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Property-Owning Democracy or  Economic Democracy?

Thirty years ago, in one of my first publications, I argued that Rawls, given the value commitments expressed in A Theory of Justice, should be a socialist.
  I argued that the model of democratic, worker-self-managed market socialism developed in my dissertation (not yet published at the time) was more compatible with Rawlsian justice than the welfare-state capitalism that I, along with everyone else I knew who had read the book, assumed was being defended in A Theory of Justice.

When my article, "Should Rawls Be a Socialist?" came out, I sent an offprint to Rawls (whom I had never met) with a one-sentence accompaniment, "Am I right?"

I received a short reply.  Rawls pointed out to me that he had claimed that a "property-owning democracy" was compatible with his principles.  He had not said that capitalism was so compatible.  He had not delved deeply into the capitalism-socialism question in his book.  Perhaps, he said, he should have done so.

It had not occurred to me until that moment that a "property-owning democracy" might be something other than capitalism, but that puzzling thought didn't linger in my head for long.  I continued to assume that Rawls was a good social democrat, an advocate of Keynesian-liberal capitalism.

It was not until reading Perry Anderson's remarkable article several years ago, "Arms and Rights: Rawls, Habermas and Bobbio in the Age of War," that I began to reconsider.
  Commenting on Justice as Fairness: A Restatement, Anderson asks, "What about Rawls's view of existing societies?"

Rawls's answer is startling.  After observing that favorable material circumstances are not enough to ensure a constitutional regime, which requires a political will to maintain it, he suddenly--in utter contrast to anything he had ever written before--remarks, "Germany between 1870 and 1945 is an example of a country where reasonably favorable conditions existed--economic, technical and no lack of resources, an educated citizenry and more--but where a political will for a democratic regime was lacking.  One might say the same of the United States today, if one decides our constitutional regime is democratic in form only."

Anderson is stunned:

The strained conditional--as if the nature of the American political system was a matter of decision--barely hides the bitterness of the judgment. This is the society Rawls once intimated was nearly just, and whose institutions he could describe as "the pride of a democratic people."  In one terse footnote, the entire bland universe of an overlapping consensus capsizes.


Did Rawls's own views about the justice of welfare-state capitalism shift over the years and become more critical, or did he later make explicit what he had felt from the beginning?  I'm not sure.  But it is clear now that the later Rawls did not think that welfare-state capitalism could satisfy his principles of justice.  In Justice as Fairness: A Reconsideration he is explicit:

Welfare state capitalism rejects the fair value of political liberty, and while it has some concern for equality of opportunity, the policies necessary to achieve that are not followed.  It permits very large inequalities in the ownership of real property (productive assets and natural resources) so that the control of the economy and much of political life rests in few hands. And although the name "welfare-state capitalism" suggests welfare provisions may be quite generous and guarantee a decent social minimum covering the basic needs, a principle of reciprocity to regulate economic and social inequalities is not recognized.
 


According to Rawls, neither laissez-faire capitalism, nor welfare-state capitalism, nor "state socialism with a command economy supervised by a one-party" will satisfy his principles of justice.  However, a suitably structured "property owning democracy" or  "liberal socialist regime" might.  As for the latter two options, "justice as fairness does not decide between these regimes (JaF: 139)." 


Should it?  Should my original questions still be answered in the affirmative?  In this article I will revisit my original seven-count indictment of capitalism to see if it holds up against an economic system that still features widespread private ownership of means of production, but which is, as Rawls later clarified, quite distinct from "welfare state capitalism."  I will compare a specific economic model that fits Rawls's description of a property-owning democracy with a specific model of a liberal socialist regime, namely my own version of Economic Democracy.  

The Indictment


In "Should Rawls Be a Socialist?" I offer a seven-count indictment of capitalism.  I then compare what I took to be Rawls's liberal "welfare-state capitalism" with a model of socialism I then called "worker-controlled socialism," which I now call "Economic Democracy."  My  indictment of capitalism was (and remains) as follows:

· Capitalism promotes an unjust distribution of wealth.

· Capitalism is incapable of resolving the problem of unemployment.

· Through the sales effort, capitalism generates a system of irrational wants and needs.

· Capitalism dehumanizes workers at the workplace by arranging production without workers' consent, so as to inhibit the exercise of imagination, creativity and control.

· Capitalist growth channels workers and resources into areas that have little relation to social needs or preferences.  (The kind of growth is non-optimal.)

· Capitalism is oriented toward growth for the sake of growth, even when growth has undesirable social consequences.  (The rate of growth is non-optimal.)

· It is an economic system that is inherently unstable, prone to recession and or inflation in ways that Economic Democracy is not.

Background Institutions for Distributive Justice


In Section 43 of A Theory of Justice, Rawls lays out some "background institutions for distributive justice."  These are intended to describe the supporting institutions of a "properly organized democratic state that allows private ownership of capital and natural resources."   "These arrangements are familiar," he says, "but it may be useful to see how they fit the two principles of justice.  Modifications for the case of a socialist regime will be considered briefly later."
   


The reader will note that Rawls's description of the regulatory institutions he is proposing as being "familiar" suggests a defense of the welfare state.  However, he does say a few pages later that "the aim of the branches of government is to establish a democratic regime in which land and capital are widely though not presumably equally held.  Society is not so divided that one small sector controls the preponderance of productive resources (ToJ: 280)."  He is clearly aware that such equality does not exist at present. In questioning the need for progressive taxation in his just society, he warns the reader against misunderstanding his argument. "It does not follow that, given the injustice of existing institutions, even steeply progressive income taxes are not justified when all things are considered (ToJ: 279, emphasis added).

Rawls proposes four branches of government to insure that the economy satisfies his two principles of justice.  The first of these is the Allocative Branch, designed to keep the economy competitive and to compensate for market externalities.  This branch will enforce anti-trust laws, and it will use such taxes and subsidies as are required to bring market prices into line with social costs and benefits.  The point here is to keep the economy efficient.  Economists of all stripes (Milton Friedman included) agree that the government should inhibit the formation of monopolies and should intervene when market transactions have significant "neighborhood effects."  Both of these conditions undercut the efficiency of free market exchange.

Rawls shows himself to be a Keynesian with his Stabilization Branch, whose mission it is "to bring about reasonably full employment in the sense that those who want work can find it" by maintaining strong effective demand.  (ToJ: 276).  Here Rawls reflects the then-dominant view among economists that, employing an appropriate mix of monetary and fiscal policies, an economy can be "fine-tuned" so as to sail smoothly between the Sylla of unemployment and the Charybdis of inflation.

The Transfer Branch sets the social minimum.  The difference principle requires that all inequalities work to the benefit of the least-well-off segment of society.  This principle is operationalized by having a branch of government specifically charged with seeing to it that the social minimum be set as high as it can be without killing the goose whose golden eggs fund this minimum.  The point is to insure that "the total income of the least advantaged (wages plus transfer payments) is such as to maximize their long-range expectations (consistent with the constraints of equal liberty and fair equality of opportunity)" (ToJ: 277).  Rawls suggests that this social minimum can be achieved "either by family allowances and special payments for sickness and employment, or more systematically by such devices as a graded income supplement (a so-called negative income tax)" (ToJ: 275). 

Finally there is the Distributive Branch, which has a two distinct charges: 1) to raise the revenues that justice requires and 2) to keep inequalities of wealth within bounds.  To raise the revenues necessary for the public provision of various benefits (e.g., education and health care) and for the transfer payments that the difference principle requires (e.g. the negative income tax), Rawls proposes a flat-rate expenditure tax.  One pays in proportion to how much one consumes.  To deal with inequalities, we should "tax inheritance and income at a progressive rate (when necessary)," and adjust "the legal definition of property rights" (ToJ: 279) so that fair equality of opportunity and the value of political liberty are not put into jeopardy, which they are "when inequalities of wealth exceed a certain limit" (ToJ: 278).

At first sight, these four "background institutions" would seem to give us a Keynesian-liberal welfare state.  The government plays a major role in the economy. It employs anti-trust legislation to keep the economy competitive.  It imposes the requisite taxes to insure that prices reflect true social and environmental costs.  It employs monetary and fiscal policies to keep the economy near full-employment.  It combines free public services with sufficient transfer payments to eliminate poverty.  And it doesn't hesitate to employ progressive income and inheritance taxes to keep inequalities of wealth in check.  This certainly looks like what Robert Heilbroner used to call "a slightly imaginary Sweden."
  

In 1971 we weren't too terribly far from this ideal.  Our most recent Nobel laureate in economics, Paul Krugman, looks back with some nostalgia:

Postwar America was, above all, a middle-class society.  Th 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.

Yet even in those "Golden Age" years, Rawls demurred.  In discussing progressive taxation, he was explicit about "the injustice of existing institutions."  There is also that curious phrase, a paragraph later, which he does not explicate: "the legal definition of property rights," which is to play a role, along with progressive taxation, in "securing the institutions of equal liberty in a property-owning democracy and the fair value of the rights they establish " (ToJ: 279).

Whatever Rawls may have been thinking at the time, his "Restatement," makes clear (as noted above) that he does not want his theory to serve as a justification of welfare-state capitalism.  A just "property-owning democracy" must be structured differently:

The background institutions of property-owning democracy work to disperse the ownership of wealth and capital, and thus prevent a small part of society from controlling the economy and indirectly, political life as well.  By contrast, welfare-state capitalism permits a small class to have near monopoly of the means of production.  Property owning democracy avoids this, not by the redistribution of income to those with less at the end of each period, so to speak, but rather by ensuring the widespread ownership of productive assets and human capital . . . at the beginning of each period. (JaF: 139).

A Non-Capitalist Property-Owning Democracy


Rawls's property-owning democracy is not to be identified with welfare-state capitalism.  (In Sweden, property ownership remains highly concentrated, so even a "slightly imaginary Sweden" won't do.)  It is certainly not to be identified with Friedmanite laissez-faire capitalism.  What then might such an economy look like?  Rawls doesn't tell us.  His four branches of government are to operate--but on what underlying set of economic institutions?

One might imagine a just property-owning democracy to be a decentralized society of small businesses and small farmers, a vision associated with E.F. Schumacher's classic Small is Beautiful, (which came out two years after A Theory of Justice.), but it is hard to imagine our transitioning back to such a happy state. 
  Alternatively, one might envisage an economy whose productive enterprises are, materially, much like our own, but one in which "the legal definition of property rights" has changed.  Specifically, we might imagine an economy composed of a mix of small, medium and large enterprises, but one in which the ownership shares of the large corporations that dominate the economy are more or less equally distributed, and institutional mechanisms exist to preserve this equal distribution.  Since Economic Democracy also closely resembles, materially, our existing economy, let us consider this second form of property-owning democracy in the comparison that follows.  

A careful presentation of such a system has been made by the economist John Roemer.
  Roemer does not call his system a "property-owning democracy."  He identifies it as a form of socialism.  However, he does not want to identify "socialism" with "public ownership of the means of production" as the socialist tradition deriving from Marx has done.  (My own Economic Democracy maintains this identification.)

The link between public ownership and socialism is tenuous, and I think one does much better to drop the requirement that "the people" own the means of production from the socialist constitution.  Socialists should want those property rights that will bring about a society that best promotes equality of opportunity for everyone. (FfS: 20)


Roemer describes his model thus:  

The profits of firms are distributed to individual shareholders.  Initially, the government distributes a fixed number of coupons or vouchers to all adult citizens, who use them to purchase the stock of firms, denominated not in regular currency but in coupons.  Owning a share of the firm entitles the citizen to a share of the firm's profits.  More realistically, citizens may invest their coupons in shares of mutual funds, which purchase shares of firms.  One cannot purchase shares or coupons with money.  People, however, can trade shares in firms for shares of other firms, at coupon prices.  Thus prices on the coupon stock market will oscillate as they do on a regular stock market.


Because money cannot be used on the coupon stock market, the small class of wealthy citizens will not end up owning the majority of shares. . . .  Everyone's coupon portfolio would be returned to the public treasury at death, and allocations of coupons would continually be made to a new generation of adults (FfS: 49-50).

In effect, ownership shares of all major corporations are redistributed equally among the adult populations.  But these shares can be neither purchased nor sold.  They can only be traded for other shares.  The value of a share will deviate over time from its initial value, depending on how well the company is doing, so individual portfolios will, over time, shift in value.  Those doing better will presumably pay higher dividends than those doing worse, and so one's "property income" may be higher or lower than average in any given year.  However, unless every company in which one has a stake goes bankrupt, one will always receive some such income.  

Since individuals cannot use their income to purchase additional shares from those who might be tempted to sell theirs, property will remain widely dispersed, and property income relatively equal.  Since one's stock portfolio is returned to the public treasury at one's death, and those shares redistributed, ownership concentration over time is effectively blocked.

 This model would surely qualify as a Rawlsian "property-owning democracy."  Small and medium-sized privately-owned business continue to exist.  Large enterprises are also "privately-owned" by their shareholders, in that shareholders are legally entitled to their proportionate share of the firm's profits, and they may "sell" their shares to anyone who wishes to buy them. However, the legal definition of the property rights of shareholders has been modified, in that buying and selling of shares may be effected only by means of the coupon currency, and one may not bequeath one's shares to one's heirs.

The economy continues to function as a market economy, subject to oversight and regulation by the state.  Let us stipulate that Rawls's four "background institutions" serve as the regulatory agencies.  Let us call this model POD, against which to set a model of Economic Democracy, henceforth to be designated ED.

Economic Democracy


Like POD, ED will be a competitive market economy, comprised of an array of small, medium and large enterprises.  As with POD, smaller firms operate pretty much as they do now.  It is only the large firms that are different.  Large firms are not privately-owned.  There are no shareholders.  Large firms, the "commanding heights" of the economy, are "owned" by society as a whole.  As with POD, there has been a change in the legal definition of property rights.   

Although owned by society as a whole, a socialized enterprise is legally controlled by those who work there, not by the state.  This control is democratic: one-person, one-vote.  Workers elect a workers council, which performs the functions that the board of directors performs in a capitalist corporation, namely appointing and overseeing management, approving or vetoing large-scale changes in company policy, approving or vetoing major investment projects.

Workers in a democratic firm do not receive fixed salaries or wages.  A worker's income is a specified share of the company's net profits.  These shares need not be equal.  Share size may vary depending on seniority, skill level, or level of responsibility, according to whatever standards the firm chooses to adopt (so long as they comply with societal anti-discrimination laws).  Since everyone's income is tied directly to the firm's profitability, everyone is motivated to work conscientiously, and see to it that co-workers do the same--a fact that doubtless plays an important role in accounting for the impressive efficiency of most democratic firms.

Societal ownership of the enterprises is manifested in several ways.  First of all, enterprises may not be bought or sold.  They are communities, not commodities.  Secondly, workers are obliged to keep the value of their enterprise intact.  That is to say, they must maintain a depreciation fund.  They are not permitted to sell off equipment and pocket the proceeds, or let the capital stock entrusted to them deteriorate in value.  (A firm may decide to contract, but in such a case, the proceeds of whatever sales are involved go to the state, not to workers.)  Thirdly, the enterprise must pay a leasing fee to the state, proportional to the capital assets under its control.  That is to say, it must pay a flat-rate capital assets tax.  

Workplace democracy is one fundamental structure that distinguishes ED from capitalism.  The other is what I call "social control of investment."  Although private or cooperative savings and loan associations continue to exist, which pay interest to savers and finance consumer spending (particularly home mortgages), all business investment is mediated though a network of public banks.  Funds for these banks, to be loaned out to businesses, do not come from private individuals; they come from the capital-assets tax (which is regarded as a leasing fee by democratic enterprises and as a property tax by the smaller privately-owned businesses).

 
These funds are collected by the central government, then allocated to regions, and to communities within regions, on a per-capita basis.  That is to say, if region A has X% of the nation's population, it gets, every year, X% of society's investment funds.
  These funds are then allocated to public banks within regions and communities, to be made available to businesses, private or democratic, wanting to expand production, upgrade their technologies, or develop new products.  Loan officers in these banks--public employees--rank loan applications according to the projected profitability of the investment request, its job-creating potential, and whatever additional considerations the community wishes to impose.   (Differential interest rates may be employed to guide investments in a desired direction, but bottom-line profitability is always a major consideration.)  

ED vs. POD


How do POD and ED compare, relative to my seven-count indictment of capitalism?  Am I still right that, given his value-commitments, Rawls should be a socialist, or might he be equally justified in embracing POD?  Let us see.  My treatment will be somewhat schematic.  We will ignore the small and medium-sized businesses, which are present in both models, and treat the models as being composed exclusively of shareholding and democratic firms, respectively.  We will assume that managers of shareholding firms act as managers of capitalist firms are assumed to act, i.e, striving always to maximize shareholder value.  

I will also assume that financial markets in POD operate as they do under capitalism. Banks in POD will be private, not public, institutions, i.e., they are owned by coupon shareholders.
  In short, the POD we will be examining is essentially a capitalist economy in which stock shares are more or less equally distributed.  (Later we will reflect on the differences a nationalized banking system might make to our comparative analysis.)

For ease of exposition, I will rearrange the order of the indictment charges.  

Inequality


Clearly POD will be a more egalitarian society than any form of capitalism.  Will it be as egalitarian as ED?  There are two primary sources of inequality in ED: within firms, and among firms.  Democratic accountability would doubtless reduced intra-firm inequality dramatically from what occurs in capitalist firms today, since these inequalities must be justified to the workforce.  It is worth remembering that in the United States--a country not known for its egalitarian ethos--the highest paid elected official, namely the President, earns a salary of only $400,000 per year, which is roughly ten times the median household income in the country.  When Rawls was writing his Theory of Justice, the CEOs of the 100 top companies averaged forty times the average pay of a full-time worker in the American economy.  In the early years of this decade these CEOs averaged four hundred times the average worker's income.


Since POD firms are in essence capitalist firms, one might think that CEO compensation in such firms would obviously be higher than would be the case in a democratic firm. Clearly upper management will have considerably leeway in setting their own salaries.  Widely diffuse stockholders, with access to little more data than upper management provides them, are not likely to monitor salaries effectively, and, in fact, have little motivation to do so, since extravagant salaries at the top have minimal impact on the total profits to be distributed in a large corporation.  

However, available evidence suggests that corporate culture is decisive here.  U.S. compensation packages are vastly out of line with CEO compensations elsewhere.  Brian Barry cites figures indicating the ratio of top CEO to average worker to be 500:1 in the U.S., 25:1 in Britain, 11:1 in Germany, 10:1 in Japan.
  If the society in question were "well-ordered" in a Rawlsian sense, with most citizens affirming a public conception of justice that includes the difference principle, we would expect pay differentials to be even lower.  In principle they should be as low in a POD firm as they would be in a democratic firm, for the difference principle, in essence, allows inequalities only to the degree that they are necessary as incentives to secure optimal management.  Since having good managers is as pressing a concern to workers in a democratic firm as it is to shareholders in POD, the financial incentives should be comparable.  In practice, ED workers are better placed to monitor their managers than are shareholders in POD, but in an egalitarian culture the discrepancies between the two systems would not likely be large, if they exist at all.


Since both ED and POD are competitive market economies, we can expect the inter-firms inequalities to be similar.  Some companies will be more successful than others.  This fact counts against ED and in favor of POD with respect income inequality.  In ED a worker's income is derived entirely from her firm's profits.  In POD worker receives part of her income as remuneration for work, but another part as dividends from her (presumably diversified) stock portfolio.  The ED worker has, as it were, all her eggs in one basket--and hence is more vulnerable when her company's fortunes dip--and benefits more substantially during good times.

How then do the systems compare overall?  If we grant an egalitarian cultural shift, the nod must be given to POD--although both systems will be vastly more egalitarian than capitalist economies, even social-democratic ones.
 But in POD, property income itself is relatively equal, and will therefore offset some of the inter-firm inequality inherent in a competitive market economy, a condition favoring favoring POD over ED.)

Unemployment

 
The key argument for the superiority of ED over capitalism is straightforward:  capitalism requires substantial unemployment to function smoothly, whereas ED does not.  Firm owners have interests the conflict sharply with those of their employees.  Under capitalism labor is a cost of production.  Thus owners want to get as much labor as possible from their employees at as little cost as possible, whereas employees are incentivized to do as little work as possible for the highest wage.  There exists a fundamental disciplinary problem at the heart of every capitalist enterprise: how to compel workers to work diligently.  The major solution: the threat of unemployment.  But for this threat to be credible, there must replacement workers readily available, and conditions of unemployment must be relatively stark.  Both of these conditions are fulfilled when the unemployment is high; both diminish as the economy approaches the Rawlsian goal of "relatively full employment."  (Of course capitalists do not want the unemployment rate to get too high, since workers are also consumers, but they don't want it to get too low either.)



The situation is very different for a democratic firm.  Workers who are incompetent or not pulling their weight may be fired, but the company cannot increase its profits by keeping wages down--for labor is not a cost of production.  Everyone's income is a share of the profit, but "profit" here is the difference between sales and non-labor costs. It follows that full-employment is fully compatible with ED, but not with a healthy capitalism. Hence, in ED the government can--and should--serve as an employer-of-last-resort, guaranteeing a (relatively low-paying) job to everyone who wants to work.
  This is not possible in a capitalist economy.  


Nor would it seem to be possible in POD, since labor remains a cost of production in this system as well.  Managers are charged with maximizing profits, so as to maximize shareholder returns, and are rewarded for doing so.  So on this score, ED would trump POD.

Dehumanized Work



A similar argument can be made regarding the quality of work life.  A capitalist firm has no interest in making work as skill-intensive and rewarding as possible, unless doing so would raise worker productivity enough to more than offset whatever wage increases the more skilled workers might demand or the inefficiencies such changes might produce.  Worse still, capitalist firms are strongly incentivized to replace skilled workers by unskilled workers, since unskilled workers cost less and tend to be more docile. 
  This tendency to "deskill" labor conflicts sharply with  Rawls's "Aristotelian principle": "other things being equal, human beings enjoy the exercise of their realized capacities (their innate and trained abilities), and their enjoyment increases the more this capacity is realized, or the greater its complexity" (ToJ: 425).


The incentive structure is different in a democratic firm.  There is no reason to suppose that workers would always give top priority to maximizing income.  If reorganizing work so as to make to more satisfying, more skill enhancing, more in accord with "the Aristotelian principle," they may well choose to sacrifice a bit of "efficiency," and hence income to do so.
  This choice would not be available to workers in POD.

What Kind of Growth?


The kind of society in which we (and our children) will live is determined in significant measure by the kinds of investments our business enterprises, existing and new, choose to make.  One might think that debate over investment priorities would be a major part of the political process in a democratic society.  This is not the case in most capitalist societies.  "The market" decides, not "the people."  That is to say, those with money to invest make the decisions as to where to invest and in what based on profit expectations.  To be sure, the market does not decide everything.  Public investment in infrastructure and other public goods must pass through the democratic process.  Governments can also offer various incentives--low cost loans and tax breaks--to nudge investors in one direction or another.  But the bulk of investment decisions remain in private hands.  This would be the case also in POD.


The market plays a significant role in resource allocation for future projects in ED, as it does in POD.  The major difference has to do with when market forces come into play.  Market forces do not determine the initial allocation of investment funds in ED, as they do in POD.  The initial allocation is made by the national legislature, which typically applies the per-capita rule. Investment funds flow to where the people are.  This flow contrasts sharply with investment flows under capitalism.  Typically, certain regions of a capitalist economy become "hot" for investors, while others go cold.  Certain regions boom, while others decay.  That is to say, people flow to where the investment funds are flowing--not the other way around.  


When funds reach the regions, political decisions must then be made regarding the how much of the investment funds are to be set aside for public investment projects, and what priorities, in addition to project profitability, banks should follow in loaning out the rest.  Only after these decisions have been made do market forces come into play.


Two significant consequences follow from this difference in investment fund allocation: communities will be more stable in ED, since investments flow to where the people are, and citizens will have more input into key decisions that will affect their communal quality of life.  Every year communities receive their share of the society investment fund, so local governments have important decisions to make: How much of the funds should we allocate to public projects, how much to our local banks? What sorts of investments should we encourage the market sector to undertake, what sorts should we discourage?  (Citizens will want to know what projects have other communities attempted that have worked out well, what sorts have not.)  Since such decisions impact significantly on residents, one would expect vibrant debate, and an enhancement of the political culture.  Given Rawls's commitment to "the good of community," he should favor ED over POD on this count (Cf. ToJ, p. 520ff) .  

Rate of Growth, Non-Rational Persuasion, Instability

One might argue that the ED investment mechanism would give us a less dynamic, less growth-oriented society that we would have under POD, where investment capital is less constrained.  This may well be true, but this fact--if it is a fact--is not ethically decisive, since for Rawls growth is not, in and of itself, a value.

It is a mistake to believe that a just and good society must wait upon a high material standard of life.  What men want is meaningful work in free association with others, these associations regulating their relations to one another within the framework of just basic institutions.  To achieve this state of things great wealth is not necessary.  In fact, beyond some point it is more likely to be a positive hindrance, a positive hindrance at best if not a temptation to indulgence and emptiness (ToJ: 290) 


These reflections occur during Rawls's discussion of the question of "justice between generations" (ToJ: Sections 44 and 45. See also JaF: 160-1).  His concern is to specify a "just savings principle."  Rawls wishes to debunk the idea that "time preference," the notion that humans value more immediate consumption over more distant consumption, is a valid ethical principle.
  He worries that the "will of the electorate," influenced by "time preference," may be misguided in their judgement as to how much should be saved, saving too little as a result.  He goes so far as to assert that conscientious government officials might be justified in trying to circumvent this will (ToJ: 296).  

But Rawls seems not to have noticed that under capitalism--or POD--there is no institutional mechanism for people to engage in democratic will formation regarding how much savings a society should undertake.  The size of the investment fund, which is derived from these savings, and which is a key determinant of economic growth, is the unplanned outcome of the decisions of individual savers.  These savers are not motivated in their decisions--nor can they be expected to be so motivated--with the well being of future generations.  People save now so as to be able to consume later, either things they cannot afford to consume now or things they will need to consume after their incomes cease.


The problem is more serious and more complicated than Rawls seems to have grasped.  "Saving" under capitalism is not a matter of consuming less now so that there will be enough left over for future consumption. The point is not to consume less so that the pie will last longer.  The point is to consume less so that the pie will get bigger.  At least this is the point from the societal point of view.  The social utility of savings is quite distinct from individual utility.  The point of capitalist financial institutions is to encourage people to save--by offering them financial inducements to do so--so that these funds may be made available to investors, who will use these funds to increase production.


But as Keynes (and experience) has made crystal clear, these two functions, saving and investing, are not nearly so neatly intertwined as classical economists had thought.
  The motives of savers are quite distinct from the motives of investors; hence there is no reason to suppose that the quantity of money savers save will be the same as the quantity of money investors want to invest.  Indeed, the basic problem in a modern capitalist economy, according to Keynes, is too much savings, not too little.
  Indeed, saving, in and of itself, might be regarded as an anti-social act, deserving not of reward but of punishment.  (Instead of receiving interest on your savings, perhaps you should pay a penalty tax.)  The key point is: a healthy capitalist economy depends on strong effective demand.  People must be able and willing to buy the goods that are being produced.  If people don't spend, then the economy gets into trouble.  Workers begin to be laid off, effective demand drops further, we get a recession--or worse.  (The current economic meltdown is making this point clear to all but the most obtuse anti-Keynesians.)


This analysis has gone a bit too fast.  For it is not only consumers who spend--and thus keep up effective demand.  Investors also spend, investors in the "real" economy, that is, those who borrow into order to build new production facilities or expand existing facilities, to bring new products to market, to introduce new, more productive technologies.  So long as these investors have need of as much money as is being saved, demand will remain strong


Herein, of course, lies the rub.  Investors are not compelled to invest.  They will not invest unless there are profitable investment opportunities beckoning.  Investors, no more than savers, make their decisions based on consideration of "justice for future generations."  Investors will not invest unless they can be reasonable sure that consumers can be enticed to buy the new goods that will be produced.  "Investor confidence," as Keynes emphasized, is the key to a healthy capitalism.  If investors do not invest, the economy slumps, we all suffer.


We can now see the strategic importance of advertising and the myriad other institutions involved in "the sales effort."
  But this sales effort, insofar as it involves, massively, techniques of non-rational persuasion (i.e. techniques that go beyond providing consumer with full and complete information so that he may make a considered decision), should be deeply troubling to Rawls, who defines the good life as one that follows a rational plan, "one of the plans that is consistent with the principles or rational choice when these are applied to the relevant features of his situation, and that plan among those meeting this condition which would be chose  by him with full deliberate rationality" (ToJ: 408).


The problem is more serious still.  If ever-increasing consumption is irrational as a life-plan (for most people), it is even more irrational for society at large, given the ever-more apparent threats to planetary well-being posed by our exhausting both our non-renewable resources and the capacity of our planet to absorb the waste products of our consumption.  Capitalism, to remain healthy, requires sustained investor confidence.  Sustained investor confidence requires ever increasing consumption.  But as economist Kenneth Boulding has pointed out, "Only a madman or an economist would believe that exponential growth can go on forever in a finite world."


In short my argument is this: In a capitalist society the rate of growth is not subject to democratic control.  Economic stability requires that this rate remain high.  To remain high, a high volume of non-rational sales persuasion is required.  But a high rate of growth is ultimately ecologically unsustainable. The same argument applies to POD, since its financial institutions are the same as those of capitalism.  Coupon corporations are as motivated as capitalist corporations to expand sales, so they can be expected to employ the same sorts of non-rational sales techniques as their capitalist counterparts.  Private savers supply the funds for investment in both systems.  If sufficiently lucrative opportunities are not apparent, savings will outstrip investment, effective demand will fall, and the economy will slump.  POD, no less than capitalism, needs to keep growing to remain healthy, which means that POD, no less than capitalism, is ecologically unsustainable.  


ED, by contrast, does not need to grow to remain healthy.  A democratic firm is not incentivized to grow as is a capitalist (or POD) firm.  This difference has long been recognized in the theoretical literature.
  A capitalist firm tends to maximize total profits, whereas a democratic firm tends to maximize profit-per-workers.  That is to say, a capitalist firm can double is profits if it doubles is scale of operation, where as a democratic firm that doubles its scale of operation doubles the number of workers employed there and so leaves per-worker income unchanged.  


This structural difference has many implications.  It explains in part why cooperative firms, even when equally or more efficient than capitalist firms, do not, over time, drive their capitalist competitors out of business.
  More relevant to our concerns here: enterprise competition in ED is significantly less intense than it is under capitalism (and would be expected to be in POD).  Democratic firms are concerned not to lose market share, but they have no interest in driving their democratic competitors to the wall.  Firms will also be less motivated to incessantly stimulate demand for their products, since they have less to gain from doing so, and needn't fear being driven out of business by aggressive competitors.  So the problem of non-rational persuasion is far less acute--and more easily amenable to regulation, if such regulation should be deemed necessary.  Advertising and the other elements of the sales effort do not have the structural function that they have in capitalism of keeping demand high.


Even more important than the behavioral differences between democratic and capitalist firms are the differences between ED and capitalism (and POD) due to the differences in their financial structures.  Since ED does not rely on private savers for its investment fund, it needn't worry that savings might exceed investor demand. The size of the investment fund is determined by the capital assets tax rate.  It is not the unplanned outcome of private decisions.  Should more funds be available than enterprises want to borrow, the excess can be rebated to the taxpayers or spent on public projects.  The next year the tax rate can be cut.  ED is in no way hostage to "investor confidence."   


It follows that ED need not grow to remain healthy.  A steady-state ED is non-problematic. This does not mean that technological innovation will cease in ED.  There exists an important incentive to technological innovation in ED that is absent in capitalism.  Productivity increases can be used, not to increase consumption, but to increase leisure.  If a new technology allows us to produce more with the same amount of labor, we can employ it instead to produce the same with less labor--which means we can shorten our hours of work, or take more days off or longer vacations.  Indeed, we might reach the stage envisaged by Keynes when speculating about "The Economic Possibilities For Our Grandchildren"--a stage that cannot be reached under capitalism:

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.

POD Modified


I have argued that, when we compare ED with POD, apart from the issue of income inequality, ED fares better than does POD when confronted with my seven-count indictment of capitalism.  Unemployment will be lower in ED; meaningful work will be more plentiful; the citizenry will have more democratic control over the direction of their economic development; they will be less subject to the non-rational sales techniques developed by modern capitalism; they will have more control over the pace of economic growth, and can, in fact, bring that growth rate down to a ecologically-sustainable level without provoking an economic crisis.


The perceptive reader will note, however, that almost all the advantages I have enumerated derive from the fact that the financial sector in POD is homologous to the financial sector in a capitalist society.  That is to say, POD relies on private savings for its investments, and private banks to allocate these funds.  A property-owning democracy could choose to do otherwise.  A property-owning democracy could nationalize its banking system. It could institute a capital assets tax to fund it.
 A property-owning democracy could also mandate that worker-representatives be given some of the seats on a coupon-corporation's board of directors.  If these steps were taken, giving us POD', the arguments I have made for the superiority of ED would pretty much collapse.   POD' firms would still be more expansion-oriented than ED firms, but with finance publicly controlled, their access to investment funds could be curbed.  Such firms might be more aggressive in their sales effort than their ED counterparts, but the government could take measures take to curb abuses, if deemed serious, without worrying that a fall-off in consumption would trigger an economic recession. 


Of course. with the government controlling the allocation of investments, with worker-representation of corporate boards and with restrictions in place to keep ownership widely dispersed, one would be hard-pressed to call POD' non-socialist.  Hence my original claim would stand vindicated.  Rawls should be a socialist.


Would he--or anyone else--have good grounds for choosing ED over POD'.  Might there be some other case made for the superiority of ED over POD', or vice-versa, than the arguments set out in my indictment.  Consider John Roemer's comment regarding the relative merits of his model (the one given in A Future for Socialism, which is essentially POD') and a model such as ED:

I think the principle weakness of the managerial-firm proposals [such as POD'] is that firms would not be democratically run.  Although income would be more equally distributed, the relationship of the worker to her firm may not change much. . . .  The principle advantage of this model is that it involves probably the smallest change from actually existing capitalism, and therefore it perhaps has the largest probability of running as efficiently as capitalism does (FfS: 51) 


Given the economic havoc capitalist financial markets have recently wreaked, the efficiency argument is a lot less persuasive today than might have been in 1994.  But the fact that POD' involves the smallest change from actually existing capitalism suggests a different argument that might well appeal to Rawls:

When a practical decision is to be made between property-owning democracy and a liberal socialist regime, we look to a society's historical circumstances, to its traditions of political thought and practice, and much else.  Justice as fairness does not decide between these regimes (JaF: 139).

It might be argued that since POD' more closely resembles capitalism than ED, it would be easier, practically, to move from our present-day capitalism to POD' than to ED.  Rawls might find such an argument compelling. It has prima facie plausibility.  But a closer inspection points one to the opposite conclusion.  I think a more convincing case can be made that ED is a more attainable goal than POD.' 

Consider how such a transition to POD' might come about.  Stock shares in all major corporations would have to redistributed to the adult population of the country, each getting a portfolio of equal value.  But how would the government come to possess these stocks in the first place?  They would have to be expropriated from their current owners--with or without compensation.  Now, if the economy is doing well, these shares will be worth trillions, and so resistance to expropriation would be fierce.  Moreover, if the economy is doing well, a movement calling for so radical a redistribution would have little chance of attracting much support.

If the economy is not doing well, things might be different.  Consider a massive financial meltdown--unthinkable a year ago, but not so hard to imagine at present.  Suppose the stock markets collapse to the extent that they did during the Great Depression.  Suppose a government is swept into power promising radical change.  In this case expropriation could take place easily, for most shares are virtually worthless.  Indeed the government could agree to purchase shares at above market value.  In a sense the government would not be "expropriating" anyone's property.  The markets have already done that.  The government is just picking up the pieces. This "buyout" (instead of "bailout") would not be expensive, since the stocks will be purchased for a tiny fraction of their former value. The government can print the necessary money, an appropriate response, since an economy in depression needs financial stimulus.


Now consider.  What should the government do next?  If it is determined to institute POD', it will have to redistribute these seemingly worthless stock shares to the population at large.  It will have to value them appropriately so that when the economy recovers, all citizens will have portfolios of roughly equal value--a daunting task technically, and one, moreover, that might not have much popular appeal.

It would be far simpler to turn these now government-owned corporations over to their employees, who are given the authority to run them democratically?  (We might want to insist that they keep existing management in place for six months, while they elect a workers council, which will then decide what changes, if any, they wish to make.)


Not only would the latter procedure be simpler, but given the total discredit into which financial markets have fallen, democratizing work would likely have more popular appeal than a plan that involves entrusting one's fate once more to those mysterious markets.  It is also more in accord with the democratic values to which we constantly pay tribute.  


Given the spike in unemployment that has accompanied the crisis, the government should propose itself as an employer of last resort, so as to absorb the excess workforce until the economy revives again.  Which is should.  For as our new president will remind the nation, there is nothing to fear but fear itself.  We have not experienced a natural disaster.  Our resources are still intact, our skill base is still intact.  We have experienced a crisis because our deeply flawed economic institutions have broken down.  But with some fairly minor changes--minor from the point of view of the average citizen--we can get our economy up and running again.  But now we will have a vastly more democratic, egalitarian, transparent, rational, and stable system, one, moreover, that is no longer on collision course with our planet's ecosystem.


To be sure, POD' would be vastly preferable to what we now have, but I think ED would be, for both theoretical and practical reasons, the better choice.  Rawls should not only be a socialist.  He should be an Economic Democrat.  He might well agree with me this time. 
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