

But to gain control over the allocation of investment funds, we must gain control over the source of those funds. The fact of the matter is, it is exceedingly difficult to control the allocation of investment funds when these funds are private.  How can a government tell a person where to invest his money?  By what right can a government prohibit a person from investing abroad, if she so desires?  And even if a government should claim such authority, how could that authority be enforced in an age of electronic transfers?

Clearly, an effective democratization of capital entails breaking the connection between private savings and investment.  We should not rely on the private savings of individuals for investment.  These funds should be publicly, not privately, generated.   

There is a surprisingly simple way to do this.  Let us abolish the corporate income tax (which--at least in my country--most corporations have become adept at avoiding anyway) and replace it with a capital assets tax on every business enterprise--a flat-rate tax that can be regarded as a "national property tax" on revenue-generating property.  Revenues from this tax will constitute society's "investment fund." This money will reinvested in the economy each year to enhance job and productivity growth.  Since it is a flat-rate tax imposed uniformly across the country, it will have little effect on the relative competitiveness of firms. 

The capital-assets tax is not a general-purpose tax. Existing taxes remain in place to fund government expenditures.  All the revenue generated by the capital assets tax are reinvested in the economy. Since these are public funds, they will be allocated via public banks, using criteria in addition to (but not other than) profitability.  Let us allocate them to regions the way public goods usually are allocated--on a per-capita basis. That is to say, if a region contains X% of the national population, it gets, each year, X% of the investment fund.

This "democratization of capital" would have three crucial consequences:  

1. Regions would no longer compete for capital.  Each region gets its per-capita share of the national investment fund each and every year, as a matter of right.  Thus regions do not have to offer tax breaks to companies who will come to their regions, or less stringent environmental regulations, or less unionization.  These forms of destructive competition are blocked.

2. This tax-generated capital would stay in the country.  It does not flow abroad in search of higher returns.  Since democratic firms do not relocate to lower-wage parts of the world either, or outsource their work, the whole problem of enterprises and jobs being transferred abroad disappears.

3. Since these are public funds, a certain amount of investment prioritizing can be set by national, state and local governments.  For example, funds can be offered at lower rates to companies willing to invest in environmentally-friendly technologies, or to help companies transition from the production of socially or environmentally harmful commodities to those more beneficial.  

VIII. Three Supplementary Structural Changes
The three basic institutions, markets for goods and services, workplace democracy and social control of investment constitute the defining features of Economic Democracy, but there are several other changes that should be part of our "new socialism."  Let me just comment on them briefly.

1. The government as employer-of- last- resort

It has long been a tenet of socialism that everyone who wants to work should have access to a job.  Long-term involuntary unemployment is not only socially wasteful, but it can be psychologically devastating.  Society is saying, in effect, "There is nothing you have to offer that is of any value to us.  We may deign to keep you alive, but you are essentially a parasite, consuming without producing."  Is it any wonder that unemployment produces social pathologies?  

The solution of unemployment is simple enough. The government will serve as the employer of last resort.  If a person cannot find work elsewhere, the government will provide that person with a job, low-wage, but decent, doing something socially useful.   (This "simple" solution is impossible under capitalism, which relies on the threat of unemployment to discipline the workforce.)

2. Non-Governmental Credit Associations

Economic Democracy does not rely on private savings for investment.  Business loans are made by the public investment banks from funds generated by the capital assets tax.  Consumer loans are a different matter.  It is reasonable to have a network of institutions of credit unions that offer interest payments to private individuals wishing to save, and lend them out to consumers at a higher rate who want to "buy now, pay later."  Home mortgages will likely comprise the largest portion of this sector's activities, but consumer credit can be extended for other purchases as well.

3.  An Entrepreneurial-Capitalist Sector


In my view, Karl  Marx’s critique of capitalism remains unsurpassed, but there is an important economic issue that Marx neglected, namely the function of entrepreneurship in society.  Marx’s analysis of capitalism focuses on the capitalist qua capitalist, i.e. as the provider of capital.  This is a passive function, one which can readily be taken over by the state—as is the case in our basic model.  There is no need to bribe those with excess funds at their disposal to save rather than consume, so as to make funds available for investment.  It makes more sense to generate society’s investment fund directly, by taxing the capital assets of enterprises.  That portion of the surplus that would have gone to private banks as interest payments or to stockholders as dividends goes directly to a fund earmarked for investment.  The capitalist “middle-man” is eliminated.  Society no longer has to worry about private investors “losing confidence” in the economy, refusing to invest or sending their savings abroad in search of more lucrative opportunities, thus plunging the economy into recession.  Society gains a degree of economic stability impossible under capitalism.


Well and good, but there is another role played by some capitalists—a creative, entrepreneurial role.  This role is assumed by a large number of individuals in a capitalist society, mostly by “petty capitalists” who set up their own small businesses, but by some “grand capitalists” as well, individuals who turn innovative ideas into major industries and reap a fortune in the process.  Clearly, any society that aspires to be technologically innovative and dynamic must provide incentives for this kind of initiative.  It is quite clear from the experience of Soviet socialism that such incentives were sorely lacking in that model--a serious, perhaps fatal flaw.


Although workplace democracy should be the norm throughout society, it is unreasonable to demand that all businesses conform to this norm.  The petty capitalist, after all, works hard.  He is anything but a parasite.  It takes energy, initiative and intelligence to run a small business.  These small businesses provide jobs for large numbers of people, and goods and services to even more.  True, they are often exploitative of their workers (and themselves), but this problem would be greatly reduced if these businesses had to compete for workers with democratic firms, and if, in addition, the government stood by as an employer-of-last-resort.


Petty capitalists may provide important services to society, but they do not provide much in the way to technological or organizational innovation.  Here we must confront a more difficult question.  Should Economic Democracy also allow for “grand capitalists,” individuals who run large, dynamic companies? I think we should say yes.  There is an honorable role for entrepreneurial capitalists to play in a socialist society.  An entrepreneurial capitalist class need not pose a serious threat to a society in which democratic workplaces are predominant, and might indeed do some real good.  Democratic firms, when they have equal access to investment capital, need not fear competition from capitalist firms.  On the contrary, since capitalist firms must compete with democratic firms for workers, they will be under considerable pressure to at least partially democratize their own operations, by instituting, for example, profit sharing and more participatory work relations.  


Moreover, there are rather simple legal mechanisms that can be put in place to keep this capitalist class in check.  The basic problem with capitalists under capitalism is not their active, entrepreneurial role (which relatively few capitalists actually play), but their passive role as suppliers of capital.  Economic Democracy offers a transparent, rational substitute for this latter role—the capital assets tax.  So the trick is to develop a mechanism that would prevent the active, entrepreneurial capitalist from become a passive, parasitic one.  But such a mechanism is easy enough to envisage: a simple, two-part law stipulating that a) an enterprise developed by an entrepreneurial capitalist can be sold at any time, but only to the state, for a sum equal to the value of the assets upon which the capital-assets tax is paid, and b) the enterprise must be sold when the owner retires or dies.  (No bequeathing it to heirs.)  When the state purchases an enterprise, it turns it over to the enterprise’s workers, to be run democratically.  Thus the entrepreneurial capitalist serves two functions, both valuable for society: he is a source of innovation, and he lays the structural foundation for a new democratic firm.

IX. Economic Democracy and Economic Crises

I have argued at length elsewhere that Economic Democracy is preferable to capitalism across a wide array of economic and non-economic values.  Economic Democracy would not only be efficient and innovative; it would be much more democratic than capitalism and vastly more egalitarian; it would provide employment for all who want to work; it would offer workers a better balance between labor and leisure than does capitalism.

It is also the case that Economic Democracy would not vulnerable to the kind of economic crisis we are now experiencing.   The basic reason is simple.  Apart from consumer credit associations, there are no private financial markets in Economic Democracy.  Markets for goods and services remain, but there are no stock markets, bond markets, hedge funds, or private "investment banks" concocting collateralized debt obligations, currency swaps and the myriad other sorts of derivatives that preoccupy investment bankers today.  Thus, there is no opportunity for financial speculation. 

The financial system is quite transparent.  A capital assets tax is collected from businesses, then loaned out to enterprises wanting to expand or to individuals wanting to start new businesses.  Loan officers are public officials, whose salaries are tied to loan performances. The loans they make are a matter of public record, as are the performances of those loans.  There is nothing mysterious about finance in an Economic Democracy.

Immunity to speculation is not the only strength of Economic Democracy.  Even more important, it is not vulnerable to a deep problem we have considered: insufficient effective demand, due ultimately to the fact that wages tend not to keep pace with increases in productivity.  For wages are a cost of production in a capitalism firm, and so capitalists strive to keep wages down.

But wages are not a cost of production in a democratic firm.  Workers receive a specified share of the firm's profit, not a wage--so all productivity gains are captured by the firm's workforce.  Worker income always keeps pace with productivity gains.

Capitalism, as we have seen, faces an even deeper problem than the one responsible for the economic crisis now holding us in its grip. Should we succeed in getting our economies growing again (indeed, even if we don't), we will soon find ourselves an ecological crisis (more precisely, ecological crises--large global ones, many smaller, more regional ones). 

Economic Democracy is far better positioned than capitalism to avoid ecological crises.  A fundamental fact about a democratic firm is that it lacks the expansionary dynamic of a capitalist firm.  The reason is structural.  Capitalist firms tend to maximize total profits.  Democratic firms tend to maximize profit-per-worker.  That is to say, doubling the size of a capitalist firm will double the owners' profits, whereas doubling the size of a democratic firm will leave everyone's per capita share the same--for doubling the size of the firm means doubling the size of the workforce.  This means that democratic firms are not incentivized to grow.  Unless there are serious economies of scale involved, bigger is not better.  

Moreover, since funds for investment in an Economic Democracy come from taxes (the capital assets tax), not from private investors, the economy is not hostage to "investor confidence."  We need not worry that an economic slowdown will panic investors, provoking them to pull their money out of the financial markets, triggering a recession.  For there aren’t any private investors. 
  A stable, "no-growth," sustainable society is possible under Economic Democracy, whereas it is not under capitalism.

Actually, "no-growth" is a misnomer. Productivity increases under Economic Democracy are more likely to translate into increased leisure than increased consumption.  When introducing a more productive technology into their enterprise, workers in a democratic firm have a choice not available to their counterparts in a capitalist firm: they can choose to take those productivity gains in the form of short workweeks, or longer vacations, rather than higher incomes.  Given the importance of scaling back consumption, the government can encourage such leisure over consumption choices.  It can do so without having to worry about provoking a recession.  The economy will continue to experience "growth," but the growth will be mostly in free time, not consumption. 

X. What Would Marx Say About All This?  What  Would Keynes say?

As we all know, Marx's powerful and compelling critique of capitalism provided no model for a post-capitalism economy, no "recipes for cookshops of the future," in his disdainful phrase.
 Marx shouldn’t be faulted for this omission.  He was a scientific socialist.  Although there were sufficient data available to him to ground his critique of capitalist, there was little upon which to draw regarding alternative economic institutions.  No "experiments" had been performed.  

We no longer have that excuse.  We know more now about alternative structures than Marx could possibly have known.

Were Marx to survey the situation today, what would he say?  Well, he certainly wouldn't be surprised to find capitalism in a state of economic crisis, one that is, at bottom, a crisis of "overproduction."  (He would doubtless be surprised that it has been so long in coming, for he did not foresee the social-democratic compromise that would enable workers's wages--at least in the global North--to keep pace with productivity gains for several decades.)  

I doubt that Marx would have been surprised by the ecological crisis either.  Although it is commonplace to argue that Marx belongs to the "promethean" tradition of the Enlightenment, which celebrated man's "domination of nature," recent research on Marx contradicts this view.  Marx was far more aware of capitalism's despoilation of the environment that is commonly acknowledged.  (See, for example, his section on "Modern Industry and Agriculture," in Volume One of Capital.
 )

As for the basic structures of Economic Democracy, consider: much of Marx's critique of capitalism focuses on the workplace--his early writings, particularly his 1844 manuscript on "Alienated Labor," but also volume 1 of Capital, both in its theoretical solution to the "riddle of  capital" and in its detailed description of the actual conditions of work in mid-nineteenth century Britain.  

But what might be the solution to "alienated labor"? The answer would seem to be obvious--although not stated explicitly by Marx.  The workplace should be democratized! (As Bruno Jossa has shown, Marx's writings on cooperatives gives further credence to this view. 
) 
Another part of Marx's critique has a different emphasis.  At the theoretical heart of Capital is Marx's solution to the "riddle of capital"--how profit is possible when equals are always exchanged for equals in the marketplace.  Profit is possible, Marx argues, because workers are required to work more than the labor-time necessary for their own reproduction.  This surplus labor produces surplus value--the source of capitalist profit.

Marx's critique pertains not to the fact that surplus value is produced (any society that wishes to develop must produce a surplus) but to the fact that the producers, collectively, do not have control over the disposition of that surplus.  
Thus we see that Marx's critique of capitalism is in essence a democratic critique. Workers have no democratic control over their conditions of work.  Society lacks democratic control over the social surplus, the disposition of which determines the general developmental trajectory of society.  Economic Democracy addresses both of these factors.

Keynes would be no more surprised than Marx by the current economic crisis--given the massive growth in unregulated financial markets in recent decades.  Few economists have written so scathingly as Keynes about the irrationality of the financial sector.  Just a few quotes from the famous Chapter 12 of his monumental, paradigm-shifting General Theory of Employment, Interest and Money.
  He debunks the standard view:

It might have been supposed that competition between expert professionals, possessing judgment and knowledge beyond that of the average private investor, would correct the vagaries of the ignorant individual left to himself.  It happens, however, that the energies and skill of the professional investor and speculator are mainly occupied otherwise.  For most of these persons are, in fact, largely concerned, not with making superior long-term forecasts of the probable yield of an investment over its whole life, but with foreseeing changes in the conventional basis of valuation a short time ahead of the general public. (i.e., "of he mass psychology of a large number of ignorant people.") (154)

Keynes, who spent a fair amount of his own time at the London stock exchange, making a fortune, losing it, then making it back again, tells us:

The actual, private object of most skilled investment today is to "beat the gun," as the Americans so well express it, to outwit the crowd, and to pass the bad, or depreciating half-crown to the other fellow. . . .  It is, so to speak, a game of Snap, of Old Maid, of Musical Chairs--a pastime in which he is victor who says "Snap" neither too soon nor too late, who passes the "Old Maid" to his neighbor before the game is over, who secures the chair for himself when the music stops. (155-6)


And the situation is likely to get worse over time:

As the organization of investment markets improves, the risk of the predominance of speculation does increase.  In one of the greatest investment markets in the world, namely New York, the influence of speculation is enormous.  (158)

He continues:

Speculators may do no harm as bubbles on a steady stream of enterprise.  But the situation becomes serious when enterprise becomes the bubble on a whirlpool of speculation. When the capital  development of a country becomes a by-product of the activities of a casino, the job is likely to be ill-done (159)

What is to be done?  Keynes notes in the final chapter of The General Theory that "the outstanding faults of the economic society in which we live are its failure to provide for full employment and its arbitrary and inequitable distribution of wealth and income" (372).  

The two faults are interrelated.  The great danger to a modern capitalist economy is too much savings relative to the opportunities for genuinely productive investments in the real economy.  Since the wealthy tend to save a much larger portion of their income than do poorer people, they are the ones primarily responsible for the deficiency in aggregate demand that causes unemployment.  (Remember, for Keynes, "investing" in the stock market or in some other financial asset is saving, not investing, in a real, material sense.)

Keynes doesn't think this unhealthy state will persist, for he thinks capital will soon become so plentiful that the return to capital, accordance with the basic laws of supply and demand, will soon approach zero, which "would mean the euthenasia of the rentier, and, consequently, the euthenasia of the cumulative, oppressive power of the capitalists to exploit the scarcity value of capital" (376). This is well and good, he thinks, for:

Interest today rewards no genuine sacrifice, any more than does rent of land.  The owner of capital can obtain interest because capital is scarce, just as the owner of land can obtain rent because land is scarce.  But whilst there may be intrinsic reasons for the scarcity of land, there are no intrinsic reasons for the scarcity of capital. (376)

If we need additional capital to ensure full-employment, "it will still be possible [to have] communal saving through the agency of the state."  That is to say, we do not have to rely on the private savings of private individuals for investment funds.  As for their allocation, since "there is no clear evidence from experience that investment policy which is socially advantageous coincides with that which is most profitable, (157) . . . I expect to see the State . . . taking ever more responsibility for directly organizing investment. (164)"  

It thus appears that "social control of investment,"  as practiced by Economic Democracy is fully consistent with Keynesian principles and predictions.  

Keynes gave no thought to the prospect of workplace democracy, but he did write about a society more oriented toward increasing leisure than consumption--the kind of society, I have argued, that is possible under Economic Democracy, but not under capitalism.  In a remarkable essay written just after the onset of the Great Depression, Keynes speculated about the "Economic Possibilities for Our Grandchildren."  He offered his opinion as to what our world would look like a hundred years hence:

We shall use the new-found bounty of nature quite differently than the way he rich use it today, and will map out for ourselves a plan of life quite otherwise than theirs.  .  .  . What work there still remains to be done will be as widely shared as possible--three hour shifts, or a fifteen-hour week. . . .  There will also be great changes in our morals. . . .  I see us free to return to some of the most sure and certain principles of religion and traditional virtue--that avarice is a vice, that the extraction of usury is a misdemeanor, and the love of money is detestable, that those walk most truly in the paths of virtue and sane wisdom who take least thought for the morrow.  . . . We shall honor those who can teach us how to pluck the hour and the day virtuously and well, the delightful people who are capable of taking direct enjoyment in things.

Keynes wrote these words in 1930, at a time when "the prevailing world depression, the enormous anomaly of unemployment, the disastrous mistakes we have made, blind us to what is going on under the surface.
 Keyne's projection was for "a hundred years hence," i.e. 2030--no longer the distant future.  We should ask ourselves: Might there be things "going on under the surface" right now that could bring us to sustainable, democratic, human world? 

XI. A Brief Conclusion


Let me close on a more philosophical note.  Let us think of the philosophical tradition embracing Kant, Hegel, Marx and extending through Habermas today that regards the human species as engaged in the process of creating an ever more rational world, grounded in freedom.  The process is slow, often opaque, often subject to reversals, and yet, ultimately, there is a direction to history, and it is a direction that should give us hope.


I think there are good grounds for endorsing this view.  We are, after all, a deeply pragmatic species, with an astonishing capacity for creative development.  When confronted with problems, we try to solve them.  We experiment.  We learn from our mistakes.  If a solution exists, sooner or later we hit upon it.

I submit that we are reaching the point where we it is becoming clear that the old order has exhausted itself, and is incapable of solving the problems that it has created.  This thought is as yet consciously acknowledged by relatively few, but it is intuitively felt by many more.  We may not be far from seeing that there is a better way. We cannot say with certainty that democracy, freedom and rationality will prevail, but there will almost surely be a struggle.  If progressive forces are to prevail, it will involve the efforts of millions.  The slogan has already been articulated by the global justice movement: ANOTHER WORLD IS POSSIBLE.  The task now is to actualize that possibility.

Impossible?  Let me leave you with a final quote:

Whoever still lives, should never say never!

The secure is not secure.

So, the way it is, it will not remain.



--Bertold Brecht
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