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by David Schweickart

EAR PRESTIDENT OBAMA,
8 Wehave never met, although we are neighbors of sorts. I live a couple of
blocks from your Hyde Park home. We vote at the same polling place, Beulah

My daughter Karen has met you. She took two classes from you when she
was in law school at the University of Chicago. My granddaughter Lauryn has met you, too—
although she doesn’t remember the occasion. Karen brought her to class one day, shortly.
after her birth. Karen and Lauryn both attended your inanguration, ticketless but with much
enthusiasm. I wasn’t there, but I share their enthusiasm.

Which is why I am writing you this letter. You have somehow, against all odds, become
president. You are in position to do things that few others on this planet are in position to do.

This is not aletter you'll want to show to your economic advisers anytire soon, certainky
not to Paul Volcker or Robert Rubin or Larry Summers. They would find it crazy and/or
hopelesslyutopian, probably both. But if the policies they propose are implemented yet fail—
as I fear they will—you might want o think about some of the things I'll be saying here. I'm
proposing, if you will, a backap plan.

The Real Cause of the Present Crisis
FIRST, LET ME EXPLATN TO YOU WHY I THINK YOUR STIMULUS PACKAGE WILL FAIL, WHY THE
problem may be worse than even your most pessimistic advisers think,

Itis important to grasp the real cause of the present crisis. It is not the subprime lending,
northe housing bubble. Itis not Wall Street greed, nor the investment managers’ feckless “in-
novations,” nor even the reckless borrowing that has characterized almost all sectors of the
economy. These factors have all played arole, but they are at best proximate causes.

Let me start with a picture, cribbed from a lecture by University of Massachusetts
Ambherst economist Rick Wolff--a Marxist. (I warned you about showing this to your
advisers).

PRODUCTIVITY

WAGES

What we have here is a (simplified) graph showing a steady growth of output per
worker in the U.S. economy since World War 11, due to ever-increasing productivity.
The corresponding wage trajectory, you will note, rose in tandemn with autput until the
mid-1970s, then went flat, That first period, 1945-75, is sometimes referred to as capi-
talism’s “Golden Age” As Paul Krugman noted in The Conscience of o Liberal:

Postwar America was, above all, a middle-class society. The great boom in wages
that began with World War IT had lifted tens of millions of Americans—my parents
among them—from urban shams and rural povertyto alife 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

1945 1975

aresult, there was a striking sense of economic comtmonality: Most people in
America lived recognizably similar and remarkably decent material lives,

30 Tikxun

Dawid Schweickart is Professor of Phi losophy at Loyola University Chicago. He holds Ph.D.s
in mathematics and philosophy. His most recent book is After Capitalism (2002; Chinese
translation 2008; revised edition  fortheoming).

WWW.TIKKUN.ORG MAY/JUNE 2009




TOR: AP PHOTD, BOTTOM: AP PHOTG/ENERGY SONVERSION DEVIDES OVONIDS

This, you will recall, was the heyday of “Keynesian liberalism,” or, if you
prefer, social democracy. Marx had been proven wrong. Workers were not
consigned to increasing immiseration. They shared in the productivity
growth that capitalist innovation produced (from publicly funded research,
as well as private investment). But this “social democratic contract” expired
in the mid-1970s. Please note, in the mid-1970s, not in 1980 with Ronald
Reagan, but well before that. Why? I'll get to that later. Firstlet's think
about the consequences.

At first glance, it would seem that we should have gone back to what
Marx predicted-—a classic crisis of overproduction. With wages held down,
who was going to buy the ever-increasing nurmber of goods being pro-
duced? To be sure, we did get a nasty twenty-month recession beginning in
1980—“the most severe downturn since the Great Depression,” as it was
then described—when Paul Volcker, then Fed Chief, tightened the money
supply. But this was a deliberate policy move, designed to “slay the dragon
of inflation” Which it did. We came out of it during Reagan’s first termn; the
economy began growing again, and, apart from some fairly roinor interrup-
tions, it kept on growing--until a year ago.

But how was that possible? With wages flat, who was buying the
products? Well, as you know, the rich got very much richer in those days,
creating a separate country (designated “Richistan” by Wall Street Journal
columnist Robert Frank), chock-full of McMansions, multimillion-dollar
yachts, privatejets, etc. (Over the past thirty years the average annual salary
in America hasincreased only 10 percent, whereas the real annual compen-
sation of the top 100 CEOs has increased 3,000 percent.) But those expen-
ditures weren’t nearly enough to keep the economy on track. Ordinary
people had to keep buying also, more and more. How? You know the
answer to that question. We all do. By borrowing. Credit card debt has in-
creased sevenfold (adjusted for inflation) since 1975, home equity loans
have mushroomed, students have gone deeper into debt, and automobile
loans have rocketed upward. All in all, ouistanding household debt
mushroomed from 47 percent of GDP in 1975 t0 100 percent of GDP thirty
yearslater.

Marx would probably have smiled, saying: “How clever those capitalists think they are.
Instead of keeping up spending by raising wages (which T hadn’t counted on them doing),
they decided to loan the money to the working class instead. Much better, since they can col-
lect interest on those loans. But, of course, they neglected one small fact. When it becomes
clear that these debts are never going to be repaid, lending will stop. That big erisis I
predicted ... well, hang on, folks, here it comes.”

It was along tirne coming, longer than one might have expected. Lots of money was made
during the credit boom-—more than could be loaned out again to the “real” economy--so it
flowed into the stock market, setting off a bubbie there, and then, later, into real estate. (The
Dow Jones doubled during the Golden Age from 500 in 1956 t0 1,000 in 1972, during which
time wages doubled also. It increased fourteenfold during the ensuing flat-wage period, hit-
ting 14,000 in 2007.) People felt richer, so they spent more and were able to borrow more
against ever-rising asset values.

But what can’t go on, doesw't. Credit lines max out, especially when compound interest
and falling asset values kick in.

A Keynesian Remedy?

OK, wi'RE I A BIND. How po WE 6ET 0uUT? YOUR ECONOMIC ADVISERS CALL FOR A
return to Keynesianism. Monetary stimulus: get the Fed to cut interest rates and get money
to those banks that are in trouble. Fiscal stimulus: unbalance the budget (which was already
badlyunbalanced, but take no heed), cut taxes, and engage in direct job creation. Surely these
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Itwosnt FDR's job creation
programs that pulled us out of the
last Great Depression, it was War
War I (at top, women pack
bullety into machine gun bells ata
LS. Army arsenal tn 1942). Wil
green jobs (like those at this facto-
ry producing photouoltaics for
solar cells) be the economic and
moral equivalent of war forre-
turning us to full employment?
David Schweickart says no, they
worn't. The long-term sclution re-
gutres shifting our economy to
one that does not depend forits
health on ever-increasing con-
sumption-a consumption that
doesn’t rnakeus happier anyway.
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are moves in the right direction. Don't be timid. You should take Paul
Krugman's advice: you need 1o be bolder than FDR ever was. (You should
be reading everything Krugman writes—which you probably are—and
acting accordingly). Let’s get universal health care while we'e at it. With so
many people in distress, the time could hardly be more right.

Maybe this will work. Honestly, I hope it does. But, as you know,
Keynesianism has been tried before, with mixed resaits. We're all looking
back to the Great Depression these days, and the New Deal that saved the
day. Except it didn’t. It wasn't FDR's job creation programs, noble though
they were, that pulled us out of the last Great Depression. Unemployment
was at 3 percent in 1929. It had jumped to 25 percent when the New Deal
began-—but was still at 17 percent in 1939. It took World War I to pull us
out: that vast mobilization of millions of men to fight abroad and the
mobilization of many millions more to supply them with the wherewithal
to doso.

Its hardly bad news that there’s not going to be World War 111 The tech-
nologies are fartoo destructive for even the most insane neocon to advocate
war with China. Thanks to our twin debacles in Afghanistan and Frag, no
one has illusions anymore about our military omnipotence. As it is, we are
spending more on our military than all the other countries of the world
combined spend on their militaries. Massive Cold War defense spending
long after World War I1 was over was certainly a factor in keeping the
Golden Age golden, but there’s not much room left now, if any, for
expanding military Keynesianism.

Keynesianism came to griefin the 1970s. Unions had become strong,
and the government was committed to economie stimulus whenever un-
employment worsened. But if productivity doesn't increase fast enough,
then those union-negotiated wage increases and the additional govern-
ment spending create inflation, not growth, We got stagflation, rermember,
which made everyone unhappy, including the workers themselves, who saw
their gains nullified. So the stage was set for a war against inflation
(initiated by Mr. Volcker) that caused unemployment to shoot up to 10
percent, making labor more docile than it had been in decades. Employers
went on the offensive against the unions, relocating plants to the non-union
Suanbelt, and then, as deregulated globalization teok hold, to anywhere else
they wanted. (Why did wages flatline? The short answer involves a one-
two-three punch: inflation, fierce recession, and globalization,)

HT'm rightthat ultimately it is too-low wages that are the problem--
well, how are your programs going to fix that? We can’t raise wages, can we?
Companies will just move abroad. It is that threat—by no means idle~that
has kept those wages flat for so long. Yes, by all means make it easier for
working people to join unions. By all means let’s have worker free choice.
That will help some. But as the concessions just wrung out of the UAW so
that their companies could get bailout money make cleay, union bargaining
power is but a shadow of what it once was.

Environmental Crisis

LET ME THROW ONE MORE GRIM CONSIDERATION INTO THE MIX.
Suppose I'm wrong. Suppose we do get the economy growing again—and
are able to keep it growing. That will bring us face to face with a crisis of a
different sort, a crisis based on the very fact of relentless, imitless growth;
the environmental crisis. This one is real in a more profound sense than our
current economic crisis, in that it has a material basis, as opposed to a
“merely” structural one. We are running down our supply of fossil fuels,
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depleting our fisheries and forests, pouring too much carbon dioxide into the atmosphere,
using way too much fresh water, ete. Sure, your advisers will tell you that we can “grow” our
way out of this crisis by investing in green technologies, better insulating our homes and 50
on, but honestly, that’s a fairy tale. You know that, don't you? To be sure, these things are im-
portant. They help. But it should be obvious that a long-term solution requires shifting our
economyto one that does not depend for its health on ever-increasing constumption—a.con-
sumption that doesn't make us happier anyway.

Let's be clear: the fundamental problem iso't the consuwmer. I consurners were just natu-
rally voracious, our businesses wouldn’t have to spend $300 billion or so every year trying to
persuade us to buy what we might not otherwise realize we “need” (Firms try to persuade us
to buy X rather than Y, not goods in general, but the net effect is relentless, ubiquitous
propagandizing on behalf of consumption.) The persuasion works—imost of the time. As the
present crisis makes crystal clear, when consurmers cut back their spending, the economy
nose-dives—and everyone suffers. Clearly, the ecological crisis is not so much about con-
swmption as itis about our mode of production. Ftwould be very hard to solve it by voluntary
simplicity alone, when the whole economy is built on pushing products with sophisticated
propaganda.

Sowe arein atight corner. Those concerned about rising unemployment urge us to spend,
spend, spend, while the environmentalists scream back that our consumption-addiction is
killing the planet. And both sides are right. Moreover, both sides really want the same thing:
a healthy, stable, full-employment econoniy that treads lightly enough on our fragile planet
to be sustainable. It’s what we all want, isn't it?

A Democratic Alternative to Capitalist Craziness

HERE'S WHERE | MAKE MY PITCH. A STABLE, SUSTAINABLE, FULL~-EMPLOYMENT ECONOMY
is possible. Its institutions are imaginable. It would be democratic and efficient. It would em-
brace market competition. There would be a placeinitfor entrepreneurial capitalists and for
a small business sector like the one we already have. In fact, it wouldn't ook too different
from what our economy looks like today-—and yet it would be very different.

Thisis something I've been thinking, speaking, and writing about for my entire academic
life. Let me sketch briefly the basic institutions of what I call “economic democracy” (Jtisa
form of socialism, but we might not want to use that word—not that it wouldn’t be immedi-
ately branded as such by opponents terrified that, on its own merits, it might look too good to
too many people.)

Workplace Democracy
Let'simagine a world in which most large enterprises are rug democratically. They are com-
munities—not properties to be bought or sold or “relocated” to lower-wage parts of the
country or globe. When you join a firm, you get tovote for representatives who will serve ona
Workers Council that serves the same function that a Board of Directors (representing share-
holdexs) serves in a modern corporation: selecting top management, setting the terms of em-
ployment, and approving major business decisions.

Vou have avested interest in voting for competent yepresentatives, who will appoint com-
peient management, since your income is tied directly to the fate of the company. You don’t
receive a fixed salary. Your incorne is a share of the company's profits. (Shares aren’t equal.
They will vary according to whatever criteria the enterprise chooses, e.g., seniority, levels of
responsibility, special skills, etc.) This gives you and every other worker in the enterprise a
major incentive to work hard and effectively—and 1o monitor your co-workers to see that
they do the same.

These enterprises compete for customers in a free market constrained only by familiar
regulations that compensate for market externalities and protect consumers from deception
and avoidable harm. These enterprises will exist alongside a public sector providing certain
services, which will include health care and investment banks (see below) in addition to in-
frastructure, education, and security services.
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{continued on poge 72)

John Kefalas of Fort Collins,
Colorado, campaigns for anin-
crease in the state’s mintmum
wagein August 2008, Minimwm
wage hikes won inevery state
they were on the ballot that year.

When the federal minimum
wage increased to $6.55 inJuly
2008, it still left workers with less
buying power than they had in
1997, Let Justice Roll, a national
fatth-commanity coalition, is
campaigning for a $10 federal
rninimam woge tn 2010, Rev.
D Sharon E. Watkins, general
minister and president of the
Christion Church (Disciples of
Christ), signed the letterin sup-
port of $10in. 2010, saying,
"National wage policies are
moral docwments that express
the values of our country. A
mintmun wage closer to a living
wage better reflocts our values.”
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WHY CAPITALISM SHOULON'T BE SAVED/WHEN THE BAILOUT FAILS

one bring?

As the world economy deteriorates, as
hundreds of millions of peopie lose their
jobs, and as the state scales back on so-
cial welfare and public services, we may
see awidening crisis of confidence in the
economic and social order as such. That
worry seems to have been on the mind of
George W. Bush last autumn, when he
felt compelled to defend the capitalist
system by name. (“The crisis [is] not a
failure of the free-market system,” he in-
sisted, “and the answer is not to reinvent
that system.”) Nicolas Sarkozy, the
French president, offered up similarly
fervent demonstrations of his faith in
capitalism. But Germany's finance mini-
ster, Peer Steinbriick, struck a more omi-
nous tone. In a revealing interview with
Der Spiegel, Steinbriick warned that the
corporate and banking scandals that
had plagued Europe and the United
States in recent years had threatened to
undermine faith in the system as a
whole:

We have to be carefui not to allow
enlightened capitalism to become
tainted with questions of legitima-~
cy, acceptance, or credibility. This
ism’t merely an issue of excessive
salary developmenis In some
areas. I'm talking about tax eva-
sion and corruption. I'm talking
about scandals and affairs of the
sort we have recently experienced,
although one shouldn't generalize
these occurrences. But they are the
sort of thing the general public un-
derstands all too well. And when
they are allowed to continue for
too long, the public gets the im-
pression that “those people at the
top” no longer have to play by the
rules. There have been times in
Germany when these elites were
closer to the general population.
Some things have gotten out of
control in this respect.

Steinbrick, & leading light of the con-
servative Christian Democratic Union
party, stunned his interviewer by invok-
ing the spirit of Marxism to explain what
was oceurring in the international mar-
kets. “Overall,” he said, “we have to
conclude that certain elements of Marxist
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theory are not all that incorrect” The re-
porter from Der Spiegel objected, “And
you, of all people, are saying this?”
Steinbriick replied: “Every exaggeration
creates, in a dialectic sense, its counter-
part—an antithesis. In the end,
unbridled capitalism with all of its
greed, as we have seen happening here,
consumes itself”

If capitalism is indeed beginning to
consume itself, the same way it devoured
the minds, bodies, and labor of countless
human and nonhuman beings over the
course of centuries, then for the first
time in generations, perhaps ever, we
may have a brief opening, a caesura in
the long, breathless tale of capitalism
and its violence, in which to imagine and
to set the terms for a new way of organiz-
ing human society and economy. In
1940, not long before he was driven to
his death by the Gestapo, the Jewish
philosopher Walter Benjamin wrote:

It is well-known that the Jews
were forbidden to look into the fu-
ture. The Torah and the prayers
instructed them, by contrast, in re-
merbrance. This disenchanted
those who fell prey to the future,
who sought advice from the sooth-
sayers. For that reason the future
did not, however, turn into a ho-
mogenous and empty time for the
Jews. For in it every second was
the narrow gate, through which
the Messiah could enter.

Benjamin was reflecting on the tem-
porality of socialist revolution—on the
way that systemic crises open up unex-
pected utopian fissures in the seemingly
impenetrable rockface of modernity.
Such a historic rupture, a “narrow gate”
through which those who envision a bet-
ter world might suddenly pass, may be
opening up beneath our own feet today.
If s0, we have come to the threshold of
Hope.

But we cannot wait to find out. The
dangers are incalculable. Should we
squander this historical moment
through inaction or despair, it may soon
be too late for us to do anything, except
to watch from the sidelines as world
events spiral out of control. m
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WHEN THE BAILGUT FAILS
{continued from page33)

Social Control of Investment
Enterprise governance is one key struc-
tural difference between economic
democracy and capitalism. The other
concerns finance, specifically the mecha-
nisms that generate, then allocate, funds
for new investmeni. The “free market”
has proven itself inadequate to the task of
performing this functicn efficiently—to
put it mildly. (Can any economist these
days use the term “efficient markets hy-
pothesis” with a straight face?)

There are two parts to our reform. The
first involves the source of funds. Let’s
break the connection between saving and
investment. We won't rely anymore on
private savings, which, apart from pen-
sion funds, come overwhelmingly from
the wealthy. Relying on this segment of
society makes the whole economy
hostage to their “animal spirits™—-to use
Keynes's term. How much societal invest-
ment we need, where and in what enter-
prises these funds should be
invested—these decisions are vital to the
long-term future of everyone. They are
too important to be left to the hunches
and intuitions of a small segment of the
population that is largely invisible and
wholly unaccountable to the general pub-
lie.

People can still save. We'll have
Savings and Loan Associations in our
economy, where modest interest is paid
on deposits, which are insured by the fed-
eral government. These regulated S&Ls
will serve as source for home mortgages
and other consumer loans—as they once
did, in pre-deregulation days.

Business loans, however, are another
matter altogether. We'll raise all the funds
for business investment publicly, the way
we raise funds now for public invest-
ment—namely, from taxes. Let’s abolish
the corporate income tax (which few cor-
porations pay anymore anyway), and
substitute a capital assets tax—a flat-rate
tax on the value of an enterprise’s tangible
properiy. As itis now, we tax labor, via the
payroll tax, but not capital. (As all econo-
mists know, but few bother to mention,
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this distorts the efficient allocation of re-
sources, making labor more expensive
than it need be, thus giving incentives for
automation and making production
more capital-intensive than it ought to
be.) This tax redresses the balance.

Under the new system, the revenues
from this tax are kept separate from gen-
eral tax revenues. All go into the “invest-
ment fund”” All are plowed back into the
economy, as loans to existing businesses
wanting to expand production or up-
grade their technologies, or toindividuals
wanting to start up new businesses. (Just
as payroll taxes are specifically ear-
marked for social security payouts, the
capital-assets taxes are specifically ear-
marked for business investment.)

Once collected, these investment
funds are allocated to a network of re-
gional and local banks, each region get-
ting its per capita share. (Congress can
readjust this allocation, but since the al-
location is 2 zero-sum game, any devia-
tion will need solid justification.) Every
year, each region of the country gets its

JSair share of the national investment
fund. Regions don't compete for capital.
They don’t have to offer tax breaks and
other incentives {o attract investors.
Citizens don’t have to pick up and move
from capital-starved regions to those
into which the capital is flowing. Capital
flows antornatically to where the people
are. Community stability is thus greatly
enhanced.

Enterprises within regions do com-
pete for capital. The investment banks
are public institutions. Loan officers are
public officials charged with allocating
society’s resources efficiently. Profitabil-
ity is a major criterion of success, al-
though a community might want to add
some others—employment creation, for
example, or the fostering of green tech-
nologies. In any event, the allocation
process is open and transparent because
these banks are public institutions loan-
ing out public money. Loan officers
whose portfolios perform well will be re-
warded; those whose portfolios do not
may lose their jobs. Thus we have incen-
tive structures in place appropriate to
the efficient allocation of capital in
accordance with democratically decided
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priorities.

These are the basic institutions of
economic democracy: a competitive
market for goods and services, wide-
spread workplace democracy, and what
1 call “social control of investinent.”

There are a few supplementary poli-
cies that an economic democracy should
also adopt; full employment, “capitalisin
within socialism,” and soclalist protec-
tionism.

Full Employment

We need the government to serve as the
employer of last resort. Every person
wanting to work should have a job. No
market economy, capitalist or socialist,
can guarantee full employment. The
government has to do that. Every citizen
should enjoy a genuine “right to work”
These jobs will not be high paying, but
they should involve decent, socially use-
ful work. Involuntary unemployment is
a scourge, a deepening, terrifying global
trend that must be addressed head on.
{To be unable to find work is a terrible
thing. It’s as if society is saying, “There is
nothing you can do that we need. We
may deign to keep you alive, but make
no mistake: you are a parasite, living off
the labor of others.” Is it any wonder that
unemployment breeds social patholo-
gles?)

Capitalism within Socialism
Economic democeracy does not require
that ¢very business be democratically
run. Small businesses need not be. Nor
larger businesses either, no matter what
their size, so long as the entrepreneurial
founders are still actively involved. Eco-
nemic democracy values entrepreneur-
ial ability. Society as a whole profits from
the exercise of such talents. If capitalist
incentives are useful in fostering such
abilities, they should be retained.

Qur economy will feature an entre-
preneurial capitalist sector. Anyone who
wants to can start a business, hire as
many workers as she wants, introduce as
much or as little worker-participation
and profit sharing as she sees fit. However,
when the entrepreneur wants to retire or

move on, and the business exceeds a.cer- -

tain size, she or he must sell the business
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to the state, which will then turn it over
to its workers 1o be run democratically.
The entrepreneurial capitalist sector
thus serves as an important source of
democratic firmms. Such capitalists play a
vajuable role in our socialist economy
and are duly honored therein.

Soctalist Protectionism

One final policy: economic democracy
values healthy competition—competi-
tion among producers to find out and
produce what consumers reaily want, to
use their resources efficiently, and to in-
novate. But not ail forms of competition
are healthy. Wage competition is not. We
do not want workers competing with
one another to see who will work for less.
This is race-to-the-bottom competition.
In particular, we do not want our enter-
prises competing with those enterprises
in poor countries whose competitive ad-
vantage derives from the fact that their
workers earn substantially less than ours
do. For this reason we should adopt a
policy of “socialist protectionism.”

The protectionist part: we wili charge
a tariff on goods imported from poor
countries to bring the selling price of the
goods up to what they would be if labor
costs in the exporting counties were
comparable to our own. We are thus
protecting our workers from “un-
healthy” competition.

The socialist part: we rebate the tariff
back to the country of origin. This
money may go to the government if we
deem it progressive enough, or to labor
unions or NGOs working to upgrade
working conditions there. In effect, our
consumers are paying higher prices for
their imported goods than the price the
free market would set, and this differ-
ence is going to the poor country. That is
1o say, we believe in foir trade, not free
trade.

Fconomic Democracy, Stability,
Sustainahility

Mzr. PRESIDENT, PVE PROVIDED ONLY A
bare sketch of an alternative economic
order. I won't try to defend here the
claim I defend elsewhere, namely that
economic democracy is not only eco-
nomically viable, but it would also be
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vastly more democratic and egalitarian
than our current economic system. I do
want to say a few words, though, about
the crises I discussed in the first part of
thisletter.

The first conclusion we can drawis a
large one: economic democracy is not
vulnerable to the kind of economic crisis
we are now experiencing. The basic rea-
son is simple. There are no private finan-
cial markets in economic democracy.
Markets for goods and services remain,
but there are 1to stock markets, bond
markets, hedge funds, or private “invest-
ment banks” concocting collateralized
debt obligations, currency swaps, and
the myriad other sorts of derivatives that
precccupy investment bankers today.
Hence, there is no possibility of engag-
ing in financial leveraging and other
forms of speculative gambling.

In particular, the kind of housing
bubble we've just experienced, fueled by
the massive demand for mortgage-
backed securities couldn’t happen, for
there are no such securities to buy or
sell, Mortgages stay with the Savings
and Loans of origin. To be sure, if the de-
mand for homes should rise, individuals
might gamble that prices will keep going
up, and hence buy in order to resell—but
the S&Ls are well positioned to scruti-
nize loan applications. An individual
S&L might make some bad loans, per-
haps so many as to force it into bank-
ruptey, but there is little danger of
contagion. _

It is interesting to note that Krug-
man, in spelling out his own plan for
economic recovery projects, admits, “it
will come close to full temporary nation-
alization of a significant part of the fi-
nancial system”™though he is quick to
add, “This isn’t a long term goal, a mat-
ter of seizing the economy’s command-
ing Theights: finance should be
Teprivatized as soon as it is safe to do so”
He doesn’t say why the reprivatization is
necessary. (Why not seize the economy’s
“commanding heights” and democratize
them?) Clearly, he wants to reassure
everyone that he is not a closet social-
ist—“for nothing could be worse than
failing to do what is necessary out of fear
that acting to save the financial system is
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somehow ‘socialism.™

Immunity to speculation is not the
only strength of economic democracy.
Hven more important: it is not vulnerable
to that deep problem confronting every
capitalist economy, which I discussed
above, namely insufficient effective de-
mand, due ultimately to the fact that
wages are a cost of production. (It is ra-
tional for each capitalist to keep his work-
ers’ wages down, and yet the wages of
working people constitute the major
source of consumer demand. Ideally, a
capitalist would like to keep the wages of
his own workers down, while those of all
other workers remain high--but he has
control only over what he pays his own
workers. Individual rationality leads to
collective irrationality-~a classic collec-
tive-action probiem.)

Wages arenot a cost of productionina
democratic firm. Workers get a specified
share of the firm’s profit, not a wage—so
all productivity gains are captured by the
firm’s workforce.

What about the environmental crises,
which derive from the fact that a capital-
ist economy must constantly grow to re-
main healthy? I've argued that
contemporary capitalism is in a bind. If
the economy doesn't grow, we get an eco-
nomic crisis; if it does, we get an ecologi-
cal crisis.

Economic democracy is not so im-
mune to environuiental crises asitisto
economic crises, but it is far better posi-
tioned than capitalism to achieve sustain-
ability.

Itis afundamental fact about a demo-
cratic firm, long recognized in the theo-
retical literature, that it lacks the
expansionary dynamic of a capitalist firm.
The reason is structural. Democratic
firms tend to maximize profit-per-worker,
not total profits. That is 1o say, doubling
the size of a capitalist firm will double the
owners profits, whereas doubling the size
of a democratic firm leaves everyone’s
per-capita share the same. (Doubling the
size of the firm means doubling the size of
the workforce.) Thus, democratic firms
are notincentivized to grow. Unless there
are serious economies of scale involved,
bigger is notbetter.

Moreover, since funds for investment
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in an economic demoeracy come from
the capital assets tax, not from private in-
vestors, the economy as a whole 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 mar-
kets, triggering a recession. For there
aren’t any financial markets. Economic
democracy can be a healthy, sustainable,
“no-growth” economy, whereas capital-
ism cannot be.

Labeor, Leisure, Virtue
ACTUALLY, “NO-GROWTH” IS A MISNOMER.
Productivity increases under economic
democracy will more iikely translate into
increased leisure than increased con-
sumption. The economy will continue to
experience “growth,” but the growth will
be mostly in free time, not consumption.
So we might be able, at long last, to slow
down, spend time with our family and
friends, read books, listen to music, see
the films we've long wanted to see. We
might even find time to smell the flowers.
Keynes himself mused about such a state
of affairs, when thinking about our vastly
increased productivity and its bearing on
the “Economic Possibilities for Qur
Grandchildren™
‘We shall use the new-found bounty
of nature quite differently than the
way the 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 possi-
ble—three-hour shifts, or a fifteen-
hourweek.... There will also be great
changes in our morals.... Tsee us free
to return to some of the most sure
and certain principies of religion
and traditional virtne-—that avarice
is a vice, that the extraction of usury
is a misdemeanor, and the love of
mwoney is detestable, that those walk
most truly in the paths of virtue and
sane wisdomn who take least thought
for the morrow.... We shall honor
those who can teach us howto pluck
the hour and the day virtuously and
well, the delightful people who are
capable of taking direct enjoyment
in things.
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Keynes wrote these words in 1930, at
a time when “the prevailing world de-
pression, the enormous anomaly of un-
employment, the disastrous mistakes we
have made, blind us to what is going on
under the surface” He was wrong, of
course. The “rentiers” have not suffered
etthanasia, as he had thought they
would. The grandchildren of his genera-
tion may have lived in a post-war social
democracy that looks good to us, mired
as we now are in an anxiety-laden, ever-
deepening recession, but they were still
far from the Promised Land.

Keynes was wrong--or was he? The
essay’s title notwithstanding, he was not
referring literally to his grandchildren.
His projection was for “a hundred years
hence,”i.e., 2030. Might he be right after
all? Might there be things “going on
under the surface” right now, to which
we are blind, that could bring us to a sus-
tainable, democratie, human world?

I'm thinking of my own granddaugh-
ter now. Shie’s elght vears old, right be-
tween Sasha and Malia. What kind of a
world will she inherit? 1t'll be the same
world your daughters will inherit.

've sketched an “economic possibility”
Will we move toward something like
that? Your presidency will likely shape
the future as few other presidencies ever
have. The world is going to be very dif-
ferent eight years from now.

Many of your programs are pointing
in the direction of that “promised land.”
You are creating jobs, How about a job
for everyone? You are nationalizing
banks. This could serve as an opportunity
for radical restructuring. You are bailing
out the auto industry and will doubtless
be called upon to bail out other troubled
businesses. You could begin insisting on
some workplace democracy.

Who knows how all this will turn
out? It is important to realize that there
does exist a viable, desirable, sustainable
ajternative to the current system. It has
become suddenly, tantalizingly, visible
on the horizon. That gives me hope. It
might give hope to many. &
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ECCNOMIC DEMOCRACY
(continued from page 37)

advice from capitalist barks. They tend to
maximize net income per worker rather
than profits, so they tend to favor capital-
intensive investments over job creation.
And because cooperative owners often
have their savings invested in a single en-
terprise, they tend to avoid risky innova-
Hons.

These problems can be mitigated with
productivity-enhancing tax incentives and
regulations. Cooperative economics and
ecological sustainability are naturally
linked by the necessity of creating strue-
tural alternatives to the capitalist fantasy of
unlimited growth. The kind of economic
development that favors the needs of poor
and disenfranchised communities and
does not harm the earth’s environment re-
quires a dramatically expanded coopera-
tive sector consisting of worker-owned
firms rooted in communities, committed
to survival, and prepared to accept lower
returns.

But worker ownership does not do
enough for equality, especially in the
highest-yielding cooperatives, which near-
1y always have high entry fees. Rather than
allow members to sell out to the highest
bidder and take their capital gains, most
cooperatives require rmembers to sell out to
the company. This policy guards against
reverting to traditional capitalist owner-
ship, but in cooperatives with high share
prices, one has to be rather well off or very
determined to apply. One might address
the equality problem by universalizing co-
operation, but that would ruin a mostly
good thing. If everyone had tobelong to a
cooperative, the entry fees would be waved
and many enterprises would fail.

Better Social Gwnership Models

WE NEED FORMS OF SOCIAL OWNERSHIP
that facilitate democratic capital forma-
tion, have a greater capacity for scaling up,
and are more entrepreneurial. Specifically,
we need forms of economic democracy fea-
turing public banks and mutual funded
holding companies, This approach can
take a variety of forms, but the essential
idea is to establish competing banks or
holding companies in which ownership of
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productive capital is vested, The compa-
nies lend capital to enterprises at market
rates of interest and otherwise control the
process of investment, including decision-
making power to initiate new cooperatives
and shut down unprofitable firms. Equity
shareholders, the state, and/or other co-
operatives own the holding companies or
public banks.

Unfortunately there is a lot more theory
on this subject than concrete examples of
it. The theorists include Peter Abell, Ray-
mond Plant, Alec Nove, Saul Estrin, David
Miiler, John Roemer, Robert Dahl, Joanne
Barkan, Gar Alperovitz, Radoslav Selucky,
Otto Sik, Thomas Welsskopf, and David
Winter. The biggest experiment thus far
was the Meidner Plan in Sweden, named
after German economist Rudolf Meidner,
which was enacted in 1982 by the Social
Democratic government. It called for an
annual 20 percent tax on Imajor company
profits to be paid in the form of stock to
eight regional mutual funds. Worker, con-
sumer, and government representatives
controlled the funds, and as their propor-
tion of stock ownership grew, these groups
were collectively entitled to representation
on company boards. If fully carried out,
this expertment would have rendered ef-
fective control over profitable firms in Swe-
den to the worker and public
organizations. But the Social Democrats
made little effort to educate the public
about it or win popular support for it. For
eight years Sweden’s corporate class railed
against it constantly. The Meidner Plan’s
term expired in 1990, and especially after
the Swedish banking crisis 0f 1992, the So-
cial Democrats lost their enthusiasm for it
That made political sense for them at the
outset of second-wave globalization, Tt may
prove to be the death knell for large-scale
experiments in full-orbed economic
democracy.

But less ambitious forms of economic
democracy have succeeded in many places,
and the scale question rests on politics and
culture more than economic viability. Pub-
lic bank theory takes seriously the failures
of state socialism, the Hmitations of worker
ownership, and the necessity of building up
highly capitalized forms of economic
democracy. The distinet advantage of this
approach is that it diversifies forms of risk
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