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INTRODUCTION


ADVERTISEMENTS OFTEN PROVIDE instructive lessons in economic conventional wisdom. Pay attention to ads on television, bus stop shelters, or YouTube and eventually you will see one for a “savings scold” business. These are the banks, financial services companies, and lifestyle coaches that make their living advertising strategies to save more money, often by hectoring people for not saving enough. They come in various flavors: Suze Orman, who caters to middle-aged women, promises that you can “be the master of your own financial destiny” with her financial advice products.1 Dave Ramsey, whose branding is aimed more at conservative Christians, offers a “Financial Peace University” that you can sample with a fourteen-day free trial.2 A man calling himself “Mr. Money Mustache,” who skews more crunchy and environmentalist, promises early retirement through something called “badassity” (which in practical terms means saving about 50 percent of your income).

Savings scolds promise that people can improve their financial lot by being frugal and investing wisely. Theirs is an individualist creed that tends to implicitly blame people for financial misfortune. If you are poor or in debt—well, you should have made better decisions!

The coronavirus pandemic provided an interesting test case of what would happen if the whole population actually followed the savings scolds’ advice all at once. In early March 2020, gripped by fear, the American populace abruptly stopped going to restaurants, movie theaters, gyms, and other public locations—which were closed by most state governments quickly afterward anyhow. Professional sports seasons were canceled. Airline travel plummeted by 96 percent.3 The stock market fell sharply.

The federal government soon provided a huge economic rescue package to help people weather the crisis. As part of the CARES Act, it sent out $1,200 checks to most individuals, increased unemployment benefits, and provided hundreds of billions in grants to small businesses. That flood of money, plus the fact that most people weren’t going out to spend money on their usual activities, meant the savings rate shot up to its highest rate ever recorded—from 7.6 percent in January 2020 to 33.7 percent in April.4

What happened as a result? A nearly instant economic depression. New unemployment claims jumped from 256,000 to 6.1 million in three weeks, and the unemployment rate jumped from 3.5 percent to 14.8 percent.5 The first quarter of 2020 saw gross domestic product (GDP, which is basically a summation of the whole of economic production) shrink by 1.7 percent in absolute terms, and GDP declined further in the second quarter, by a whopping 9.5 percent—probably the greatest single-quarter shrinkage in American history.6

Why did all this happen? Because income and savings do not exist in a vacuum—on the contrary, they depend on each other. When I spend money, I provide income for somebody else; conversely, my income must ultimately come from somebody else spending. If we all drastically cut back on our spending at the same time, then the economy just grinds to a halt.

It was an object lesson in both the impossibility of the broad population actually following the advice of the savings scolds and the fact of economic interdependence. One person might be able to accumulate a vast hoard of assets and retire at thirty by living a life of extreme frugality (if they are lucky and have a good-paying job), but because about two-thirds of the economy consists of consumer spending, the people as a whole cannot.7 Indeed, despite the basic pitch of the scolds being about saving for retirement, none of the people mentioned above are actually retired themselves. Orman, 69, and Ramsey, 60, are running veritable advice empires, and while Mr. Mustache, 47, quit his job in software, according to a New Yorker profile, he makes $400,000 per year from affiliate links on his website.8



The pandemic, and the economic collapse it caused, briefly silenced one of the commonest questions in American politics: “How are you going to pay for that?” Though President Trump utterly bungled the executive branch’s response to the virus (indeed, in the critical early stages his administration did largely nothing except downplay the pandemic and confiscate shipments of protective gear that were headed to hospitals and state governments), the CARES Act was passed without so much as a whisper of complaint about payment.9 Large corporations first got $454 billion, to be doled out at essentially the sole discretion of treasury secretary Steven Mnuchin, and this was soon levered up into a $4.5 trillion loan program by the Federal Reserve. Small businesses got a loan program of $349 billion (later increased to $659 billion), in which the loans would be forgiven if the funds were spent on payroll or certain other expenses. As noted, unemployment insurance was dramatically (though temporarily) boosted by an additional $600 per week for most people who had been laid off. Hospitals got $50 billion to deal with pandemic expenses.10

Though the rickety American government struggled to implement the programs (particularly at the state level, where many unemployment programs have been deliberately designed to pay out as little as possible, meaning that many people who were eligible for benefits could not collect), all told it was a remarkably aggressive response to the financial aspects of the crisis—especially the unemployment portion, which made the program much more generous to lower-income citizens than similar programs in any European country.11 Indeed, the extra $600 (so chosen because state unemployment systems were too janky and decrepit to give out 100 percent of someone’s previous income, so Congress simply tacked on a flat amount) meant that many workers making less than the average wage were being paid more after being laid off.12 For the lowest-income workers, it was a lot more.

In the initial panic—particularly when the stock market was collapsing—virtually no one raised concerns about where all of this money was coming from or how it would be paid back.



Questions like “How will you pay for that?” are rooted in a very old way of thinking that sees the economy as something outside human control. Instead of controlling economic production to achieve things we want—higher wages, for instance—we must bend ourselves to the inescapable economic winds. If someone wants better pay, they must educate themselves so they can get a better job. If jobs are being shipped overseas, that means American workers have simply become uncompetitive and must accept wage cuts. If we want a new social program, then every single dime must be accounted for through taxation beforehand, because the state can only be a burden on the economy. This is where savings scold thinking—the idea that economic outcomes are entirely the result of individual effort and decisions, and therefore people can always save as much money as they want, if they have sufficient willpower and smarts—comes from. This ideology is often called neoliberalism today, but it dates back all the way to the Industrial Revolution in the late eighteenth century. Because its central tenet is that property rights should be the inalterable foundation of politics, I will call it propertarianism (borrowed from the Ursula K. Le Guin book The Dispossessed).

Propertarianism has been crumbling since the 2008 financial crisis. It has been a long time since the early 1990s, when the Soviet Union collapsed and it seemed capitalism would rule forever. Political scientist Francis Fukuyama suggested in 1992 that capitalist liberal democracy would be the “final form of human government,” leading to an effective “end of history.”13 Whoops!

The coronavirus pandemic shows one way in which the savings scolds are wrong. In times of crisis, the state must act swiftly to keep the entire economy from falling to pieces. But that is only part of the situation. It is not just the case that the state has to rescue people in times of emergency, or that we could fund social programs by cutting the military, though both of those are definitely true. The real deep-down truth is this: the whole economy is the result of human choices and actions, above all through the state. There is no such thing as an economic system that exists outside state support and control—especially in a huge, rich, and powerful country such as the United States, which controls most of the key levers of the global economy. The United States has an unparalleled ability to harness resources through its taxation power, its ability to print money, and its ability to control finance, trade, and economic production in general.

It is difficult for nations to become rich, but that task has already been accomplished in America. Our problem is that the economy has been rigged to serve primarily the needs of a tiny minority of ultra-rich people, instead of the whole population. The United States is in the bizarre position of having untold riches at its fingertips, yet a lousy standard of living for much of its population. We could make this country the world’s most comfortable place to live—and not at the expense of poorer nations—if we only chose to make it so.

Following the initial burst of generosity from the CARES Act, fretting about spending quickly returned to the discussion of how to respond to the pandemic. Democrats repeatedly refused to leverage their control of the House of Representatives to include a rescue for state and local governments in the initial packages. Senate Majority Leader Mitch McConnell (R-Ky.) argued that state governments should not receive a rescue, saying instead they should declare bankruptcy.14 It is unclear how that could even work, as states are not businesses that can be liquidated and sold off to their creditors, but almost certainly the objective was to get states to slash Medicaid, unemployment benefits, public employment, and public pensions (luckily, this did not work).

McConnell’s attempt to prevent states from being rescued is a perfect example of what people really mean when they start whining about who is going to pay for things. Once Wall Street had its bailout package and Federal Reserve credit line, McConnell and his ilk started leveraging the crisis to attack public benefits and employment. In his view, welfare programs and working for the government are prima facie illegitimate; the role of government should be to force people out into the labor market to work for private businesses making profits. He and other Republican senators were disgusted at the idea of paying people not to work. Lindsey Graham of South Carolina said that the $600 weekly unemployment boost would be extended “over our dead bodies.”15 It “makes it very difficult for many small businesses in Ohio and around the country to bring their employees back,” said Rob Portman of Ohio.16 “We should never pay people not to work,” said John Cornyn of Texas.17

However, this reaction was not confined to the Republican Party. Democrats were patently reluctant to stand up to this argument, in part because of their long history of advocating the same objective. McConnell-style thinking can be seen in any of a dozen Democratic Party initiatives, from airline deregulation in the 1970s to welfare reform in 1996 to the Earned Income Tax Credit today. All were an attempt to achieve some social goal by bending society to serve the market economy, rather than the other way around.

This bipartisan type of thinking, and the oligarchy it underpins, are perhaps the biggest obstacles that stand in the way of making the United States a more equal and just society. In this book, I will outline where this ideology comes from, how it is not just wrong but has led to shattering social catastrophes, and what might replace it.

Future policymakers and ordinary Americans alike will have to shake off this notion that they are powerless in the face of global market trends. Indeed, we must do so if we are to confront the multiple enormous crises facing us: inequality, our malfunctioning and hideously inefficient healthcare system, climate change, viral pandemics, and more. Simply running on autopilot—that is, continuing with the status quo—will lead to certain disaster. But neither are any of these crises insurmountable. It will simply require political willpower: energetic social and labor movements, competent and loyal intellectuals who can translate their goals into policies, and visionary leadership with the fire and willpower to put those policies into law—all propelled by a confident belief that they are not head-in-the-clouds idealists but morally grounded pragmatists. My goal in this book is not just to educate progressives of all kinds on how neoliberalism colonized the minds of the American people but also to outline a replacement way of thinking that we can use to effect real change in this country.





 

PART I


HOW A WILDLY FALSE ECONOMIC IDEOLOGY CONQUERED AMERICAN POLITICS





 

1


A HISTORY OF A SELF-IMMOLATING IDEA

LIKE MANY AMERICANS, my first serious economic decision happened when I decided where to go to college and what to study. When I was in high school in the first years of the 2000s and talking about the subject with my friends and family, one of the most important factors under consideration was the future earning prospects of prospective schools and majors. Harvard, Yale, Princeton, and Stanford were thought to be secure routes to success—so much so, in fact, that of those four I applied only to Stanford, thinking that was the only one where I had a prayer of being accepted. (I was rejected.) Meanwhile, business, computer science, engineering, and hard science were thought to be the most reliable career paths.

I ultimately chose chemistry as a major, and ended up going to Reed College, a liberal arts school that was more prestigious and more expensive than the University of Colorado at Boulder, which I had initially planned on attending. Reed gave me additional tuition aid when my parents and I begged for it, and it seemed like a decent risk. In the first of many lucky breaks, Reed ended up being dramatically cheaper than CU-Boulder because the Colorado state government repeatedly slashed its education subsidies as I progressed through school (which means I would have wound up paying more had I gone there), and because my need-based aid was bolstered when my sister entered school. In my final two years, I could pay my share for an entire year of school by working with my dad doing construction during the summer (the way almost anyone used to be able to do in the 1960s).

In my own mind, I chose chemistry because I liked my high school teacher in that subject, because I was reasonably good at it, and because it was a “salable trade,” as my dad put it. That latter factor was continually emphasized throughout my college experience. I briefly considered switching my major to physics, as it was more fascinating to me (though I was much worse at it), but a friend talked me out of it by demonstrating the greater earning potential of a chemistry degree.

Though I was not great at planning my life—indeed, I ended up ditching chemistry immediately after graduating, and took up writing and journalism, which would turn out to be among the most doomed professions in America—I always took it for granted that one of the primary purposes of a college education is to learn something that can be used to earn a decent amount of money.

Since I graduated in 2008, that thinking has penetrated ever deeper into the university. Students today are racked with anxiety about the earning potential of their degrees—if only so they can pay off their student loans, which routinely mount into the six figures. Parents flip through college brochures assuring them that this school is guaranteed to land their child a good job. Colleges themselves now behave more like businesses, jacking up tuition to the highest level students can bear and stocking themselves with expensive amenities to attract new “customers.”

Indeed, an ultra-expensive tuition is often considered a mark of quality—you get what you pay for, right? This bit of conventional wisdom, which might hold when you’re buying a pair of boots, thus warps the question of how a young person should live the rest of their life. College is expensive, and people should strain every financial resource to get the “best” education they can, the thinking goes. I barely even considered the idea that I should be able to study more or less whatever I felt like, much less the idea that the economy and universities should be structured so that all students could pursue whatever academic subjects interested them.

This is just one aspect of a mind-set that saturates American culture. Of course eighteen-year-old college kids should pick a major with an eye toward the labor market returns over the next forty years. And if that doesn’t work out, well, they’d better go back to school to learn something new. At a speech at the Brookings Institution in 2018, Joe Biden said this was even true of people with postgraduate degrees. “I just did Harvard’s commencement and I pointed out if you graduated with a Ph.D. in astrophysics, if you don’t go back for education you’re obsolete in 10 years,” he said. “You will be obsolete in 10 years. That’s not hyperbole, that’s a fact.”1 (So astrophysicists should go back for a second Ph.D.?) Or if there aren’t any good jobs in your town, you’d better move to a more prosperous place. Poor white communities in Appalachia are that way because they “failed themselves,” Kevin Williamson wrote in National Review in 2016.2 “The truth about these dysfunctional, downscale communities is that they deserve to die. Economically, they are negative assets. Morally, they are indefensible,” he argued. These people “need real opportunity, which means that they need real change, which means that they need U-Haul.” Conversely, instead of businesses searching around for the best town in which to locate their headquarters, towns should entice businesses with tax breaks or other subsidies—or the government should create “opportunity zones” with special tax benefits.

In this and hundreds of other ways, the economy is viewed as something that operates basically on its own. The job of government is to nurture private business through private market institutions, and the job of the citizenry is to contort themselves to fit the market’s ever-shifting whims.

Throughout this book, I will argue that this view is not only backward but impossible. The economy should serve the needs of the citizenry not only because it is morally right but also because all economies are necessarily the product of human decisions and actions. College students are obsessed with their future earnings prospects and people are forced to move across the country for work because of policy decisions made by the state. These decisions were harmful and unnecessary, and could easily be reversed or replaced.

It’s a simple—even obvious—idea, but harder to fully internalize than it sounds, and it carries profoundly radical implications. To understand why, we must first begin with the origins of the idea of the economy as a self-regulating machine, how that idea came to dominate the United States, and how it has nearly destroyed this country on several occasions.



The field of what would become economics emerged as a distinct discipline in the late eighteenth century (at the time it was called “political economy”). The most important work in the early tradition was Adam Smith’s The Wealth of Nations, published in 1776. This enormous, meandering, and brilliant work quickly became a classic. Smith argued—contrary to much conventional wisdom of the time—that countries become rich not through acquisition of gold, silver, or other natural resources but through labor, technology, and exchange. Dividing the production process into many separate labor actions allows each worker to be much more productive, while free trade allows different factories or countries to specialize and become more productive still.

Smith viewed trade as emerging from a “certain propensity in human nature … to truck, barter, and exchange one thing for another.” A country becomes wealthy not through deliberate state action or planned cooperation but by allowing natural human instinct to work itself out. Ironically, the greed and self-interest of individual businesspeople provides for the greater good without any such intention on their part: “It is not from the benevolence of the butcher, the brewer, or the baker that we expect our dinner, but from their regard to their own interest. We address ourselves, not to their humanity, but to their self-love, and never talk to them of our own necessities, but of their advantages.”3

His follower David Ricardo extended and systematized Smith’s thinking with an elaborate mathematical apparatus, while his French contemporary Jean-Baptiste Say was more of a popularizer of Smith’s ideas for a French audience (more on Say later).

I should note that Smith’s modern reputation makes him out to be much more dogmatically pro-business than he really was. To today’s ideologues at the Adam Smith Institute, he was like some forerunner of the Chamber of Commerce—a man who thought private entrepreneurs and businesses could basically do no wrong. And while Smith was generally in favor of commerce and suspicious of government regulations and taxation, he was also rather cynical about elites and business. Regarding feudal lords, he wrote:


All for ourselves, and nothing for other people, seems, in every age of the world, to have been the vile maxim of the masters of mankind.… For a pair of diamond buckles, perhaps, or for something as frivolous and useless, they exchanged the maintenance, or, what is the same thing, the price of the maintenance of 1000 men for a year, and with it the whole weight and authority which it could give them.4



Regarding the state and property rights, he wrote, “Civil government, so far as it is instituted for the security of property, is, in reality, instituted for the defence of the rich against the poor, or of those who have some property against those who have none at all.”5 Karl Marx and Friedrich Engels said virtually the same thing in The Communist Manifesto: “The executive of the modern state is but a committee for managing the common affairs of the whole bourgeoisie”6 (“bourgeoisie” meaning business owners).

Most important, Smith and his disciples made explicit room for public goods. Some “public institutions” and “public works … may be in the highest degree advantageous to a great society,” Smith wrote, but they will clearly not be profitable to any individual or small group. That includes basic state machinery to administer the legal system and a military to defend the nation from attack; public infrastructure “for facilitating the commerce of the society,” such as roads, bridges, and canals; and public education. He discusses in detail the best way of financing such programs—tolls in the case of bridges, but often general taxation in the case of schools.7

Nevertheless, most of these qualifications were set aside, and Smith became the patron saint of classical liberalism. This was the dominant political ideology of the nineteenth century, which advocated the rule of law, at least some civil liberties, and economic “liberty”—that is, low taxes, free trade, few regulations, no unions, and the gold standard. By this view, market institutions are supposed to be “self-regulating,” as economic historian Karl Polanyi puts it in his book The Great Transformation.8 Rather than the state controlling economic affairs with rules and regulations, things will work out for the best if private individuals and businesses are left to themselves. The market is all, and it should be trusted with all important decisions. So we return to modern college students’ idea that they should study something that is reliably profitable, rather than what is most interesting to them.

Now, the idea of the economy as some all-knowing, omnipresent external force is always going to seem like common sense to many people—the vast majority of people in practice have almost no control over their economic destiny, just as medieval peasants had no control over the seasons or the weather. But the classical economists undoubtedly did lend credence to the idea of the self-regulating market. The bulk of Smith’s ideas suggested that unregulated markets would work out most things by themselves, and that government “interference” would usually make things worse. Indeed, this notion is inherent to any conception of economics as a hard science, which is clearly what classical economists were aiming at. This idea also happens to be nonsense.

In physics, the objects of study always behave the same way under experiment—which means that if you launch a rock at precisely the same angle and velocity over and over (in a controlled environment), it will land in precisely the same place every time. This has allowed physicists to develop sophisticated theories of matter, energy, and motion that produced extraordinarily accurate predictions of physical phenomena (such as eclipses) and enabled the development of astounding new technologies. Isaac Newton started with a radical new theory of gravity, and eventually human beings flew a spaceship to the moon. Physicists, chemists, and biologists seem almost like wizards, using intellect and experimentation to pierce the veil of naive perception and uncover the deeper reality underneath.

Economists from Smith’s day to now have obviously envied the prestige and authority of hard scientists and attempted to emulate their approach. Even John Maynard Keynes, who disagreed with the classical economists on most important points, called his 1936 magnum opus The General Theory of Employment, Interest, and Money—a very physics-style title. (Admittedly, calling it “The Contingent Theory” wouldn’t have quite the same heft to it.)

The laws of physics that scientists attempt to describe with their theories are immutable—they can be overturned only if some previously unnoticed aspect of reality turns out not to fit with their existing theories. If there is some economic equation that describes human behavior in the same way that, say, Einstein’s general relativity describes objects moving at very high speeds, then that means human beings are effectively imprisoned by the laws of economics. Nobody can cancel gravity through political mobilization.

There are no such economic laws, of course. There are guidelines, rules of thumb, and constraints, but no ironclad deterministic laws. In affairs of commerce there are always contingency, human agency, and planning. But as classical liberalism developed, elites in Britain—the first country to industrialize—made every effort to set up a “self-regulating” market system, which ironically meant a great deal of state planning.

Indeed, those efforts were already under way long before Smith published his book. As Eric Hobsbawm writes in his history of the period, The Age of Revolution, there were several key policy developments that enabled Britain to leap ahead economically. The British peasantry was largely evicted from common lands through a series of Enclosure Acts, the majority of which were passed between 1760 and 1830. The resulting mass of landless poor were forced into factory work through the Poor Laws, which viciously punished those without a job. Fresh supplies of raw materials and new markets for cotton textiles, the first industrial product, were obtained when the state conquered new colonies and opened up their markets. U.K. textile manufacturers obtained an effective monopoly on most of the international cotton trade, “aided by the aggressive support of the British Government,” Hobsbawm writes.9

Internationally, the most important of these mechanisms was the gold standard, which embodied all the impossible intentions and paradoxes of classical liberalism. Under a gold standard (which took many different forms in practice), a nation backs its currency with gold—that is, it bases the amount of currency in circulation on the amount of gold it holds in its central bank, and promises to buy or sell gold at a fixed price in that currency.10

The basic idea was to make international trade function automatically. Businesspeople could conduct international commerce confident that all sales or purchases would be in hard currency (currency that could not lose its value). If a country ran a trade deficit—that is, importing more than it exported—then gold would drain out of the country, unemployment and interest rates would rise, and domestic prices would fall, with the result that imports would shrink, solving the imbalance. If a country ran a trade surplus, gold would flow into the country, creating a rise in spending, prices, and imports, and solving the imbalance in an opposite fashion.11

Classical liberals portrayed the gold standard as a natural and inevitable part of the economic system. In reality, it was a government program—as utopian an experiment in economic planning as anything ever tried by the Soviet Union. It took enormous state effort to make it work at all, and it backfired constantly. On one hand, there was an inherent bias in the way it treated countries with a trade deficit as compared with those in surplus. All deficits must have a corresponding surplus in some other country, because all trade happens on one planet. If trade should be balanced, then logically countries in surplus should be subject to as much pressure to cut their exports as those in deficit get to cut their imports.

In theory, the gold standard should work symmetrically, cutting imports in deficit countries and boosting them in surplus countries. In practice, the burden on deficit countries was much, much more painful. An inflationary boom, with rising incomes, employment, and spending, is generally a pleasant state of affairs. But a deflationary depression is not. Prices come down slowly, and in the meantime high unemployment ruins households and businesses by the thousands. Nations could and did end up with big chunks of their population needing state aid at a time when tax revenues had collapsed. Worse, as we will see, it is possible for surplus countries to cheat the gold system.

On the other hand, even wealthy countries often found the constraints of the gold standard extremely burdensome. As Polanyi argues, one of the drivers behind European colonization was the desire to set up bigger internal markets outside the gold system.12 With people in Africa or Asia under the control of France or Britain and unable to resist whatever terms of trade the imperial power chose to impose, stable export markets and sources of raw materials could be established that were not subject to the ever-changing balance of trade between sovereign powers.

As a side note, another driver of colonization was inequality. As journalist Matthew Klein and economist Michael Pettis write in their book, Trade Wars Are Class Wars, there is a declining marginal propensity to consume—meaning that the richer people are, the more of their income they tend to save (at least in a capitalist country; see below for a discussion of pre-capitalist societies).13 By itself, a very unequal country will tend to fall into an indefinite quasi-depression, because its working classes do not have enough income to buy what they produce. And indeed, as the countries of Western Europe developed over the nineteenth century, they became hugely unequal. This problem was “solved” by imperialism and colonization—violently roping other countries into trade systems such that they have no choice but to buy the surplus production. That way, the economy at the imperial center can keep growing without having to transfer income from the rich to the poor. India, for instance, accounted for about half of the GDP of the British Empire in 1870—but most of that economic activity was geared to support British manufacturers.14 We will explore inequality, which has become a central fact of the modern economy, in more depth later.

The whole apparatus of classical liberalism was plainly biased toward the richest countries, which were generally huge exporters, and further biased toward the rich in those countries. It is not a coincidence that the first advocates of free trade emerged from the United Kingdom, because that country industrialized first and hence had a big head start in industrial productivity. Free trade is beneficial to such a country because its domestic industry can outcompete any other.

But it can be incredibly destructive to poorer countries whose domestic production cannot compete. Indeed, before the Industrial Revolution, India and China were the major world producers of textiles—typically high-cost, high-quality goods produced on hand looms. Not only did Britain outcompete Indian production with its textile factories, but it forced India into the British marketplace as a colonial overlord. It did the same thing to China during the Opium Wars. Cheap British imports flooded in and destroyed the domestic manufacturing base in both countries (often called deindustrialization). India, especially, became a relatively much poorer country (one study estimates that India’s output per person declined from over 60 percent of the equivalent British figure in 1600 to less than 15 percent by 1871) dedicated mainly to producing raw materials for British industry, and consuming the resulting imports.15 Tens of millions of Indians lost a major source of income, which badly exacerbated numerous famines when the price of food rose beyond what the poor could afford. As a result, tens of millions of people died of hunger over the whole history of British India.16

Early policymakers in the United States recognized the danger of deindustrialization immediately, and slapped tariffs on imports to protect their infant industries. For well over a century, the tariff was an article of faith among Whig and Republican politicians representing industrialized sectors of the country, as they recognized that unrestricted free trade would strangle American industry.17 (On the other hand, Democrats representing cotton plantations in the South, which relied on slave labor, favored free trade so they could supply British factories—a tension that was eventually resolved by the American Civil War.) East Asian countries that became wealthy after World War II, including Japan, Taiwan, and South Korea (and later China), followed the same path of early domestic protectionism and controls.18

The larger point is that classical economics and classical liberalism as they functioned in the nineteenth century were not some scientifically accurate—or even politically neutral—description of how societies function. They were heavily slanted in favor of wealthy countries, and especially the large business owners in those countries. Classical liberalism was part of how the British elite exercised what political theorist Antonio Gramsci calls “hegemony” over the rest of the country.19 It was a way of thinking (or ideology) that explained and justified the prevailing political order, and came to be taken for granted by a critical mass of the population. Nineteenth-century Britain, with its enormous share of world trade and its colonies that eventually covered a quarter of the earth’s landmass, arguably dominated the globe to a greater degree than any other country before or since. Classical liberalism provided an excuse for the capitalist domination of colonies abroad and the poor living standards of the working class at home.

All political orders need some kind of dominant ideology, or mental glue, to hold them together and obtain buy-in, or at least grudging tolerance, from the bulk of the population. Feudal countries had the idea that society was naturally divided into three parts: peasants, who worked the land; nobles, who protected the community; and priests, who provided moral and religious instruction. The Soviet Union had Marxism-Leninism—a sort of secular state religion developed by Stalin that purported to explain all history and politics for all time, and portrayed the USSR as the leading edge of a future utopia. Most dictatorships have a cult of personality around the leader. Nineteenth-century Britain, and modern propertarian nations today, have the idea that the self-regulating market is the purest expression of liberty.

A hegemonic ideology gains strength when it provides obvious success. During the nineteenth century, British liberals saw their country become the strongest great power by far, piling up unprecedented riches. Under these circumstances, disputes with trade unions and the horrible poverty in great swaths of society were easily swept under the rug.

However, a hegemonic ideology can crack during a crisis—if reality diverges too far from the ideology’s tenets and predictions, particularly as the result of a social calamity, the ideology can lose its broad credibility or even be abandoned by its own proponents. That is precisely what killed off classical liberalism and the self-regulating market between 1914 and 1929—though only temporarily.



In 1910, the British journalist Norman Angell wrote a book called The Great Illusion (expanding on a pamphlet he had written the previous year).20 He made the quintessentially liberal case that wars between great powers were irrational, because the economic affairs of nations had become so complex and deeply intertwined, and because wars had become so expensive. Unlike in Roman times, it was impossible to loot conquered nations, because their wealth consisted not in hoards of gold or grain but in factories and trade relations that a war would inevitably disrupt. Moreover, it was no longer possible for a country to cover the cost of a war, much less profit from it, by forcing the loser to pay, as a modern full-scale military, with its hundreds of thousands of troops, all their associated arms and equipment, and expensive ships and artillery pieces, would cost far more than any aggressor power could possibly extract.

Therefore the “elaborate interdependence” of national economies would serve as the “real guarantee of the good behavior of one State to another,” Angell wrote.21 Any war that did break out surely would not last long, as states would be slammed by the consequences. The book was a massive hit, and Angell became something of a celebrity. Unfortunately, just four years later a prolonged general war did indeed break out—and it would prove to be the bloodiest war in European history up to that point.

Now, as noted earlier, European colonial aggression actually was quite profitable. Political conquest was indeed economically “rational” in that circumstance. But Angell turned out to be completely correct about the consequences of a general war between major powers. The economy of Europe was shattered by World War I, and all of the combatant powers quickly piled up virtually unpayable debts, mostly to the United States. Yet states kept on fighting even at grotesque cost in lives and treasure. Once the European powers had locked themselves into two great blocs, and once the war had started, national pride, fear of defeat and humiliation, and sheer bloody-minded stupidity kept the carnage going until entire societies fell to pieces.

In a single battle at the river Somme in 1916, the two sides suffered more than half a million casualties each.22 That, and the strain from several other battles, nearly broke the French military, which witnessed mass mutinies and desertions in 1917. Gargantuan Russian losses and economic disaster dissolved the legitimacy of the Russian monarchy, which fell to a liberal revolution in 1917, and then to a communist one later that same year. Lenin withdrew Russia from the conflict, leaving Germany able to muster its full resources on the Western Front. Germany nearly overran the Allies in 1918, but they turned back the German forces with American support. The exhausted German state fell apart, and a revolutionary democratic government took power. And while the Ottoman Empire proved far more formidable than the Allies had presumed, it too was eventually defeated and dismantled.23

Angell was right about the economics, but utterly wrong about the politics. It turned out that economic development had banished none of the demons of international politics—in fact, liberal capitalist development had made war more destructive than ever. But when the dust settled, liberals attempted to resurrect the prewar system. There was no immediate restructuring of the enormous wartime debts—on the contrary, Germany was saddled with huge reparation payments, for supposedly starting a war that had in fact been caused by colonial competition, economic inequality, the European alliance structure, and diplomatic bungling.

Throughout the 1920s, wealthy nations kept trying to resurrect the self-regulating market. They clung to the gold standard, low tariffs, and low taxation. This worked tolerably well for some countries, including the United States, which had suffered no physical devastation and comparatively few casualties and which was the major creditor for all the combatant powers. It was horrible for the United Kingdom and Germany. In 1925, the former legally fixed the value of the pound (or, pegged it) to its prewar level of 4.86 American dollars. This was far above the prevailing prices for goods and services (or, price level) in Britain, which required grinding deflation—that is, keeping unemployment high and spending low, so prices would gradually fall. (Lower prices, of course, mean money is worth more.) This decision had the further toxic effect of making foreign imports into Britain cheap, but British exports expensive, which harmed its domestic industries.24 All throughout the 1920s Britain was in a moderate depression, with millions of unemployed and serious labor unrest. The German economy flailed under the burden of reparation payments, poor terms of trade, and political instability, falling into hyperinflation in 1921–23. Things stabilized afterward, but only because of a flow of loans from the United States.

Worse, both France and the United States cheated on the gold standard.25 France had done the opposite of what Britain chose to do, undervaluing its currency and gaining a big export advantage. America had a similar surplus thanks mainly to not being devastated in the war, and so gold flowed into both countries. But instead of allowing the inflationary boom that would have been required under gold standard rules, their central banks “sterilized” the gold—basically taking possession of it without increasing the money supply, which meant it largely vanished from the international market. They effectively prioritized keeping down domestic inflation and maintaining trade competitiveness at the cost of breaking the world trade system and stoking international tensions (a kind of beggar-thy-neighbor stance we’ll see again).

The international economy limped along until 1929, when calamity struck. The gigantic bubble in the American stock market collapsed starting in September of that year, which landed a devastating blow on an economy that was already starting to falter, and sparked the worst economic crisis in world history. The broader causes of the Great Depression will be discussed in later chapters, but for our purposes what matters is that economies around the world were crushed, and orthodox liberal policy only made things worse.

Financial panic spread around the world, as many foreigners had been invested in the New York boom. Uncontrolled bank runs took hold in hundreds of cities, and multiple countries suspended payments of their sovereign debt. Banks failed and businesses and individuals lost their savings, dragging more businesses under as sales and profits dried up, which threw yet more people out of work, and so on. In the United States, industrial production fell by 46 percent, and unemployment soared to 25 percent—one out of every four workers was out of a job.26 In the United Kingdom, unemployment hit 23 percent; in Germany, 30 percent.27 Overall, global industrial production fell by almost 40 percent, and world trade fell by 30 percent.28

As economist John Kenneth Galbraith writes in his book The Great Crash, initially President Hoover responded by cutting federal taxes. That was at least a small step in the right direction, as it put more money in some people’s pockets. But the effect was negligible, since barely anyone paid any taxes at the time. “Thereafter policy was almost entirely on the side of making things worse,” Galbraith writes.29 This was true in all the rich countries at first. Orthodox liberalism recommended “sound currency” (that is, the gold standard) and a balanced budget, which ruled out any scheme to increase employment and production by devaluing the currency or borrowing to spend on public works; indeed, it meant tax hikes and cuts to government spending to balance the budget in response to collapsing tax revenue, which only threw more people out of work and made the problem worse. Say’s law of classical economics (named after the aforementioned Jean-Baptiste Say) held that all production would create its own demand, implying that the kind of self-perpetuating collapse in spending and employment happening around the world could not happen. “The economic advisers of the day had both the unanimity and the authority to disavow all the available steps to check deflation and depression,” writes Galbraith.30

Other countries followed the same path to hell. In 1931, the British Labour government implemented sweeping benefit cuts, wage cuts for public employees, and tax hikes.31 (To be fair, the United Kingdom did later break with orthodoxy, but only under intolerable pressure. Hemorrhaging its gold reserves, it left the gold standard in 1931. Most of its close trading partners followed suit.) German chancellor Heinrich Brüning implemented similar measures between 1930 and 1932, attempting to deflate the German economy back to competitiveness and trying to demonstrate that its reparation payments were unsustainable.32

The United States clung to gold and austerity for as long as Hoover remained president. He did try a variety of penny-ante schemes to reverse the damage, such as modest spending programs and attempts to induce private philanthropic efforts, but these were swamped by the scale of the crisis. Even when Franklin Roosevelt, promising a program of public works and sweeping state action to attack the Depression, obliterated Hoover in the 1932 election—the presidential vote saw a partisan swing of 35 percentage points compared with the 1928 election—Hoover clung ever tighter to orthodoxy in the months between the election and when the new administration was inaugurated.

Hoover had ferociously attacked FDR’s New Deal during the 1932 campaign. In one speech, he said it would “break down our form of government. It would crack the timbers of our Constitution … Free speech does not live many hours after free industry and free commerce die.” In another speech, he said that “so-called new deals would destroy the very foundations of the American system of life.” Roosevelt’s tariff policy meant “grass will grow in the streets of a hundred cities, a thousand towns; the weeds will overrun the fields of millions of farms.” During the transition period between administrations that winter (which lasted from November to March in those days), he repeatedly attempted to bait Roosevelt into abandoning his entire program, asking him to participate in various conferences and committees that would tie his hands policy-wise. As Hoover admitted in a letter to his friend Senator David Reed (R-Penn.), the effect would be to make FDR endorse “the whole major program of the Republican administration” and abandon “90 percent of the so-called new deal.” Just days after Roosevelt was nearly killed by an assassin in February 1933, Hoover sent him a nine-page letter demanding once again that the New Deal be abandoned.33

Roosevelt, of course, would have none of this, and indeed put through the New Deal immediately upon taking office. As we’ll see in chapter 2, contrary to Hoover’s apocalyptic predictions, the New Deal worked pretty great. Grass did not, in fact, grow in the streets of a hundred cities. On the contrary, American roads and bridges were dramatically improved by gargantuan public works programs. Growth and employment exploded during FDR’s first term, and while economic woes did return in 1937, it was because Roosevelt attempted to balance the budget Hoover-style before full employment was reached. The titanic borrowing and spending to mobilize for World War II finally licked the Depression for good.34

But rather than admitting his error, Hoover doubled down on his hatred of Roosevelt and his economic policy. He spent the rest of his career ensconced in conservative think tanks, writing books and pamphlets attacking FDR and the New Deal and arguing that the 1920s free-market system was not to blame for the Depression. He died in 1964 before finishing a big history of the Roosevelt administration, Freedom Betrayed. This was actually published in 2012, and turned out to be a nearly thousand-page unhinged assault on Roosevelt and everything he did, from the New Deal to winning World War II (Hoover argued the United States should not have supported Stalin against Hitler).35

This was odd behavior for a politician. Even when economic crisis was threatening the integrity of the United States, and even when his predictions were disproven, Hoover stayed the course. Clearly, he had a commitment to the notion of a self-regulating market that transcended evidence and his own political interest.

Once again, we see political ideology at work. In the most brilliant essay about the politics of depression ever written, “Political Aspects of Full Employment,” the Polish economist Michał Kalecki explains this tendency.36 Hoover was not the only one holding on to orthodoxy—before 1933 big business in the United Kingdom, France, and Germany also opposed programs to ease the Depression, even though the crisis was badly harming them, and even though spending on public works or other stimulus measures would increase their profits.

The reason is that government spending programs reduce the power and status of business owners. “Obstinate ignorance is usually a manifestation of underlying political motives,” Kalecki notes. Without state action, the economy’s health “depends to a great extent on the so-called state of confidence. If this deteriorates, private investment declines, which results in a fall of output and employment.”


This gives the capitalists a powerful indirect control over government policy: everything which may shake the state of confidence must be carefully avoided because it would cause an economic crisis. But once the government learns the trick of increasing employment by its own purchases, this powerful controlling device loses its effectiveness. Hence budget deficits necessary to carry out government intervention must be regarded as perilous. The social function of the doctrine of “sound finance” is to make the level of employment dependent on the state of confidence.



Second, direct government subsidies of individuals undermine the capitalist labor system, which is geared around forcing people to work for whatever business owners are offering. Here “a moral principle of the highest importance is at stake. The fundamentals of capitalist ethics require that ‘you shall earn your bread in sweat’—unless you happen to have private means,” Kalecki observes. As noted previously, the British state expended great effort to create a pool of cheap factory labor in the early Industrial Revolution. And the belief that Kalecki describes is alive and well today; many modern American politicians still view the primary job of state policy as whipping people into the labor market. Notably, it was the major objective of welfare reform in 1996, which abolished a New Deal poor relief program for mothers so that they could earn “a paycheck, not a welfare check,” as President Clinton said when announcing the program.37

Third, full employment threatens the authority of business by empowering workers. When jobs are plentiful, workers can quit over low pay or oppressive conditions, or organize into labor unions to force their employers to improve pay and conditions, without fear of destitution from job loss. “The social position of the boss would be undermined, and the self-assurance and class-consciousness of the working class would grow. Strikes for wage increases and improvements in conditions of work would create political tension,” Kalecki writes. Capitalists might have to offer higher wages, grant union recognition, or, worst of all, allow labor to have some influence over how the business is operated.

In short, the quiet political philosophy behind classical liberalism holds that capitalist business owners should rule. The self-regulating market is a facade covering political domination by business owners. Thus the name “propertarianism,” because its main practical tenet is that the owners of property should exercise political command over society. New Deal–style policy was a threat to these values not only because it dethroned capitalists from their accustomed place at the top of the social pyramid but also—indeed, especially—because it proved they did not deserve that place. That is why furious American plutocrats refused to speak Roosevelt’s name, calling him “that man in the White House.”38 Retired Marine Corps general Smedley Butler testified before Congress that in 1933, several conservative business owners had recruited him to lead a fascist militia that would overthrow FDR in a coup.39

Despite all that resistance, the program of classical liberalism and the self-regulating market was obviously unworkable. Economic catastrophe shattered its legitimacy, and it was indeed overthrown across the world. In some countries, including the United States, Canada, and the United Kingdom, democratic governments saved themselves by ditching orthodoxy and inaugurating a broadly left-wing policy of intervention and experimentation that reversed enough of the damage to preserve the state—even though in the latter two countries conservative parties led government for much of the period. By contrast, failure to solve the crisis in Germany inflamed extremism on the far left and especially the far right, which eventually destroyed the Weimar Republic. In elections in July 1932, parties formally committed to abolishing democracy, the Nazi Party and the German Communist Party, won a majority in the Reichstag, making normal parliamentary government impossible. Eventually President Paul von Hindenburg appointed Adolf Hitler chancellor; he quickly abolished the republic, made himself dictator, and threw orthodoxy out the window. He then solved the Depression quickly and easily, through ditching the gold standard and vast spending on public works, especially rearmament.40



Conceiving of the economy as a self-regulating system that is external to politics may seem rather dull, and to be fair, the ideology is not as strong today as it was in the late 1920s—as shown by the enormous spending packages across the world to fight the coronavirus pandemic. But it is still a dangerously attractive doctrine. Balanced-budget fixations quickly returned after the panic of 2008, and they might again long before any post-pandemic recovery has been achieved. During the Depression, wise leaders such as Franklin Roosevelt realized that democracy cannot survive when the economy will not function and great swaths of the population are going hungry. Failure to provide for the needs of the citizenry erodes the legitimacy of the state and inflames extremist politics.

To counter that, one needs to arm oneself with a different way of thinking about the economy—viewing it correctly as a product of human agency and choices. The economy is a political creation, and it can be changed through politics. That will be the subject of chapter 2.





 

2


COLLECTIVE ECONOMICS

IN ONE OF THE BITS IN HIS 1999 comedy special Bigger and Blacker, Chris Rock complained about President Clinton’s modest tax increases. “The one thing Clinton did I didn’t like: raise taxes. Taxes all high and shit. You know what’s fucked up about taxes? You don’t even pay taxes. They take tax. You get the check, money gone. That ain’t a payment, that’s a jack.” The audience roared.

This is a perfect example of propertarian ideology. By Rock’s view, all the labor income produced by his work, including tax payments of all kinds, rightfully belongs to him, and when his employer directs part of his paycheck to the government, that’s a taking of his property.

Now, most people would surely agree that tax payments aren’t really like a robbery, and most will admit (however grudgingly) that taxes are generally worth paying so that the government can fund Medicare, the military, and so forth. No doubt that includes Rock himself, who after all was just making a joke. But the joke depends on a shared understanding that even if taxes fall short of theft, they are still somehow a taking from a paycheck that would have been larger if it weren’t for the grabby hands of the state. From this naturally follows a whole set of propertarian beliefs: that people are individually responsible for what they earn, that government regulations are an imposition on a pre-political economy that will in all likelihood get in its way, and therefore where possible government should let businesses and individuals do what they want “free” of state control.

But Rock is wrong. In this chapter I’ll outline what I’ll call “collective economics,” which emerges from consideration of the inescapable fact that the whole American economic machine is a huge collective enterprise wholly dependent on government laws, regulation, and spending, as well as the daily activities of the whole American people and their prior economic history. Without the government, or without the broader population of people building, selling, working, and spending every day, there would be no money, no paychecks, and no economy.

To begin, Rock’s joke turns on property rights, which are enforced in various ways by federal, state, and local governments. Again, most understand that one role of the police and courts is to protect people from theft or trespass. But few take this to its clear logical conclusion—that having access to the state’s violent authority is what it means to own something. People tend to think of property as a relationship between a person and an object: this is my house, my car, and so on. But property really is a relationship between people. Property is a legal construct whereby if someone takes or accesses something without the legal owner’s permission, the owner can call the cops or sue to force that person to stop. You own something if the state says you do.

So now we’re in a position to understand the problem with Rock’s bit. The reason his taxes are not a “jack” is that the money does not belong to him. Those taxes are legally owned by their recipients—retired people on a Social Security pension, people on Medicare or Medicaid, all the various government bureaucracies, and so on. To attempt to keep that tax money through some kind of trick would be actual theft—namely, the crime of tax evasion. Indeed, it would be literally impossible to create a tax-free society. Even the most bare-bones state imaginable would require at least some tax revenue to run a system of police and courts. (Alternatively, if the police and courts were funded with printed money, the state would need to tax to forestall inflation, as we’ll discuss later.)

But leaving aside the state, there are further aspects of economics that are inescapably collective—even within the purest market institutions—in a way that goes beyond moderate liberals’ recognition of economic interdependence. For instance, during the 2012 presidential campaign, Barack Obama referenced the fact that private businesses depend on public infrastructure such as roads and bridges:


If you were successful, somebody along the line gave you some help. There was a great teacher somewhere in your life. Somebody helped to create this unbelievable American system that we have that allowed you to thrive. Somebody invested in roads and bridges.

If you’ve got a business—you didn’t build that. Somebody else made that happen.1



Republicans pulled the “you didn’t build that” line out of context to make it seem as though Obama meant that entrepreneurs had literally nothing to do with the businesses they start. They even made this ridiculous, false interpretation a central element of the 2012 Republican National Convention.

But while Obama didn’t mean what some Republicans claimed he meant, it is actually true that even the market activities of private businesses are inherently dependent on the rest of society. Even if we set aside the whole state firmament of laws, regulations, and so forth, entrepreneurs do not build most of what makes their businesses succeed.

First, every private business must have a population of potential customers with money in their pockets—and for a modern business of any size, that population must be large. A mass consumer base providing a market for mass-produced goods is what makes any developed economy function. Without a class of people with hundreds of dollars to spend on gadgets, there would be no Apple or Microsoft. (As we’ll see, governments have historically done a great deal to create and maintain middle classes, but we’re just considering the market function of people’s spending here.)

Second, the overall productivity of the economy, and hence the income of the public and entrepreneurs, is largely due to the historical legacy of past growth. Each generation has seen substantial progress, but the process of a nation becoming wealthy gets easier the longer it goes on, due to the dynamics of compound growth—it took the United States about 135 years to progress from $2,500 of GDP per person in 1800 (in 2011 prices) to $10,000, but just another 75 years to reach $55,000.2

Beyond that, production, as well as the ongoing innovations in private firms, depends upon a vast collection of knowledge—fundamental science and mathematics, manufacturing, management, advertising techniques, and so on—that was discovered at tremendous effort by people in the past, almost all of them now dead. This is sometimes difficult to picture when discussing private businesses, but consider physics: without the brilliant work of people such as Michael Faraday and James Clerk Maxwell there would be no electricity and no computer technology. Without people such as Marie Curie and Niels Bohr there would be no nuclear energy. Without Albert Einstein’s work there would be no GPS and no lasers.

Indeed, even by pointing out these famous geniuses I am presenting a somewhat skewed view of how scientific discovery happens. Science is also very much a collective enterprise, where students get their start by studying the theories and discoveries of people in the past (or “standing on the shoulders of giants,” as the saying goes), and practicing researchers almost always work together in groups, some of them very large. Anyone who has ever tried to solve a tricky problem knows how helpful an informed collaborator can be—providing critiques of one’s ideas, or suggestions for improvements, or different ideas altogether, which one might then critique in turn.

The collective nature of science can be seen even with people who are working completely apart from one another. Historians of science have demonstrated that many pioneering scientific breakthroughs are “co-discovered” by different people or groups working independently.3 Charles Darwin and Alfred Russel Wallace developed the concept of evolution at about the same time. Dmitri Ivanovich Mendeleyev and Lothar Meyer developed the periodic table of elements within a year of each other, working apart. The law of conservation of energy was discovered by no fewer than four people at once.4 It appears achievement sort of pulses through the whole scientific community, and Nobel Prize–winning work is more often the vector by which collective discoveries break out than the product of heroic geniuses working on their own.

Now, individual effort, talent, and initiative are of course very important in science, and pioneering discoveries are certainly worthy of the highest praise. But every sensible scientist knows that they are only a small part of a vast collaborative machine stretching back hundreds of years.

What is true of pure science is even truer of entrepreneurship. Competition is the engine that makes the whole capitalist system go—business owners are constantly watching their competitors and attempting to borrow, copy, or improve their products. The American steel industry, for instance, was kicked off by a man who licensed technology from British inventor Samuel Bessemer.5 But if licensing ideas or patents is unfeasible or too expensive, entrepreneurs will often just take ideas outright. In the early eighteenth century, a British entrepreneur named John Lombe learned how to build a silk spinner by getting a job in an Italian silk factory under a false pretext—thus stealing some of the technical know-how that seeded British textile mass production in the Industrial Revolution.6 (German and American companies later stole the same information from the British.) Steve Jobs stole the idea of the graphical user interface (the method by which practically every computer today is operated) from a technical demonstration at Xerox. “I thought it was the best thing I had ever seen in my life,” he later said in an interview. “The germ of the idea was there and they had done it very well.”7

Finally, workplaces themselves have an inherently collective nature. All depend on shared knowledge and relationships to work—anyone who has worked at a new job knows that it takes some time to understand the peculiarities of each business’s systems and procedures, whom to ask for help when things aren’t working, and so on. Some of these procedures are designed by entrepreneurs, but just as often they are informally set up between workers on the ground.

Let’s return to the state, which carries out dozens of important functions in addition to the bedrock of the legal system. Money itself is quite literally created by the U.S. government, and its value is managed by a government agency—the Federal Reserve (or Fed, for short). Corporations are also a state creation: they are chartered by state governments, and get special protections from legal liability. Stock and commodity markets are elaborately regulated by the government to prevent fraud and preserve the integrity of the market. Labor contracts are similarly enforced by government courts. The state educates future workers—in the United States, some 90 percent of children go to public primary and secondary school (and in other countries that percentage is even higher).8 About three-quarters of American students who pursue education after high school go to public colleges or universities.9

All modern states dedicate substantial resources to protecting the quality and purity of food and medicine, ensuring the safety of transportation, delivering mail and packages, and building basic infrastructure such as roads, bridges, trains, airports, and public transit systems, along with dozens of other functions vital to the daily business of commerce.

In short, the whole economic edifice of business, profits, workers, and so on rests on the state’s structural foundation. This means that the common neoliberal objective of “deregulation” is all but impossible. All such policies amount to redefining the state’s role in the economy, not reducing it—indeed, the side effects of such policies often cause problems that require much more blatant and coercive state action. Financial deregulation in the late 1990s and early 2000s, for instance, helped cause the 2008 banking crisis, which forced the state to take emergency measures to keep the banking system from collapsing—including straight-up nationalizing the world’s largest insurance company, AIG.10

All this is a reflection of basic human nature. Evolutionary psychologists often advocate a lot of hokum, but one idea of theirs that is definitely correct is that humans are, like most primates, deeply social creatures. Humans have always lived in large groups with an elaborate social structure, in part because human children are extraordinarily helpless when they are born. Our brains are very large relative to our body size, but the fact that babies are delivered through the mother’s pelvic girdle means much of that brain growth takes place after birth. An infant’s brain grows in size by 64 percent during just its first ninety days of life—yet a baby still takes around a year to even learn to walk, while a baby horse or giraffe can stand within minutes of being born.11

Any human community therefore requires some division of labor to allow for such an extended period of child-rearing. In hunter-gatherer communities, adults gather food for mothers with infants, and older relatives often care for toddlers later so that parents can join in on hunting or gathering expeditions. The older hunters and foragers teach the younger ones the extraordinarily difficult business of stalking prey or distinguishing between thousands of different plant species.12

All human beings who have ever lived were born into an inescapable network of interdependency. We live because our mothers construct our infant bodies inside themselves and give birth to us, at considerable personal risk, and then our parents nurture us for years afterward. We learn to speak languages that evolved over centuries. We are educated by other members of the community, who almost never have been solely responsible for developing the concepts they inculcate. Today, virtually all of us go to work at companies we did not create, whose success is very largely due to background conditions nobody involved with the firm had anything to do with. Collective economics is simply a fact of human existence, and always has been.



The picture I’m painting here of how the economy works clashes with the vision of both Marxists and neoliberals. In his magnum opus Capital, Karl Marx espoused a “labor theory of value,” which holds that all increases in economic production are at bottom the product of worker effort. The argument is extremely complicated, but one can intuitively see the appeal of it—no production can happen without workers, and workers also must build the machines and factories that are used for production. It is surely at least partly right.

By contrast, as we saw in chapter 1, propertarians hold that growth comes from three things: capital, labor, and technology.13 The math is complicated, but the basic picture is simple to understand—take work, add factories and machines, and then add another term to account for technology. That too is at least partly right. But more insidiously, propertarians also have a “marginal productivity” theory of distribution. This was developed by economist John Bates Clark (who has an important economics prize named after him). In an essay, he argued that “the distribution of the income of society is controlled by a natural law, and that this law, if it worked without friction, would give to every agent of production the amount of wealth which that agent creates.”14 The idea of marginalism is that economic agents make their decisions on the margin—for workers, whether to work one additional hour at the prevailing pay rate; for firms, whether to produce one additional unit of output; and so on. In an imagined perfectly free market, the marginal productivity of labor should exactly equal the actual wages paid out—that is, employers would pay workers precisely as much as they have personally contributed to the firm’s production.

Neither of these models is satisfactory. On the Marxist side, a strict version of the labor theory of value is clearly false. However one defines value, certainly some of it comes from nature. The same seeds planted and cultivated in the same way can deliver enormously different crop yields depending on the fertility of the soil. The American Midwest is an agricultural powerhouse in part because of huge deposits of loess piled up by moving glaciers thousands of years ago.15 Tools can also increase a worker’s productivity not only by allowing her to leverage her own strength or the past effort of the workers who built the tool but also by harnessing energy from nature via machinery that requires natural resources to create. A heavy steel power hammer used in an industrial forge can exert hundreds or thousands of times as much force as a blacksmith using her arm because it uses electricity to drive a hammer too heavy for a single person to even lift.

(Also, while Marx took the concept of the labor theory of value from the classical economist David Ricardo, it’s not hard to see the obvious political subtext of the idea that workers are responsible for all economic value, while capitalist owners merely skim off profits from workers’ labor.)

The neoliberal production model is probably more accurate in that it includes technology, and while it can be useful in some technical contexts, it is comically simplistic. Growth is portrayed as simply trundling along on its own, driven at bottom by technological advances about which the model has nothing to say. Indeed, the technology factor (known in this theory as the “Solow residual”) is simply a fudge factor—what is left over after accounting for labor and capital.16

The marginal productivity distribution model is also technically useful but politically toxic. It holds that everyone gets the income that they create personally. The attraction for the rich is obvious: their income is held to be what they earned through hard work, while the poor can be blamed for not being productive. Conservative and libertarian economists have used this idea to defend the moral worthiness of market income distribution, to assert the rights of the top 1 percent, and even to argue that CEOs are perhaps underpaid.17

These political conclusions from marginal productivity theory are absurd—far more so than the labor theory of value. As a description of how an economy functions, the theory is false. As economist Amartya Sen argued in a famous essay, it cannot even be used to suss out which portion of total output has been produced by each of the components, which virtually always involve more than one person:


Production is based on the joint use of different resources, possibly provided by different people, and it is not in general possible to separate out who—or even which resource—produced how much of the total output. There is no obvious way of deciding that “this much” of the output is owing to labor, “that much” to raw materials, “that much” to machinery, and so on. In economic theory, a common method of attribution is according to “marginal product,” i.e., the extra output that one incremental unit of one resource will produce given the amounts of other resources. This method of accounting is internally consistent only under some special assumptions, and the actual earning rates of resource owners will equal the corresponding marginal products only under some further special assumptions.

But even when all these assumptions have been made—quite a tall order—it is still arbitrary to assert that each resource’s earnings reflect the overall contribution made by that resource to the total output. There is nothing in the marginalist logic that establishes such an identification.18



The problems get even worse when one considers businesses in separate markets, because their incomes can gyrate wildly due to external factors without any change in the process of production. Two companies might see a giant divergence in their income thanks to random circumstances—for instance, face mask manufacturers saw a huge spike in demand thanks to the coronavirus pandemic, while airplane manufacturers saw a huge collapse.

Finally, there is the need to distinguish between what a person produces and what is produced by resources that he happens to own. The moral appeal of giving more to “those who are more productive and contribute more to output” does not readily translate into giving more to “those who own more productive resources that contribute more to output.”



All this leads to a general conclusion: Economic production is an inescapably collective activity. As done in the United States today, it requires workers, businesses, the government, inventors and scientists, and especially a past history of economic growth and technological achievement. It is not possible to break down which share of output is created by each part of the system, because without any one of them there would be no production. Without natural resources there could be no factories or businesses, but without workers the factories and services would not function. Without the state the whole thing could not even get off the ground in the first place. (However, there is one type of person that really can be extraneous—the capitalist business owner. Firms can and do operate perfectly well owned by their employees, or by the state.)

Now that we have a firm grasp of the most important fact about economics, that of interdependence, we are in a position to develop a rough sketch of how economic policy works. The point here is not to try to advance a new technical model to displace existing ones (I am neither interested in doing that nor qualified to do it) but to set forth a pragmatic picture that cuts away the ideological dross and allows us to focus on the important moral and political questions.

The best place to start, in my view, is with production. Why nations have become rich has long been the subject of intense debate, but the basic mechanics of the process are not too complicated. There are two sides to the story. One is the buildup of productive capacity in the form of entities that produce goods and services; these entities become ever more productive through the application of new technological improvements. On the other, there is the buildup of a consumption market for the products these entities produce.

That sounds simple, but there are a lot of potential pitfalls. Successfully balancing these two sides requires a complex dance involving saving (that is, the difference between income and spending), investment, and consumption to keep growth chugging along. By itself, a nation needs both continual progress in its productive capacity and continual increase in the incomes of the mass population to buy the resulting products (or a continual increase in new export markets for the same purpose). That raises several potential roadblocks to growth. First, it is patently quite difficult for a poor nation to start moving up the development ladder, as shown by how long it took Britain to touch off the Industrial Revolution and by how many nations remain poor today. Poor countries have little domestic capital to tap for investment, and they have few prospects for domestic markets in any case precisely because they are poor. Foreign investors may be crooked or looking to brutally exploit cheap labor. Most development success stories, from Britain to China, have relied on a competent state that can tailor its policies to the conditions prevailing at the time.19 In general, a state is always the necessary backbone for any development strategy—there is always new public investment needed, new problems to solve, new parasitic criminals to root out, basic administrative tasks to carry out, and so on. Without an honest bureaucracy, the most profitable business activity will quickly become riddled with fraud and extortion.

Investment is a particularly tricky question. In many economic theories and in the national accounts data used by governments, investment is set as equal to savings by definition. Propertarian economists from the classical period to today typically portray this relationship as causal—holding that investment is caused by people saving money.20 This has the handy political benefit of crediting rich people for funding ongoing investment and touching off sustained economic growth in the first place. And to be fair, it is surely at least possible for individual investments to happen in this fashion. (I did this myself in 2020 by saving up a lot of money during quarantine, then spending it on solar panels for my home’s roof.)

But the relationship does not hold in general. As economist Joan Robinson argues in her book Introduction to the Theory of Employment, the arrow of causality typically goes the other way: investment causes saving. When an entrepreneur or the state chooses to invest, that raises the income of the people who are hired to build the investment, which increases their rate of saving (because, as noted earlier, people tend to save more as their income increases), and it all balances out in the end. She writes: “Saving is equal to investment, because investment leads to a state of affairs in which people want to save. Investment causes incomes to be whatever is required to induce people to save at a rate equal to the rate of investment.”21 Conversely, as we saw in the introduction, the sudden huge increase in the rate of saving across the population in early 2020 caused mass unemployment instead of mass investment. We can increase savings by increasing investment, but not the other way around. As Robinson argues, it is a common occurrence in capitalist countries for private entrepreneurs to fail to provide enough investment to achieve full employment. In that case, it falls to the state to make up the difference—otherwise production and growth will stall.

Finally (and relatedly), without tight regulations and heavy taxation on the rich, income inequality tends to grow, and this is a drag on growth. As noted previously, if too much of the national income flows to the rich, who disproportionately save it instead of spending it, the working classes will not have enough income to consume what they produce. That in turn tends to drag down private investment, because investments are only as profitable as their prospective mass market—there is no point in building a shoe factory if the population of potential customers does not have money to spare to buy shoes.

Currently, the United States has about the most productive large economy in the world, roughly tied with France’s and Germany’s.22 It is extremely unequal, and has suffered as a result, but as a practical matter it has tremendous economic strength. Across the country, there are millions of businesses that produce goods and services—cars, electronics, medical treatments, haircuts, and so on. These are mostly sold through some kind of market and bought by the consuming population, most of whom get their income by working at those very businesses.

Not all income goes to labor, of course. Businesses make profits when their income exceeds what they spend on overhead, and those profits are collected by the owners of the firm (this has consistently been about 30 percent of national income in the United States).23 Those firm owners might keep the profits, or spend them on investment in new buildings, machinery, tools, and so on, providing income to construction or supplier firms, who in turn provide income to their own workers. This circulation of spending is what makes any advanced economy function—a nation is prosperous when its money is going around and around, all workers are employed, and all businesses are operating at top speed.

That state of affairs has been comparatively rare in modern times. In the financial crisis of 2008, for instance, the process of circulation was strangled by a panic in the banking sector that quickly spread to all parts of the economy. Many businesses went bankrupt, throwing all their workers out of a job and removing whatever spending they had previously dedicated to investment and supplies. Other businesses who had relied on those sales were in turn driven under or forced to cut their shifts, which cut overall spending more, and so on.

That is an economic depression. A modern economy is vulnerable to self-perpetuating collapses in spending that lead to mass unemployment and idle productive capacity—the bizarre situation in which people go hungry and shoeless while crops rot in the fields and factories sit silent for lack of customers.

Things haven’t always been this way. In premodern societies through most of the nineteenth century, even in rich countries, the majority of people worked in agriculture, and in times of economic crisis most people could resort to subsistence farming to preserve a basic standard of living. But as economies became more and more productive, a greater and greater fraction of people have moved into wage labor. Today in the United States, just 1.3 percent of workers are on farms (which are heavily subsidized to boot), and most people require paychecks for their daily sustenance.24 Indeed, even most farmers today require sales and wages to live—an industrial dairy farmer cannot live on milk alone.

Neoliberals, like their classical liberal forebears, often argue that depressions are simply a fact of nature, or some kind of just punishment for past excess. Herbert Hoover’s secretary of the treasury, Andrew Mellon, famously said this about the Great Depression: “Liquidate labor, liquidate stocks, liquidate the farmers, liquidate real estate. It will purge the rottenness out of the system.”25

But this idea is false. A depression causes pointless waste and misery, and the state can solve the problem quickly and easily by stepping in to restore the missing spending—that is, stimulating the economy. It can increase the money in the citizenry’s pockets by lowering taxes or increasing spending (on public works, for example, or through simple cash handouts). Or it can increase the supply of credit through the central bank, which has various ways to induce more lending.

On the other hand, if an economy faces the contrary problem of spending running well ahead of increases in economic production, resulting in economy-wide price increases as people bid against each other for labor, goods, and services—that is, high inflation—then the government can slow the economy by hiking taxes, cutting spending, or restricting the supply of credit (often called austerity).

These two situations illustrate an important side fact: we know an economy has reached full employment and production when we start seeing sustained upward pressure on prices. This has not happened in any major economy since the 2008 financial crisis. Just witness the measured inflation rate in the United States, which has been bumping along well below the Fed’s 2 percent target for almost that entire period (implying there could be more jobs and production without any pressure on prices).26 For the foreseeable future, restoring full employment would be priority one for any sensible government.

People often get confused about where the money for economic stimulus can come from. It seems as though it can’t just come from nowhere, right? And if the government borrows tons of money, then surely it will have to pay it back. Mainstream media coverage fuels this perception by ceaseless scaremongering about the national debt. If individuals have to “tighten their belts” during hard times, then surely the government should do the same.

In fact, a major state has unique powers that allow it to stimulate without limit so long as the economy remains depressed. In times of crisis, there is enormous demand for safe assets—and there is none safer than U.S. debt, because if the American government collapses, the whole world economy would go up in smoke. Furthermore, if a country borrows in a currency it controls, as the United States does, the central bank can simply buy up the debt itself, effectively financing the borrowing with printed money. (Indeed, there is no reason why the central bank couldn’t just hand out printed money directly to citizens as a stimulus policy.) Again, there can be no economy-wide, sustained inflation so long as there is ample idle capacity in the economy.

So the money for stimulus comes from nowhere, because it can be created infinitely at zero cost, but the real resources that matter—the workers, raw materials, goods and services, and so on—come from the whole society. Depressions are easy to resolve because the entire problem is that gobs of useful stuff are literally lying around idle. All the government has to do is force enough spending into the system to get the process of circulation started again.



But fighting depressions is just the start of choices that states can make to shape their economies. The important thing to realize for our purposes is that the economic machine depends at every point on state rules and policies, and those can be radically altered without impeding economic production whatsoever—on the contrary, they can improve it, as we will see in chapter 3. How much workers collect in income for how many hours of labor, the rate of corporate profit, who owns the businesses, the characteristics of the markets they operate in—states have enormous latitude to change all these outcomes and more.

Sensible economic policy therefore should start with a moral ideology—a vision of a just society—and then arrange economic institutions that can achieve it. I am partial to the arguments of Amartya Sen and Martha Nussbaum, who have constructed an elaborate “capability approach” that values every person’s well-being as defined by their capability to achieve what they have reason to value.27 By this view, economic and social institutions should be constructed such that all people have the resources and education to live a full, satisfying life.

Philosopher John Rawls has a similar system, imagining a social contract set up behind a “veil of ignorance.”28 Roughly speaking, the idea is that if one had no idea where one would land in an income distribution, one would logically construct a society that was as equal as possible, so long as that equality didn’t interfere too much with the overall wealth of society.

However, one could equally well substitute the teachings of Jesus Christ, who said that those who care for the worst-off people in society (prisoners, the hungry, the poor, or immigrants) not only will be sent to heaven but, in caring for those groups, are caring for Christ himself: “Inasmuch as ye have done it unto one of the least of these my brethren, ye have done it unto me.” Or one could follow the words Thomas Jefferson put into the good old Declaration of Independence: “We hold these truths to be self-evident, that all men are created equal, that they are endowed by their Creator with certain unalienable Rights, that among these are Life, Liberty and the pursuit of Happiness.”

Not all share such views, of course. The other basic tendency in political-moral reasoning is hierarchy—the idea that people should be ruled by an elite and that subordinate classes must be kept in their place, by force if necessary. As Corey Robin writes in his book The Reactionary Mind, this kind of instinct is at the heart of conservative politics. When downtrodden groups—like Black Americans in the 1960s during the civil rights movement—try to liberate themselves, there is very often a backlash from groups with higher status demanding they be put back in their “place.” The great bulk of political history since the French Revolution has centered around the contest between subordinate groups trying to break free of domination and the beneficiaries of status quo privilege trying to stop them.

Expressed this way, conservatism sounds unpleasant, but I reckon just about everyone has a little conservative in them. It can be felt in the surge of anger you feel when someone has broken into your car, or the nostalgic disappointment you feel when you find that a favorite childhood tree has been cut down. Packaged properly, a conservative message can plainly appeal to a large mass audience, as evidenced by the success of the Republican Party and the British Tories over the last seventy years. But it also explains part of the appeal of neoliberalism. As we’ve seen, neoliberalism enshrined the political domination of property owners, and was often sold with thinly disguised racist backlash rhetoric. In 1996, the cover of the then-neoliberal magazine The New Republic featured a cover story demanding the passage of the welfare reform bill—and the illustration accompanying the story showed a single Black mother smoking a cigarette.29

The ostensible technical reason for the welfare reform bill was to get poor single mothers to work, but the real political fuel for it was a visceral desire to punish and discipline the poorest people in the country, who were disproportionately nonwhite. Similarly, when the propertarian Liberal Republicans ran a candidate for president in 1872, they ran on a platform of free-market capitalism and taking away the civil rights of freed slaves. Propertarian “self-regulating” market institutions tend to produce economic calamity, which makes them unpopular, but if they can be hooked into conservative moral politics, they can help politicians win elections over and over.

In any case, once one has a moral objective defined, then one can choose economic policies appropriate for that goal. (I will take for granted that the reader shares my egalitarian Christ/Jefferson/Sen opinions; if not, you can consult some Oswald Spengler.) As a simple, basic objective, we should try to wrench inequality down as far as possible, so long as it does not disrupt the system of production too much.

But you don’t have to be a political philosopher or a theologian to work out a basic moral framework. Ultimately a rough-and-ready egalitarianism is sufficient for almost all political purposes. A brief glance at American politics and institutions proves beyond any question that the current system is grossly unfair and dysfunctional. The current American elite do not deserve in any way to rule the people, and there is every reason to overhaul our society to make it drastically more equal.

So what does that mean in concrete terms? In the rough sketch given here, I have left out the welfare state, but that is a foundational part of the economies of all advanced countries, even the United States. Across all of the states that belong to the Organisation for Economic Co-operation and Development (OECD), states spend an average of about a fifth of their production on social support programs.30 The main point of these policies is to spread out the distribution of income, because classic capitalist institutions distribute income only to workers and owners of property, regardless of their needs—leaving out people who have no wealth and can’t work, and often bankrupting the sick. So on the one hand, that means setting up an income stream for all people who cannot or should not work—children, students, retired and disabled folks, the unemployed, and so on. On the other hand, policies such as a child allowance, maternity grant, or paid family leave provide extra income to account for expenses related to rearing a family, something that tends to occur early in the life cycle, when people are generally at their lowest earning potential. Other programs, such as universal healthcare (covered in chapter 7), give people not just the ability to go to the doctor when needed but also the security to know that they will not be bankrupted by an expensive illness.

In addition to providing income security for all people whether they work or not, a complete welfare state that applies to all categories of nonworkers radically changes the nature of the labor system. Under classical capitalism, people are forced to go seek work out of fear of destitution, and many cannot get a job even when they try. Stories abound about Americans working grueling hours just to pay the bills, or being driven into poverty for lack of work, and no doubt many readers have experienced that pressure themselves. But with a full welfare state—including an unlimited basic unemployment allowance, as exists in Finland—nobody has to work to survive.31 Instead, if businesses and government need work to be done, they have to coax people into it with decent hours, pay, and benefits. And this can work just fine—indeed, in Finland the fraction of prime working-age people (aged twenty-five to fifty-four) who are either employed or looking for a job is more than 5 percentage points higher than the comparable figure in the United States as of 2019.32

The labor system can be made even more just with unions, as we’ll discuss in more detail in chapter 11. Workers are said to participate in a “labor market,” but work is not really a commodity, because it cannot be preserved and held back for a better price. In any particular hour, either you work and collect wages, or you do not and that hour is lost forever. That may be a harmful loss of income, even if cushioned by the welfare state, if one has mortgage payments, childcare bills, or other expenses, as most people do. On the other hand, an employer can often find someone to take your place if you refuse the offered wage, or can wait you out until you crack.

In other words, there is a gigantic power imbalance in any labor “market” in favor of employers. That is why for thousands of years workers have attempted to band together in organizations to increase their collective leverage. A firm might be able to cast aside one disgruntled worker, but not all of them simultaneously if they are organized. A union can thus force the company to sign a contract guaranteeing relatively equal wages for all employees, protections from unjust termination or workplace abuse, and benefits such as paid vacation days.

Unions are nearly dead in the American private sector, but they have been effectively institutionalized in many European states. In Austria as of 2016, 98 percent of workers were covered by a union contract, while the figures in Belgium and Iceland were 96 and 92 percent, respectively.33 This can be achieved in a number of ways—with the “Ghent system” (which originated in Belgium but is the norm in Nordic countries today), for instance, unions are made responsible for unemployment insurance, and most all workers join up so that they don’t miss out on that benefit.34 Or with “sectoral bargaining” in Austria, union leaders and management negotiate a contract for a whole economic sector, and then the state extends the resulting contract over the entire workforce.35

As a result, the distribution of wages in these countries is dramatically compressed. In Nordic countries, the top tenth of wage earners make between 2.3 and 2.5 times as much as the bottom tenth of wage earners, while in the United States they make over five times as much.36 Incidentally, if unions are strong enough, then a minimum wage policy becomes unnecessary, because wage contracts keep all workers well above the poverty line. Indeed, in Finland a conservative business lobby recently proposed a minimum wage partly on the explicit grounds that it would weaken the collective bargaining system.37

Then there is ownership. In the United States, wealth ownership is grotesquely unequal—the top 10 percent of households own nearly 75 percent of the national wealth, and the top 1 percent own nearly 40 percent.38 The bottom half of American society owns virtually nothing. But it doesn’t have to be this way. In European countries, wealth concentration is markedly lower, particularly in Norway, where the state owns fully 75 percent of the national wealth, excluding owner-occupied housing—including the country’s largest oil company, largest telecommunications company, and largest bank.39 It’s as if the U.S. government owned ExxonMobil, AT&T, and JPMorgan Chase. There is no reason for a tiny minority to exercise dictatorial control over national businesses—indeed, even in the United States many corporate enterprises function perfectly well when they are owned by their workers (such as the King Arthur Baking Company or New Belgium Brewing) or owned by the state. The American government owns the United States Postal Service and the Tennessee Valley Authority, which are functional and successful enterprises despite decades of propertarian attacks (though Donald Trump did terrible damage to the USPS in 2020, seemingly as part of an attempt to prevent Democrats from voting by mail; at time of writing plans were afoot to repair it).

Finally, there is the structure of markets. Many leftist writers view markets with suspicion, because they are the means by which so much current injustice is perpetrated. And indeed, as we’ll see in chapter 7, a market is wholly inappropriate for structuring a service such as healthcare, because many injuries or illnesses are far more expensive to treat than even an upper-middle-class person can afford to pay out of pocket, and rationing by price means that those who cannot afford treatment would die. (The Byzantine labyrinth of Obamacare regulations shows just how much government regulation is necessary to create even a poor simulacrum of a health insurance market.)

However, the structure of a market is just as important as whether a market exists. Who sets the rules of the marketplace, the number of firms offering their goods for sale, and the background level of income inequality have enormous influence on how a market functions. If a single company controls the entire supply of some good (that is, if there is a monopoly), then it has free rein to soak the customer. Or if a company controls the market itself, it can use its leverage to squeeze both suppliers and consumers. John D. Rockefeller did exactly this with railroads to roll up his oil empire during the Gilded Age.

Amazon and Walmart, for instance, are notorious for forcing price discounts onto companies that sell items in their stores, so that they can gobble up more market share. Competing on quality becomes very difficult in such a situation, and those stores tend to become flooded with cheap junk. And with Amazon unwilling to spend the money necessary to truly police its gigantic marketplace, counterfeiting and fraud have become major problems on the platform.40 Greed and power can easily overwhelm any other factor in a marketplace and cause it to behave in bizarre and toxic ways.

It follows that for even the simplest market to function as advertised, we require an elaborate structure of state policy. Indeed, as we’ll see in chapter 3, even capitalists have often been forced to create rules and standards in markets they control to tamp down on cheating and fraud.

On the other hand, if there are a reasonable number of competitors in a market, and companies can set their own prices, and the population of customers has a relatively equal amount of income, and the goods in question are not subject to some emergency-induced shortage (in which case rationing should be used to ensure everyone can get what they need at a fair price), then a market is a perfectly functional way to distribute things.

At any rate, fully recognizing the fact of economic interdependence appears to be a difficult thing for politicians. Even Franklin Roosevelt, whose entire 1932 campaign was themed around the idea, failed to fully internalize it. In his address to the Democratic National Convention in July of that year, he endorsed a collective view of economic policy:


Our Republican leaders tell us economic laws—sacred, inviolable, unchangeable—cause panics which no one could prevent. But while they prate of economic laws, men and women are starving. We must lay hold of the fact that economic laws are not made by nature. They are made by human beings.



But Roosevelt remained leery of budget deficits, and tried to pay for as much of his New Deal programs as possible with increased taxes, mainly on the rich—which limited their stimulative effect. Then in 1937 he attempted to balance the budget long before full employment had been reached, which tipped the economy back into recession and caused his party to lose many congressional seats in the 1938 midterms. More than seventy years later, Barack Obama’s premature focus on budget deficits weakened his administration’s response to the 2008 financial crisis, leading to a sweeping defeat for the Democrats in the 2010 midterms that cost them control of multiple state legislatures and the House of Representatives. Time and time again, we have seen that submitting to propertarian orthodoxy spells disaster for any incumbent party.

In the following chapters, I will explore various aspects of collective economics, and detail how the United States can become a far better place to live by fully embracing this idea—not quitting halfway as Roosevelt did. But first, let’s consider how the tentative collective system of the New Deal was destroyed.





 

3


HOW NEO-PROPERTARIANISM CONQUERED THE WORLD

THE GREAT DEPRESSION DESTROYED classical liberalism. As we saw in chapter 1, it was already dying thanks to World War I and the difficulties of the 1920s, but the 1930s finished it off. After World War II ended, it was plainly obvious that the malfunctioning international economy had been a major factor in bringing Hitler to power, and the resulting war was the bloodiest in history. Something had to be done to keep that from happening again.

This led to a radical change of political thinking at all levels of society. Elites in almost every country abandoned propertarianism and the self-regulating market, while the broad population came to expect government action to deal with economic problems. Above all, there was a firm consensus that mass unemployment and depression must be avoided at any cost. Interfering with property rights or exchange rates, jacking up taxes, canceling debts, or just about anything else was now worth considering—whatever the side effects, they could not possibly be worse than Hitler.

That urgency fueled the creation of numerous economic institutions and mechanisms to control the world economy. These structures and thinking reflected a new hegemonic ideology dubbed “Keynesianism,” after John Maynard Keynes, though it bore little resemblance to what the man himself advocated. American economists led by Paul Samuelson produced a school of “New Keynesianism” that was essentially old classical economics with some additions bolted on to deal with recessions and government spending. Keynesianism came to mean little aside from the idea that the government could fight recessions by spending money—a gross oversimplification. Keynes’s disciple Joan Robinson, who had helped write his General Theory, called this “bastard Keynesianism.”1

Still, the system basically worked. For about three decades there was full employment, fast growth, and relative political peace across the rich world—quite a feat, considering that we had just emerged from two of the most destructive and costly wars in human history, one right after the other.

In the previous chapters, I’ve argued that the economy, far from being a naturally occurring phenomenon that should be left to its own devices, is an inherently collective system that must be treated as such, both to maximize national and international prosperity and to improve the quality of life of as many people as possible. Making that the foundation of world policy led to the greatest economic boom in history. And yet by the 1990s propertarianism and the self-regulating market once again ruled the world, eventually driving the economy and global politics into the exact same ditch of economic crisis and political extremism it had crashed into in the 1930s.

How could this have happened? Well, the world economy ran into a fresh set of troubles in the 1970s, and a new class of propertarians was ready to pounce on the opportunity and mount an incredibly successful assault on the Keynesian consensus—one that we must study if we want to have any hope of regaining control of our future.



The story of our backslide into neoliberalism begins in 1944, during the Bretton Woods conference at the height of World War II. Diplomats and economists from the Allied countries (including Keynes) gathered at a resort in New Hampshire to iron out an agreement on how to run international trade. The basic plan was to construct a managed trade system that would forestall the problems of the 1920s and 1930s, when the gold standard, competitive devaluation, and general chaos had unleashed hell.

Keynes had a brilliant idea for an “International Clearing Union” that would manage trade through a new currency, the “bancor,” to be used only for settling international trade accounts. The objective was to encourage balanced trade, so unlike the gold standard, there would be strict mechanisms pushing against both surplus and deficit. The system would be open to every country in the world. Each would pay a membership fee in proportion to its total trade, which would be used for settling international accounts. Countries with a trade surplus would get a bancor credit to their account, while those in deficit would have a deduction. Exchange rates were to be fixed, but still adjustable in case of problems. Get too far into deficit, and you would be required to devalue your currency to cut imports—but get too far into surplus, and you would be required to increase your currency’s value to cut exports. There would be a further progressive tax on bancor accounts to discourage trade imbalances. And there would be no possibility of cheating.

Since all trade would be eventually settled in bancor, all trade deficits and surpluses would eventually cancel each other out—preventing the kind of galloping collapse in international payments that was seen in the 1930s. As Keynes wrote, the basic “principle is the necessary equality of credits and debits, of assets and liabilities. If no credits can be removed outside the clearing system but only transferred within it, the Union itself can never be in difficulties.”2

Alas, power politics ruled out Keynes’s idea. The United States was emerging from the war as by far the most powerful country on earth. Europe, China, and Japan were physically devastated and had lost tens of millions of people—the Soviet Union alone, which had done the great majority of the fighting against the Nazis, had suffered perhaps 27 million deaths.3 By comparison, the United States lost only about 400,000 people, and its territory was virtually untouched by conflict.4 By 1945, it accounted for something like a third of the whole world economy.5

Therefore Keynes’s idea was shelved, and the resulting Bretton Woods system was a much more haphazard affair, geared around American needs and power at the moment. All participating countries—the United States, Japan, Europe outside the Soviet bloc, and Australia (the Soviets attended the conference but refused to join)—would theoretically tie their currency to gold, but in practice tie it to the dollar. They would be required to keep their exchange rates within a 1 percent boundary. All the pains of adjustment were to fall on countries with a trade deficit—the United States was at the time the largest exporter in the world—though the International Monetary Fund was set up to extend loans to countries with balance-of-payments difficulties (for instance, if a country was struggling to obtain gold or dollars to finance a trade deficit).

Probably more important, the wartime controls on finance were largely kept in place. After the international financial contagion of 1929–33, policymakers looked at the international movement of capital with considerable skepticism. Trading commodities was fine so long as you kept the trade balanced, but flows of money—particularly “hot” money in the form of short-term investments or speculative gambles—were rightly viewed as highly dangerous. Strict capital controls were kept in place in most countries, allowing for little but long-term investment. This was more a result of inertia than deliberate planning, but it was an extraordinary success—banking panics virtually ceased in the Bretton Woods participants, only to return in force when the system collapsed and domestic controls were rolled back.

Elsewhere, American selfishness was at least somewhat farsighted. U.S. negotiators realized that now that the war was over, a great chunk of their pristine industrial capacity would go to waste unless foreign countries had enough income to buy American products. Thus in 1948 U.S. policymakers proposed a big reconstruction grant—not a loan, remarkably—for war-ravaged countries: the Marshall Plan, named after Secretary of State George Marshall. The conditions were relatively modest, requiring mainly a reduction in trade barriers and some adoption of American business practices. The main point was to kick-start the European economy to stave off depression, encourage Europeans to buy American exports, and build up Europeans’ own internal production and export capacity from there.6

The impending Cold War, which was already taking shape, played a major part in this design. A wealthy and prosperous capitalist bloc was considered vital for containing the spread of communism. That was particularly important for West Germany, which otherwise might have been broken into more pieces. Germany had been the economic engine of Western Europe for decades, and it was thought better to keep it strong to provide a bulwark against communism, rather than break it up to forestall the risk of another Hitler. Poorer countries, unfortunately, were largely left out. Indeed, even in Europe richer nations got more money than poorer ones, since it was thought they were key to recovery. (To be fair, there was a much darker side to this story: In the name of anticommunism the United States would assist in or carry out mind-boggling atrocities across the developing world, up to and including outright genocide in Indonesia. There, in response to an abortive coup attempt that was falsely blamed on the Indonesian Communist Party, right-wing forces carried out a mass butchery of communists and suspected leftists between 1965 and 1966, with the support of the United States, that left perhaps a million dead.7)

Despite these flaws, the combination of the Marshall Plan and Bretton Woods was one of the most striking examples of international generosity and effective statesmanship in history. Under the American umbrella, Western Europe and Japan did indeed rapidly recover and rise to an American standard of living. The German-French border region, which had seen wars occur with clockwork-like regularity for hundreds of years, became a quiet, peaceful place. Indeed, most European countries harnessed their new wealth far better than America itself, building out comfortable welfare states while the United States built only a few modest additions to the New Deal.

The three decades after World War II were probably the best historical period ever for the working classes of wealthy Western countries, all things considered. Wages were growing, housing, medical care, and education were affordable, and jobs were plentiful. Of course, many people were partly or entirely excluded from the social bargain—African Americans in the United States, immigrants in European countries, and so on. Poorer countries did less well, although some, such as South Korea and Taiwan, did manage to start climbing up the development ladder.

But the economies of social democracies in Europe and the New Deal in America ran aground in the 1970s. One problem was inflation in the United States, where the government started up Medicare and Medicaid and fought the Vietnam War without increasing taxes enough to compensate. That stoked the economy, which was already hot thanks to a massive expansion of the workforce (discussed shortly), and led to steady price increases and a stronger dollar, pushing the United States toward a trade deficit. The United States was the central pillar of the whole Bretton Woods system, and that system was not designed to accommodate an inflationary America. Yet President Nixon manipulated the Federal Reserve away from slowing price increases, for fear that a recession would cause him to lose the 1972 election.8

Equally important were the increasingly successful efforts of financiers to squirm out of the Bretton Woods financial controls. One of the most important of these was Regulation Q in the United States, which capped the amount of interest banks could pay on deposits. In the mid-1950s, when British interest rates were higher than those allowed by this rule, U.K. banks hit upon the idea of borrowing U.S. dollar bank deposits and using them to back higher-interest loans in pounds—thus making a quick profit on the difference between the pound interest rate and the dollar one.9 This arbitrage was simple and hugely profitable, and soon many other banks, including American ones, were involved in similar trades.

That was the origin of the “Eurodollar” market, meaning finance conducted in dollars outside the United States. This exploded in size over the 1960s, growing from $5 billion in 1963 to $37 billion in 1969.10 Both European and American regulators, already heavily under the influence of bankers by this point, decided this market was not their jurisdiction—effectively creating a new financial and monetary system completely outside any state regulation. Skyrocketing hot money flows further strained the exchange rate system, both through market effects and through speculative attacks on currency values.

It’s worth going through an exchange rate attack as a potential example of pure financial predation. In a fixed exchange rate system, a country’s central bank needs a store of reserves to defend the value of its currency in the market—under Bretton Woods, those reserves could be either in gold or in dollars. Speculators accumulate big piles of currency, then sell them to the central bank, depleting its reserves. Simultaneously they bet against the target country’s stock market, or take out loans in the target currency and then exchange that money for a different currency, or both. If the attack succeeds (and they often have), countries are forced to devalue sharply, causing a stock market crash and sometimes a recession. But the speculator makes a quick profit from the stock bet or from repaying the loan in a much less valuable currency. Sometimes exchange rate speculators justify their acts with the argument that they are preventing imbalances from building up and creating worse damage later down the road (as George Soros did when he attacked the British pound in 1992).11 This may be somewhat true on occasion, but the argument is extremely self-serving at best, and most such attacks clearly lack even this excuse.

After Bretton Woods collapsed, such things happened much more frequently. The 1997 financial crisis in Southeast Asia, for example, was touched off by a speculative attack on Thailand’s baht (which the Thai government had pegged to the dollar), which caused knock-on disasters that eventually engulfed countries from Russia to Brazil.12 The resulting economic carnage—Indonesia’s GDP fell by almost 60 percent in two years, and did not recover for a decade—cannot possibly be justified by any kind of reference to “imbalances.”13 Toppling Thailand off its dollar peg was purest bloodsucking parasitism. That kind of behavior is extremely common in finance, and it is often tremendously disruptive to the lives of ordinary people. Businesses go bankrupt and regular folks lose their jobs or savings, just so that rich bankers can make a quick buck. Bigger states can halt this sort of thing with legal coercion, but by the 1970s, thanks to the influence of financiers and propertarian ideology, they no longer wished to try.

At any rate, years of inflation and speculation strained the Bretton Woods system and put pressure on the dollar gold peg of $35 per ounce. Gold flowed out of U.S. reserves, as it was more valuable on the open market. French president Charles de Gaulle famously exchanged his dollar reserves for American gold in protest at United States economic dominance.14 After trying various measures to prop it up, the United States went off the gold standard in 1971, allowing the value of its currency to float against all others, and that was that. As economic historian Adam Tooze writes, “Fiscal deficits and trade imbalances destabilized the Bretton Woods system. But if its foreign exchange controls had not been constantly under assault from private speculation, the system might have survived.”15



Things only got worse as the 1970s progressed, with both inflation and unemployment dogging the economy. Domestically, a new school of self-described “neoliberals,” which had been organizing since the 1950s, seized the opportunity to mount an all-out assault on the Keynesian consensus. The high inflation of the 1970s was combined with high unemployment (a combination deemed “stagflation”), which was supposed to be impossible according to the popular understanding of Keynesianism. Again, this was not Keynes’s idea; it came from Paul Samuelson, who produced a “Phillips curve” (based on the work of another economist, William Phillips) showing a smooth trade-off between inflation and unemployment—with high unemployment one would have low inflation, and conversely high inflation during low unemployment, regardless of circumstance. The presence of high unemployment and high inflation simultaneously was seen as a blow to the prestige of Keynesian economics.

Advocates of the status quo were on the back foot. They struggled to unite on a consensus explanation of what was happening, and what should be done as a response. The neoliberals pounced, blaming stagflation on the Keynesian attempt to steer the economy, and proclaimed the entire ideology discredited. They advocated an updated form of the old classical liberalism in response.

Milton Friedman was an important thought leader among American neoliberals, who were centered around the economics department at the University of Chicago—a group that would come to be known as the “Chicago School”—and he advanced an argument based on “rational expectations.” The idea is that everyone behaves like an economic agent who has perfect information—that is, all people act like self-interested businesspeople who can predict the consequences of their future actions in profit terms with complete accuracy. By this view, inflation was happening because expectations of increasing prices had become baked in. Because people had supposedly anticipated the government’s attempts to stoke the economy with stimulus, it did not work. The result was increasing prices while unemployment remained high.

Chicago’s Robert Lucas developed this thinking into a general attack on the whole Keynesian approach. His critique held that policies based on models using historical data—that is, Keynesian models—might not be any good, because people holding rational expectations would change their behavior in response to new policies. Instead, economic models should be based on rational “microfoundations” (that is, the idea that all people are independent, self-interested profit-maximizers), which were assumed, without any kind of systematic test, to produce more accurate models than the Keynesian variety.16

The heavy political slant here is obvious: all policy that regulates markets should be treated with severe skepticism. Thomas Sargent and Neil Wallace, two other neoliberal economists, even summed it up as the “policy ineffectiveness proposition.”17 Policy in this case of course does not refer to property laws, or the corporate legal structures that allow markets to exist in the first place; neoliberals welcome those (or pretend they do not exist). Rather, the target was the policies and programs that comprised the welfare state, as well as regulations to protect the environment and the working class. Of course, neoliberals admitted certain hypothetical circumstances in which regulation would be appropriate, but they placed the burden of proof upon those proposing such regulation. Anything that might “interfere” with the self-regulating market was bad until proven otherwise. (Legal scholar Cass Sunstein would explicitly enact this double standard as President Obama’s regulatory czar, forcing agencies to jump through a slew of flaming hoops before promulgating any new regulation, which disastrously slowed the administration’s response to the financial crisis and climate change.18)

Under this view, markets were once again an inescapable, pre-political institution, and all policies must by definition take this into account. At bottom, these neoliberals simply assumed government should generally not try to improve the lot of the working class or the poor too much (the benefits for capitalists of property rights went mysteriously unexamined), because it would probably make things worse. Property was once more sacrosanct.

The most extreme use of rational expectations was the Real Business Cycle (RBC) school of thought, which argued that depressions caused by demand shocks (that is, the kind of self-perpetuating collapse in spending seen in the Great Depression) cannot happen—instead, recessions and unemployment are always the result of rational, efficient adjustments to developments on the supply side of the economy.19 You can probably guess the policy conclusion: government should not try to fix recessions with monetary or fiscal stimulus.



Of course, the neoliberals were talking nonsense. It is flatly ridiculous to think RBC models explained all recessions, or even that many of them. If there had been a supply shock in 1929, for instance, then prices should have risen in response. Instead, they fell for the next four years straight. And only someone who has internalized the idea that markets are freestanding, pre-political institutions could believe that Robert Lucas’s critique is a super-insightful observation. He did have a point that government policymakers must take the citizenry’s reaction to their decisions into account, and it is probably fair to say that by the 1960s many of the bastard Keynesian economists had gotten overconfident about their ability to steer the economy. But the broader political goal that Lucas and the Chicago School were trying to establish—essentially that the government shouldn’t build a welfare state, increase taxes, regulate the banks, or try to boost employment, because people will adjust their behaviors in unpredictable ways to new rules—is absurd. If that is a decisive blow against welfare and regulation, then it is a decisive blow against all economic systems of any kind.

Of course people’s behavior is influenced by economic rules. But that is true of all social systems, economic or otherwise, because people’s behaviors are extraordinarily malleable. One natural experiment involving baboons is instructive. A study in 2004 examined how a troop of baboons dominated by large and aggressive males changed after all those dominant males caught tuberculosis and died.20 With only smaller, gentler males remaining, the culture of that troop underwent a dramatic shift, moving from a social structure characterized by endemic bullying and fighting to one with much more peaceful grooming. Conflict was still there, of course, but it tended to be resolved with peaceful methods, and the fighting that did happen was more between equally matched baboons, instead of a big one picking on a small one. Remarkably, the culture of that troop persisted even after all those original males had died off and were replaced by others coming in from outside. The new males were acculturated to the group norms, and learned to behave less aggressively.

Obviously, humans are not baboons. But it seems highly plausible that this is basically similar to why different human societies can have drastically different behavioral norms—consider premodern tribes who worshiped their ancestors and shared food in common, medieval peasants who accepted the divine right of kings and performed free labor for feudal lords, and people today who believe in democracy and corporate employment contracts. Human societies have much more complexity and choice than baboon societies, but the point is that behavioral norms are to a great degree the product of culture and learning, not the other way around.

Karl Polanyi studied premodern societies, and discovered in about five minutes that there is no evidence of an inbuilt propensity for “rational expectations.” These societies were not remotely governed by individual self-interest, and trade for personal profit was a small part of such societies, if it existed at all. Instead, people’s behavior was largely determined by status and tradition.

Hunter-gatherer societies, for instance, virtually always shared all the results of hunting and foraging collectively—even with hunters who failed to bring anything home. The potential problem of shirking was avoided by status within the tribe being based on one’s level of selflessness. As a result, “the premium set on generosity is so great when measured in terms of social prestige as to make any other behavior than that of utter self-forgetfulness simply not pay. Personal character has little to do with the matter.”21 Conversely, behaving like a business owner—that is, a selfish chiseler—was a route to social ostracism and even exile.

From a biological standpoint, this sort of behavior makes a great deal of sense. Human beings are weak and rather defenseless on an individual level; our status as world super-predator depends on large-scale cooperation, memory, and intelligent strategy. Hunting and gathering are highly uncertain activities—one day somebody might score a big find or kill, followed by many days of failure.22 A system of many groups heading out separately to maximize the overall chance of success, who then share the proceeds in common, is a highly rational way to organize such resource-gathering expeditions. The behavioral system proposed by neoliberalism, by contrast, is better suited to solitary predators or scavengers than it is to primates living in large groups.

Basically all studies of premodern societies have produced similar results. There was tremendous variety among those societies, of course, but though markets have existed for thousands of years, scholars have not discovered markets or personal profit playing a dominant social role in any societies until the advent of capitalism.23 Moreover, unlike our close cousins the gorillas, whose communities revolve around a single dominant male, or chimpanzees, whose communities are broader but extremely violent and hierarchical, humans appear to naturally sort themselves into relatively equal groupings.24

However, it would also be a mistake to claim that socialist egalitarianism is the “true” bedrock reality of human consciousness. Any of dozens of dictatorships today or in history disprove that notion. Nearly all humans certainly have some egalitarian instincts, like the sympathy pain most people experience when they watch someone else suffering and are unable to help; some fashion of sympathy is always built into any group-based society. But it is more accurate to say that group dynamics and politics can influence human groups to behave in many different ways.

At bottom, there are simply no such things as “microfoundations.” It speaks to the airless culture of economics that such an argument could come to be accepted without so much as an attempt to study premodern societies—or any societies, for that matter—to see if its assumptions held true. The Keynesian view of the 1940s through the 1960s would have been a lot stronger, more realistic, and more useful if the bastard Keynesians hadn’t stripped out most of Keynes’s more radical arguments so they could resurrect the sterile methods of classical economics. So for the policymaker, there is simply no comprehensive escape from having to make decisions about where to deploy state power, whether those decisions are based on empirical models, ideological claptrap, or just muddling through on guesses and instinct. There is no escaping policy choice, and claiming otherwise is always a way to disguise a policy agenda.

This sort of intellectual evasiveness was a signature characteristic of the American neoliberal school. It’s an important lesson in ideological combat—through careful selection of which problems to consider, delimiting the space of possible explanations, and scornful contempt of outsider critics, neoliberals created a powerful, hermetically sealed narrative about political economy. The Chicago School won not through argument but by making the hegemonic ideology one that automatically produced their favored conclusion. This wasn’t always a cynical enterprise, either—on the contrary, many people who internalized this neoliberal framework, which eventually included the elite of both American political parties, came to believe once again that markets were simply unalterable natural features of society. This kind of indoctrination influenced not just policymakers but practically the entire American business and political elite—even today, you can find it in nearly all “nonpartisan” coverage of the budget deficit from outlets such as NPR.



However, there was another school of neoliberal economists, centered around Friedrich von Hayek and the Mont Pelerin Society in Switzerland (often called “the Geneva School”). They were not nearly as influential in the American political discourse as the Chicago School, but they were a lot more honest in their argumentation. As historian Quinn Slobodian writes in his excellent book Globalists, these neoliberals did not bother much with impossible self-regulating market ideology. Instead they were fixated on the problem of democracy, as popular governments took root in former monarchies after World War I. If a democratic government has full powers over the economy, and its legitimacy is based on the consent of the majority of the population, then what is to stop that government from expropriating the wealth of the rich? The Geneva School wanted to avoid that at any cost. They frankly admitted the centrality of state power in any economic system—and then argued for a state structure that could place the market and property rights outside the reach of democratic governments. It was, in other words, overt propertarianism.

Ludwig von Mises was inspired by the example of the police violently putting down a strike in Vienna in 1907, killing dozens of union members. “Friday’s putsch has cleansed the atmosphere like a thunderstorm,” he wrote.25 He and other Mont Pelerin Society thinkers began developing ways of limiting the reach of democracy. The basic idea was to make redistribution of or otherwise infringing on property rights illegal—ensuring that violent state authority was deployed only to protect property. As Geneva School economist (and fervent racist) Wilhelm Röpke concluded, “If we desire a free market, the framework of conditions, rules and institutions must be all the stronger and more inflexible. Laissez-faire yes, but within a framework laid down by a permanent and clear-sighted market police.”26

This kind of thinking underlies many of the structures of the European Union, especially the euro currency area. Originally, eurozone members were obliged to adhere to the Stability and Growth Pact, which theoretically required a maximum budget deficit of 3 percent of GDP and a maximum national debt of 60 percent of GDP—and, should the latter target be exceeded, a plan to reduce debt levels. (This was updated to the European Fiscal Compact in 2012, which is even stricter.)27

The authoritarian aspects of this system are not subtle. France and Germany could and did break those rules several times, but less powerful eurozone states have been laid to waste by these budget strictures. After the 2008 crisis, eurozone authorities forced stupendous budget cuts and tax hikes on Greece, supposedly to help cut its budget deficit—which pushed Greek unemployment past 27 percent, worse than it ever got in the United States during the Great Depression.28 (In reality, the primary purpose was to bail out French and German banks, which had invested heavily in Greek government debt; the austerity ultimately made the debt problem even worse.)

As economist Yanis Varoufakis writes about his brief term as Greece’s finance minister in the leftist Syriza government in 2015, eurozone authorities were utterly contemptuous of his efforts to partly roll back the austerity and get some jobs and growth going.29 With a partial debt write-down and some good old Keynesian stimulus, Greece could have gotten its people back to work, fixed its infrastructure, and improved its ability to pay back its debt by boosting tax revenue. Instead, eurozone elites drained Syriza’s time and momentum with Kafkaesque bureaucratic wrangling, while the European Central Bank caused a deliberate bank run within the country by withdrawing support for Greek banks, further squeezing the government. In the pinch, Prime Minister Alexis Tsipras blinked, the party gave up on halting austerity, and Varoufakis resigned. As German finance minister Wolfgang Schäuble said during the negotiations, “Elections cannot be allowed to change economic policy.”30 You couldn’t ask for a balder statement of propertarian politics.

Just as in the nineteenth century, this resurrected version of propertarianism was straight-up tyrannical. Markets and property rights, under this system, must be protected from democratic control. However, even the crushing of Greece doesn’t hold a candle to other stories.

Many Geneva School neoliberals were also fond of Chilean dictator Augusto Pinochet, who overthrew the democratic government of Salvador Allende in a military coup in 1973 (with help from the CIA). Hayek visited Pinochet many times, publicly defended his regime, and organized a meeting of the Mont Pelerin Society in the Chilean city of Viña del Mar in 1981. As he told the Chilean newspaper El Mercurio that same year:


Well, I would say that, as long-term institutions, I am totally against dictatorships. But a dictatorship may be a necessary system for a transitional period. At times it is necessary for a country to have, for a time, some form or other of dictatorial power. As you will understand, it is possible for a dictator to govern in a liberal way. And it is also possible for a democracy to govern with a total lack of liberalism. Personally I prefer a liberal dictator to democratic government lacking liberalism. My personal impression—and this is valid for South America—is that in Chile, for example, we will witness a transition from a dictatorial government to a liberal government. And during this transition it may be necessary to maintain certain dictatorial powers, not as something permanent, but as a temporary arrangement.31



Chile would remain a dictatorship until 1990. While in power, Pinochet’s forces murdered at least 3,197 people, and tortured some 29,000, as he personally amassed a $28 million fortune.32 But hey, at least there was economic “freedom.”



That brings me back to Keynes, who is worth exploring in more detail because his economics was quite different from its conventional portrayal, and was fundamentally collectivist (despite his being something of a moderate squish in his personal politics). Again, it was not Keynesianism as advocated by Keynes himself that failed in the 1970s; it was the bastard offspring of it.

For instance, one of the foundational concepts of classical, New Keynesian, and neoliberal economics is the idea of general equilibrium. The economy is pictured as having a sort of ideal state in which all workers are employed, all products are sold, and all prices are in harmony with all others. More important, in these models the economy always trends toward equilibrium—if hit with some shock, it will always self-correct eventually. Thus in Samuelson’s New Keynesian model, you could have high unemployment for a time because prices cannot adjust downward fast enough in response to a shock, but it will all shake out eventually, and prosperity will return.

Keynes himself rejected the notion of general equilibrium entirely. In his thinking, there are always many possible conditions that the economy could trend toward, and these in turn are always moving as time passes and conditions change on the ground. Where the economy ends up at any point over the short term depends not on individuals and firms thinking rationally about their long-term incomes but mainly on the mindset of the business class and upon the state. In a typical capitalist economy, overall output depends partly on the level of private investment, which is heavily influenced by the attitude of the rich. Keynes observed what anyone who has paid attention to the stock market for five minutes can figure out: that the business and investing classes often pay less than rapt attention to long-term profitability in their investing decisions. Instead there are cycles of often-irrational optimism and pessimism, or what he called “animal spirits.” When the monied class is feeling happy and good about the future, they tend to overestimate the likely profitability of investments—and during a serious boom they fling money about with reckless abandon. Conversely, when they are feeling dour and anxious (after, say, a stock market crash), they view practically any investment prospect with suspicion. As he writes in the General Theory, the result is wild economic swings between boom and bust. Wishful thinking creates a boom, and when the boom subsides, irrational pessimism ironically creates a self-fulfilling prophecy of depression:


It is an essential characteristic of the boom that investments which will in fact yield, say, 2 per cent. in conditions of full employment are made in the expectation of a yield of, say, 6 per cent., and are valued accordingly. When the disillusion comes, this expectation is replaced by a contrary “error of pessimism,” with the result that the investments, which would in fact yield 2 per cent. in conditions of full employment, are expected to yield less than nothing; and the resulting collapse of new investment then leads to a state of unemployment in which the investments, which would have yielded 2 per cent. in conditions of full employment, in fact yield less than nothing. We reach a condition where there is a shortage of houses, but where nevertheless no one can afford to live in the houses that there are.33



That leads to the second factor, which is the behavior of the state. Keynes’s thought experiment here, which was based on the lived experience of many nations, demonstrates that economies can and do land in a place well short of full employment and production. There is no self-correcting mechanism that will fix a depression—on the contrary, mass unemployment and idle capacity can persist indefinitely. However, the state can act to fix this problem. By subsidizing consumption or investing itself, it can make full employment and production a permanent state of affairs: “The right remedy for the trade cycle is not to be found in abolishing booms and thus keeping us permanently in a semi-slump; but in abolishing slumps and thus keeping us permanently in a quasi-boom.”34 There is no full employment “equilibrium” that happens by itself, but the state can act to create that situation.

One could easily construct a genuinely Keynesian analysis that explained the problems of the 1970s. Economist Steve Randy Waldman, for instance, argues that the major root of the stagflation problem was simple demographics.35 In the 1970s, the huge baby boom generation came of age right as women started to enter the workforce en masse, creating a spectacular increase in the labor force—which in turn created a big headwind for productivity, which is calculated by dividing production by hours worked. This combined with war, welfare spending, and oil price shocks (which occurred when assertive oil-exporting countries jacked up the price of oil to punish the West for supporting Israel in the Yom Kippur War in 1973) to add further upward pressure on prices.

Keynes never would have said that a nation always has the exact same trade-off between inflation and unemployment—it depends on the circumstances of the time. In the 1970s, the U.S. economy simply couldn’t swallow that number of new workers under those conditions without creating significant inflation—especially not when wages were much better relative to today. And even despite the surge in total output and employment, many workers still could not find jobs—thus leading to high unemployment. It’s a perfectly plausible explanation, to say the least.

At any rate, these possibilities went unexplored. Instead, the increasingly dominant neoliberals advocated an updated set of policies strongly resembling those of the 1920s. They argued that workers should be easier to fire, government enterprises should be privatized, budgets needed to be balanced (especially by cutting social welfare programs), and industry had to be deregulated (especially finance); if public goals must be achieved, it should be done with market mechanisms.

They asserted these policies would increase growth and get the economy out of its difficulties. The unions, regulatory state, and welfare programs built during the New Deal and Great Society were simply too much of a drag, they said, and some would have to be sacrificed to return to fast economic growth.

By the late 1970s, these ideas were taken as conventional wisdom among political elites in most political parties. It had left- and right-inflected versions, but the “neoliberal turn” (as it came to be known) was bipartisan at its core. Conservative parties were the most fervent advocates—like the Tories under Margaret Thatcher and the Republicans under Ronald Reagan. But Democrats actually got the trend moving in the United States: it was President Carter and Senator Ted Kennedy of Massachusetts, advised by neoliberal economist Alfred Kahn, who shepherded the first big wave of deregulation, of trucking and airlines. Trucking had been regulated as part of transportation controls going back to the nineteenth century, while the New Dealers had subsidized airlines as the infant industry took shape in the 1930s, and then folded the industry into the regulatory state. The basic strategy for both industries was to try to balance competing priorities: the incomes of the workers, the price for consumers, and the need for national infrastructure. Truck drivers and flight attendants deserve a decent wage, the thinking went, but consumers also need reasonable prices and quality service. A single nation should have unifying infrastructure—all parts of the country (within reason) should have flight and truck service. Therefore the Civil Aeronautics Board (CAB) and Interstate Commerce Commission (ICC) regulated prices, rates, routes, destinations, and other parts of the airline and trucking industries in keeping with these goals.36

To 1970s policymakers coming under the neoliberals’ sway, this kind of thinking seemed like incomprehensible Egyptian hieroglyphics, or had simply been forgotten entirely. Consumer advocacy groups added to the attack by portraying the CAB and ICC—often with some justice, to be fair—as in bed with the industries they regulated.37 Clearly regulation was some kind of anachronistic garbage, doing untold damage to America’s transportation system and standing in the way of the free market, which would automatically make the system work without the government having to do anything. The CAB was thus killed entirely, while the ICC was drastically scaled back. “The Motor Carrier Act of 1980 will eliminate the red tape and the senseless overregulation that have hampered the free growth and the development of the American trucking industry,” said President Carter announcing trucking deregulation.38

The results were terrible.39 Neoliberal triumphalists later seized on evidence of declining prices as evidence their theory worked, but the price declines only followed the preexisting trend under regulation—indeed, deregulation may have led to increased prices now that both trucking and airlines are dominated by a handful of huge firms with large market power. The clearest effects were massive job losses (particularly among unionized firms), income declines for workers, market monopolization, and decreased service quality. Employee pensions and benefit packages were repeatedly raided in search of higher profits or during bankruptcy proceedings. Now with the individual profit on any one trip the only important metric for success, many small and even medium-sized cities lost most of their flight service. Airline companies began shoving more and more seats onto their planes and adding more and more fees. Many jobs that had been solidly middle-class, in particular truck driving, became grimly exploitative.

One notable casualty of this turn against workers was the Professional Air Traffic Controllers Organization (PATCO). This union had a poor relationship with President Carter and therefore supported Ronald Reagan in the 1980 presidential election. Reagan promised PATCO he would support their needs, but when the union struck for better pay and benefits in 1981, he made an example of it. The strike was technically illegal, but unions had pushed legal boundaries before without being annihilated outright. But Reagan slapped both PATCO and workers with massive fines, decertified the union from legal recognition, and eventually fired 11,345 air traffic controllers, who were permanently banned from federal employment (many ended up in poverty as a result). It took a decade to restore the air traffic controller workforce, but private companies learned well from Reagan’s example. Strikebreaking, union-busting, and suppression of both wages and workers’ legal rights all increased dramatically after 1981.40 So the deregulatory trend continued under Reagan, and actually accelerated under Clinton, as most of the last non-neoliberal holdouts were rooted out of the Democratic Party.

We’ll see in the following chapters how all the prophecies of neoliberals turned to dust. Growth in fact slowed, and the self-regulating market turned out to have all the same problems it had back in the 1920s. Making property sacrosanct is simply no way to run an advanced international economy.
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CASTING THE FALSE PROPHETS OF GROWTH OUT OF THE ECONOMIC TEMPLE

Tinstaafl: There is no Such Thing as a Free Lunch. This is a common bumper sticker slogan among people who consider themselves economically educated. The implication is that there are always trade-offs—to get anything you want, lunch or otherwise, that thing must be paid for somehow.

This sounds like commonsense truth—after all, for someone to eat a lunch, someone must make that lunch. But propertarian economics takes this sort of general thinking to an extreme conclusion about what makes the economy grow and become more efficient and productive. Business owners must not have any interference from democratic states in piling up as much wealth as possible, they argue, and people must be forced to work for those business owners. The market must rule society, not the other way around.

Neoliberals implanted this autocratic ideology in America and across the world, claiming that by drastically cutting democratic controls over economic policy, growth and riches would follow. But as we’ve already seen, that prosperity was not guaranteed—on the contrary, such measures often harmed growth, and in the process ushered in a wildly more unequal, unstable economy.

In the neoliberal worldview, constant economic growth is the top priority of any society, and so incentives are taken to be the only kind of motivation that matters—the incentive of the business owner to earn a profit, and the incentive of the worker to get a job. This view emerges quite naturally from the traditional neoliberal models of the economy mentioned above, in which capital and labor are the only direct inputs to production (and technology is basically folded in with capital). It follows that anything that reduces the incentive to invest (such as a tax on corporate profits, or on personal incomes) or the incentive to work (such as unemployment benefits) must reduce the rate of growth.

The bulk of studies “find a negative effect of taxes on growth,” William McBride wrote in a 2012 report for the Tax Foundation.1 “These results support the Neo-classical view that … that taxes on the factors of production, i.e., capital and labor, are particularly disruptive of wealth creation.” Welfare programs “may threaten financial solvency” in developed countries, wrote the Brookings Institution’s Ron Haskins in 2010, arguing that countries should add work requirements so that welfare recipients are forced to look for jobs.2

Incidentally, we can already see the strong political slant in this treatment of incentives. On the one hand, it would be harmful to place any barriers to the already wealthy accumulating yet more riches. On the other, it would also be bad for poor people to be able to get income in any way aside from working. Basically the same thing.

We can also see the basic worldview of old classical liberalism coming through again. The economy is once more pictured as something existing outside of politics—a machine that more or less runs itself—and any meddlesome tinkering from politicians can only screw it up. The people should bend themselves to fit the needs of the self-regulating market, not the other way around.

For instance, neoliberals consistently hold that almost any social benefit must come at the expense of broader prosperity—with the exception of certain public goods such as education and basic infrastructure, which some neoliberals will grudgingly admit markets will not provide adequately. Nations might be wise to invest in education and roads, but they can enjoy a comfortable welfare state only at the expense of sandbagging growth and prosperity. Conversely, if growth is coming up short, then we can bring it back by cutting the social programs that do exist. It’s as if the economy is a ship, and any welfare benefits are like barnacles clogging up the hull and slowing it down.

As discussed in chapter 3, the 1970s provided the perfect opening for neoliberals to jump in and start tearing down collective controls over the economy. As neoliberals gradually took control of both parties, endorsements of this perspective began to be seen among left-leaning journalists such as Charlie Peters, who wrote “A Neo-Liberal’s Manifesto” in Washington Monthly in 1982.3 In that influential essay, he advocated “freeing the entrepreneur from the kind of economic regulation that discourages healthy competition,” stopping automatic raises for unions, making it easier to fire teachers, and means-testing Social Security so that it helps only the poor.

Why? Because “economic growth is most important now.… Our hero is the risk-taking entrepreneur who creates new jobs and better products,” Peters wrote. Social Security must be cut because “the country can’t afford to spend money on people who don’t need it.” (To be fair, he also attacked excessive bonuses for management, and supported environmental regulation and public works.)

This would be the key rhetorical trope and policy argument of the neoliberal turn. Ditch the stifling regulations and burdensome spending programs, and rapid growth will follow. There is a trade-off between equality and growth, and America for too long had erred on the side of the former. That was the mantra chanted by thousands of economists, bureaucrats, and intellectuals working their way up the career ladder.

One good encapsulation of what became a hegemonic ideology can be found in Thomas Friedman’s 1999 book The Lexus and the Olive Tree. Here is the neoliberal policy platform that was then sweeping the globe, which he aptly depicts as a “Golden Straitjacket”:


To fit into the Golden Straitjacket a country must either adopt, or be seen as moving toward, the following golden rules: making the private sector the primary engine of its economic growth, maintaining a low rate of inflation and price stability, shrinking the size of its state bureaucracy, maintaining as close to a balanced budget as possible, if not a surplus, eliminating and lowering tariffs on imported goods, removing restrictions on foreign investment, getting rid of quotas and domestic monopolies, increasing exports, privatizing state-owned industries and utilities, deregulating capital markets, making its currency convertible, opening its industries, stock and bond markets to direct foreign ownership and investment, deregulating its economy to promote as much domestic competition as possible, eliminating government corruption, subsidies and kickbacks as much as possible, opening its banking and telecommunications systems to private ownership and competition and allowing its citizens to choose from an array of competing pension options and foreign-run pension and mutual funds.4



This straitjacket will tend to strangle democratic politics, says Friedman (listen to the clear echoes of the Geneva School):


As your country puts on the Golden Straitjacket, two things tend to happen: your economy grows and your politics shrinks. That is, on the economic front the Golden Straitjacket usually fosters more growth and higher average incomes—through more trade, foreign investment, privatization and more efficient use of resources under the pressure of global competition. But on the political front, the Golden Straitjacket narrows the political and economic policy choices of those in power to relatively tight parameters. That is why it is increasingly difficult these days to find any real differences between ruling and opposition parties in those countries that have put on the Golden Straitjacket. Once your country puts it on, its political choices get reduced to Pepsi or Coke—to slight nuances of taste, slight nuances of policy, slight alterations in design to account for local traditions, some loosening here or there, but never any major deviation from the core golden rules.5



However, in return, surrendering one’s policy control over the economy will pay dividends in the form of faster growth and greater wealth. Prosperity will compensate: “The only way to get more room to maneuver in the Golden Straitjacket is by enlarging it, and the only way to enlarge it is by keeping it on tight. That’s its one virtue: the tighter you wear it, the more gold it produces and the more padding you can then put into it for your society.”6

Friedman is usefully stark about the tyrannical basis of his model of political economy. In his world, elected representative governments will have very little space to make their own economic policy choices. The self-regulating market will not permit “major deviations”; nations can make only tiny adjustments here and there. But, Friedman promises, surrendering economic sovereignty will pay dividends in the form of fast growth and prosperity.

Unfortunately, this turns out to be 100 percent bullshit.



The first big test of propertarian economics came about twenty years earlier, from the “Volcker shock”—the actions of President Carter’s appointee Paul Volcker as chairman of the Federal Reserve. Neoliberal “monetarist” economists, following the aforementioned logic of rational expectations, predicted that the runaway inflation we discussed in chapter 3 could be solved quickly and easily with a sharp rap on the knuckles, so to speak. With inflation high for many years, expectations of price increases had become baked into the thinking of workers and firms, they argued, leading to a self-fueling upward price spiral. But if the central bank were to make a powerful demonstration that inflation would be crushed at any cost, then people’s expectations would be reset, their behavior would change, and inflation would come down quickly.7

In early 1980, Volcker thus jacked interest rates through the roof, which rose from 10.25 percent to 20 percent.8 (“The standard of living of the average American has to decline,” he said.)9 This sucked credit out of the economy by paying banks that much to park their money at the Fed. Anyone wanting, say, a home or car loan would have to beat that interest rate. Of course, few borrowers could afford to do so, and consequently credit-dependent sectors of the economy (especially home-building) collapsed. The ensuing recession was sharp but only moderately bad.

One side effect was the election of Ronald Reagan, as the economic downturn came directly before the 1980 election, thus dooming Carter to defeat. This would not be the first time that Democrats would sacrifice their own political success on the altar of propertarianism.

However, the monetarist prediction turned out to be totally incorrect: inflation only came down with grinding slowness. At first the strategy seemed like it was working, and Volcker lowered rates down to 16 percent, but prices started rising again. He was thus forced to jack rates back up near 20 percent and lower them only gradually starting in July 1981 as inflation slowly descended. Ruined home-builders mailed Volcker two-by-fours and bricks in protest, while auto dealers sent him the keys of unsold cars.10 (Suggestions from John Kenneth Galbraith that the government could directly control prices, as it had done during the red-hot war economy of the 1940s, were ignored.)11

The second half of the Volcker recession lasted sixteen months and was the worst downturn since the Great Depression at that point. Unemployment reached 10.8 percent, and labor unions were devastated—doubly so by Reagan’s direct destruction of the air traffic controllers’ union when they went on strike, as we saw in chapter 3.12 It took a vicious economic pummeling of ordinary people to bring down prices by this mechanism, not some automatic adjustment of expectations by wholly rational actors. (The monetarists, naturally, were not even slightly bothered.)

As the 1980s progressed, it turned out the structure of the American economy had changed for good. Whereas before the mid-1970s worker pay had risen in line with productivity, now it stagnated while productivity kept chugging along. The Economic Policy Institute calculates that while productivity (that is, output per hour worked) has increased 77.0 percent since 1973, hourly compensation has increased by only 12.4 percent.13
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The mechanical consequence was a steady rise in inequality, as income that was once spread throughout society accumulated at the very top. The top 1 percent of income earners went from taking in about 10 percent of total income in the mid-1970s to nearly 20 percent by the 2000s—while the top 0.1 percent went from 3 percent of total income to over 10 percent.14
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At first, neoliberal reforms still ran into opposition from powerful constituencies, which limited their reach in wealthy countries. Democrats controlled Congress for most of the 1980s, and President Reagan was forced to accept compromises to his utopian vision.

It was developing countries who got the full-strength dose of reform with the “Washington Consensus,” which contained a sort of Ten Commandments of Neoliberalism for countries needing help from the International Monetary Fund (IMF).

In the 1980s and 1990s, nations such as Mexico and Thailand got into economic difficulties for a variety of reasons. The IMF would sweep in and demand the same cookie-cutter “structural adjustment” package in every circumstance: austerity (that is, spending cuts—especially to welfare programs—and tax increases), deregulation, labor market reforms (that is, union-busting, wage cuts, and other attacks on workers), and high interest rates.15

In many cases the “rescues” made the problem worse than it had been before, even according to the IMF’s own criteria for success. Economists Robert Barro (a neoliberal, mind you) and Jong-Wha Lee studied all IMF programs from 1970 to 2000 and found that they decreased growth, eroded democracy and the rule of law, and did not improve debt burdens. “We conclude that the typical country would be better off economically if it committed itself not to be involved with IMF loan programs,” they wrote.16

A Center for Economic Policy Research paper by Robert Naiman and Neil Watkins studying IMF programs in sub-Saharan Africa also found lower growth, increased debt burdens, and nations forced to reduce spending on education and healthcare to service external debt. “Efforts to reduce Africa’s debt burden should be coupled with efforts to reduce the role of the IMF,” they argued.17 Many developing countries took to building up massive hoards of dollar-denominated assets in part to forestall the need for any such “assistance.”



Despite the shoddy track record of early forays into propertarian economics, there was one period in which it seemed like the promises of its adherents were working out, at least in the United States: the 1990s. By the late 1980s, neoliberals had mostly rooted the old New Deal attitudes out of the Democratic Party, and in 1992 one of their own won the presidency. Bill Clinton set about passing free trade agreements (most notably the North American Free Trade Agreement, or NAFTA, in 1992, and the permanent normalization of trade relations with China in 2000), deregulating finance (two big packages in 1994 and 2000), and “reforming” welfare. Aid to Families with Dependent Children—a program from 1935 that doled out checks to very poor mothers—was replaced with Temporary Assistance for Needy Families (TANF). Under TANF, benefits were capped, thus eroding their value by the rate of inflation every year; states got more control over the program (some of the more conservative ones took to spending the money on “crisis pregnancy centers,” which often lie to women about the risks of abortion); and work requirements were added. To be fair, Clinton did also pass a boost to the Earned Income Tax Credit, which helped many low-income workers, but they still needed a job to be able to claim the benefit. People with no labor income—that is, the very poorest—get nothing from the EITC.

This was classic neoliberal economic reasoning. (It was also a neat piece of political triangulation. His Republican opponent in 1996, Bob Dole, “had nothing, really, to run on,” as Michael Tomasky writes in his biography of Clinton.)18 Conditioning benefits based on work would increase the supply of labor and hence boost growth. Horsewhipping poor women into the labor market would be better for them than welfare even if they got the same money, because working at a job is morally praiseworthy. The people should serve the market, not the reverse. (The fact that the design of the EITC allowed employers to capture a substantial slice of the benefit, by paying workers less than they otherwise would have, went largely unnoticed until later.)19

Still, all this seemed to be paying economic dividends. In Clinton’s first term, the economy did fairly well, but it really got going in the late 1990s, generating a major boom in output, plus wage increases, all without excessive inflation. It seemed that propertarianism was working as advertised! Neoliberal Democrats pointed to Clinton’s record, his two presidential election victories, and the failed candidacy of George McGovern in 1972 as definitive proof that the New Deal order was dead. (McGovern, who died in 2012 and whose epic loss is now closer in time to the presidency of Warren Harding than to the present day, has since become a sort of bogeyman to scare Democratic base voters away from voting for any leftist candidate, no matter how popular.)

However, economic historians generally agree that Clinton was mainly lucky. His chair of the Council of Economic Advisers, Joe Stiglitz, later concluded that “we in the Clinton Administration took office at the right time.”20 The rapid growth was fueled by the fortuitous coincidence of very cheap oil, the rise of computing technology and the internet (the bones of which had been built with public financing long before, incidentally), and most important, Fed chair Alan Greenspan’s correct hunch that this new information sector might provide a productivity boost. He thus chose not to strangle the boom with high interest rates, disregarding neoliberal conventional wisdom that the central bank is supposed to start hiking rates before the economy gets hot, to avoid the dreaded self-fulfilling expectations of rising prices.21 If productivity is booming, then one can have fast growth without price increases, because total production will be running ahead of new spending power.

The result was indeed the best economic performance since the 1970s (though it still wasn’t nearly as good as the spectacular boom of the late 1960s). In 2000, unemployment got down to 4 percent—and this time without so much as a whiff of excessive inflation.22 It was indeed a relatively great time for average Americans—so long as you weren’t a poor mother, or thrown in jail because of Clinton’s war-on-drugs policies.

However, there were serious problems under the hood of the U.S. economy. Under Clinton’s rule, the economy became increasingly dominated by finance. Released from their New Deal chains, banks got enormous, and raked in even greater profits. Finance went from accounting for about 10 percent of corporate profits to providing about 25 percent—hitting a high of 35 percent in the early 2000s (see below). Meanwhile, thanks to new free trade policies, manufacturing fell from over half of corporate profits to about 20 percent, and total manufacturing employment plunged by 20 percent in the four years after 2000, as China and other poorer countries gobbled up much of the U.S. manufacturing sector, and remaining manufacturers packed up their factories and shipped them overseas en masse.23
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(By the way, China, like all the successful East Asian economies, never subscribed to free trade nostrums. Instead it carefully managed its economy to keep production happening domestically, especially by controlling the value of its currency to keep exports competitive.)24

And it turned out that the Wall Street wizards had not eliminated any of the old dangers of finance. Immediately after that prosperous year of 2000, disaster struck in the form of a financial crisis centered in tech stocks. The ensuing recovery was slow in both growth and job creation terms, with George W. Bush turning in the worst economic performance of any president since Herbert Hoover up to that point.

Elsewhere, financial buccaneers took to sandbagging functional enterprises for profit, loading them up with debt and then stripping their assets for a quick personal payout. Sometimes this would destroy the company—as when Carl Icahn bought Trans World Airlines in 1988 and took it private, awarding himself $469 million but loading up the company with $540 million in debt, which would eventually drive it into bankruptcy.25

Setting up a productive business and keeping it going over time is a difficult proposition. Milton Friedman famously wrote an article titled “The Social Responsibility of Business Is to Increase Its Profits,” but failed to seriously consider the obvious fact that looting and fraud are very profitable. As the Mafia could tell you, it’s much easier to strip profits out of a business somebody else already set up—especially if it’s carried out through legal financial mechanisms.

It turns out that deregulating finance had some enormous downsides—and that was nothing compared with what was coming. As we’ll see in chapter 5, financial crises produce problems that are even broader and worse, which is what happened in 1987 and 2001 (and of course 2008). Even when not sucking the life from productive businesses, a bloated and crisis-prone financial sector that routinely folds in on itself can harm the broader economy by causing bank failures, bankruptcies, and recessions.



When judged according to its stated objective of improving growth, the turn to neoliberal economics must be reckoned a failure overall. The late 1990s were the first and last time the United States got a real full employment boom under neoliberalism. On the whole, everything got worse compared with the postwar years—growth and productivity slowed, wages stagnated, and inequality skyrocketed.

Averaged over time, the differences were substantial. Robert Skidelsky, a biographer of John Maynard Keynes, calculated in 2010 that “the average American would have been 10 percent richer had the US GDP per capita grown as fast between 1980 and 2007 as it did between 1951 and 1973.”26 And after the 2008 financial crisis, things got much worse. Following the lead of economist J. W. Mason, in the figure that follows I calculate that the rate of growth per person slowed by about half compared with the 1945–2007 trend.27 As of 2019, economic output was something like 15 percent below the pre-crisis trend—an amount greater than the outputs of California and Virginia put together.
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We have seen that instead of producing fast growth, offering ourselves up as blood sacrifices to the gods of the free market did the opposite. But this raises the question of why. It could just be a coincidence—perhaps the postwar turbo-boom was a single peculiar event that couldn’t be repeated, and the still relatively decent performance of the 1980s and 1990s was realistically as good as it could get.

But this doesn’t jibe with the facts. After the 2001 recession, the economy was obviously well short of full capacity. Inflation was below the Fed’s 2 percent target for almost all of President Bush’s first term, and both job growth and output growth were distinctly weak. The economy was noticeably struggling to stay barely above stall speed—and when the 2008 crash hit, it got much worse.

So what was dragging down the American economy?

One answer is inequality. Neoliberal “reforms” had the effect of funneling money up the income ladder, as taxes on the rich were lowered steadily, unions were slowly strangled by offshoring and legal harassment, the minimum wage failed to keep up with productivity, and rules against monopolies were taken apart.

Chester Bowles, an advertising executive and head of the Office of Price Administration during the Second World War, made this argument about the 1920s and the Great Depression in a remarkable 1946 book called Tomorrow Without Fear, which was recently republished. As mentioned before, as income becomes more and more unequally distributed, it becomes harder and harder to sustain domestic consumption, because wealthy people save a greater fraction of their income instead of spending it. In turn, the wealthy have fewer and fewer places to invest the money they save, because cash-strapped consumers don’t have the disposable income that would justify investment in new businesses.

Bowles marshals statistics demonstrating that while productivity had increased by 24 percent in manufacturing and 39 percent in the electric power industry during the 1920s, pay to workers in those sectors had increased by only 10 and 6 percent, respectively. In mining, meanwhile, productivity had increased 27 percent, but pay had actually decreased by 10 percent. “All across the nation the purchasing power being distributed to our wage earners, who with their families constitute the great majority of the nation, was falling further and further behind the incomes that were necessary to buy the steadily increasing amount of goods we were capable of producing,” Bowles wrote.28

So instead of going into the pockets of ordinary citizens, as the 1920s progressed the national income increasingly went into speculative frenzies in real estate, dubious business propositions, and finally the enormous stock market bubble of 1929. Bowles concluded:


If ever it has been demonstrated that prosperity cannot continue unless enough income is being distributed to all of us—farmers and workers as well as businessmen—to buy the increasing products of our increasingly efficient system, it was demonstrated in the twenties. If we need any demonstration of the fact that our economy can choke itself to death on too many profits, the twenties provide that demonstration.

Even with the most business-minded administration in our history, even with falling taxes and a government surplus, even with everything that businessmen thought they needed to insure continued prosperity, we could not duck that basic issue for more than a few short tinsel-decorated years.29



In other words, inequality is a drag on growth. The smaller the fraction of income going to the broad mass of the population, the more the economy will bog down. Marriner Eccles, FDR’s Federal Reserve chair, made a similar argument:


As mass production has to be accompanied by mass consumption, mass consumption, in turn, implies a distribution of wealth—not of existing wealth, but of wealth as it is currently produced—to provide men with buying power equal to the amount of goods and services offered by the nation’s economic machinery. Instead of achieving that kind of distribution, a giant suction pump had by 1929–30 drawn into a few hands an increasing portion of currently produced wealth. This served them as capital accumulations. But by taking purchasing power out of the hands of mass consumers, the savers denied to themselves the kind of effective demand for their products that would justify a reinvestment of their capital accumulations in new plants. In consequence, as in a poker game where the chips were concentrated in fewer and fewer hands, the other fellows could stay in the game only by borrowing. When their credit ran out, the game stopped.30



These two perspectives are interesting not only for their content but also for how they prove that argument and evidence really did have a powerful effect on the thinking of political elites and policymakers. In the 1990s one never, ever heard this sort of reasoning coming from top advertising executives or the chair of the Federal Reserve.

Economist John Kenneth Galbraith (who worked at the Office of Price Administration as well) also pinpointed inequality as a prime cause of the 1929 crash. With the top 5 percent of households taking up about a third of the national income, luxury goods and investment became predominant sectors of the economy:


This highly unequal income distribution meant that the economy was dependent on a high level of investment or a high level of luxury consumer spending or both. The rich cannot buy great quantities of bread. If they are to dispose of what they receive it must be on luxuries or by way of investment in new plants and new projects. Both investment and luxury spending are subject, inevitably, to more erratic influences and to wider fluctuations than the bread and rent outlays of the $25-week workman.31



Steve Randy Waldman has updated this argument for modern times. Since the 1970s, household borrowing has increased along with inequality, while interest rates have declined—showing that “growing inequality required ever greater inducement of ever less solvent households to borrow in order to sustain adequate demand.”32

Neoliberal propertarians dealt with the inequality argument not by refuting it empirically but (as usual) by evasion. Milton Friedman came up with a “permanent income hypothesis” thought experiment, which imagined a society in which income is statistically equal, but fluctuates at random, and everyone knows perfectly what their lifetime income is going to be.33 Therefore disproportionate saving among the rich measured as a cross section in time could be a statistical illusion, as people making more would save more only temporarily to insulate against future drops in income. Hey presto, excess saving by the wealthy doesn’t exist—and therefore inequality doesn’t matter for growth.

This is another good window into the sociology of the economics profession, which takes great delight in contrarian arguments that deflate traditional moral values. As economist Noah Smith writes, “A clear-thinking, rational, but somewhat Asperger-y economist flouting social norms with an analysis that is insensitive but correct on technical grounds … is a narrative that, in my experience, is central to economists’ image of their profession’s social worth.”34 A whole generation of economics grad students were trained like circus seals to guffaw on cue at arguments like Bowles’s. The idea that inequality might sandbag growth was regarded as a quaint anachronism, something only weak-minded bleeding-heart liberals could possibly believe. Even liberals like Paul Krugman dismiss Bowles-style arguments out of hand.35

Friedman’s supposition combined with the dogmatic culture of economics meant that few even bothered to look at whether the permanent income hypothesis was actually true. However, some have done just such studies and found indeed that rich people do save dramatically more than the poor, and not in any way that would be explained by a desire to smooth their consumption over time.36

The permanent income hypothesis is also just, you know, flagrantly preposterous. We very obviously do not live in a world in which income is statistically equal. Moreover, as Waldman argues, the hypothesis implies that there should be no difference in inheritance between rich and poor, because everyone would spend and save in equal proportions over their lives. Any nine-year-old who can read a newspaper would correctly laugh that idea out of the room. Indeed, there are wealthy people alive today who are still passing down Gilded Age fortunes from the 1880s—according to Forbes, for instance, the Hearst dynasty is the twelfth-richest family in the country thanks to inheriting a media empire that William Randolph Hearst founded in 1887.37

But inequality is only part of the story of how growth slowed. Another characteristic aspect of neoliberal economics is financialization. We have already seen how finance has swallowed up a greater and greater share of corporate profits. A side effect of this domination was weak corporate investment, which was obvious by the mid-2000s. As J. W. Mason demonstrates, in the 1950s and 1960s firms typically borrowed for investment, spending about 40 percent of loans on factories, equipment, and so on. But that changed after the 1970s, with the proportion of borrowing spent on investment plunging to about 10 percent. Instead, corporations borrowed to “disgorge the cash”—spending money on stock buybacks (legalized by Reagan’s Securities and Exchange Commission in 1982) and dividends. “If the corporate sector lacks funds for investment, it appears to be because too much money is flowing out, not because too little money is flowing in,” he writes.38

A side effect of ruthless financiers with a laser focus on short-term profit taking command of productive business is a sharp increase in incompetence and corruption. Investigative reporter Maureen Tkacik wrote a sweeping article for The New Republic detailing how finance logic infected the airplane manufacturer Boeing, leading to the infamous crashes of the 737 MAX.39 Finance dweebs overruled Boeing’s expert engineers and insisted that they could get better margins by cutting corners and outsourcing as much as possible; the result was an automatic system that crashed the plane into the ground if it malfunctioned—“the world’s first self-hijacking plane,” she writes. This “airplane is designed by clowns, who in turn are supervised by monkeys,” one Boeing employee wrote to another in 2017.40 That does its part to harm business performance—who wants to buy a self-crashing airplane?

But fundamentally, if businesses skimp on research, development, and investment so that they can disgorge profits into the mouth of Wall Street, they obviously are going to become less innovative. One big source of growth—increases in labor productivity—will be harmed.

Another classic characteristic of neoliberalism is business concentration—the construction of monopolies (where one business wholly controls a market) and oligopolies (where a few businesses do, often in tacit coordination). In a free market, there is supposed to be competition between businesses. Customers will buy only the goods and services that are a good value for money, and therefore businesses will compete on price and quality. But if one business becomes very large, it can leverage its market power to buy up competitors, or run them out of business by temporarily dumping its products below cost. Customers are left with no choice but to take whatever the monopolist offers.

Gilded Age “robber barons” famously rolled up key industrial markets in this way starting in the 1870s. Andrew Carnegie took command of steel, Cornelius Vanderbilt railroads, William Clark copper, J. P. Morgan finance, and so on (though most such were involved in several lines of business, and all relied on relationships with financiers).

Meanwhile, other businesses operating economic choke points can leverage them to dominate a market. John D. Rockefeller used his control of railroads to drive independent oil producers out of business by charging higher prices to transport their product to market, eventually rolling up most of a fragmented oil market into one company, Standard Oil—and in the process becoming probably the richest person since the advent of capitalism.41

If a business does not have to compete, it will logically tend to spend less on innovation. It is much easier to sit back and collect monopoly profits than it is to be constantly trying to push back the technological frontier. Therefore, if monopolists and oligopolists come to dominate a country—that is, under a propertarian regime—growth will slow and the economy will stagnate.

This isn’t just a historical consideration—the modern economy is once more dominated by robber barons. The Open Markets Institute has collected data on dozens of different markets that show a stark increase in the market share of the largest companies over the last few decades. Ninety-one percent of online search is controlled by Alphabet (the parent company of Google), while Amazon alone accounts for about half of online retail. The three biggest social networking companies make up 85 percent of that market.

Outside of tech, three companies now control 75 percent of the American beer market; four companies make 97 percent of America’s dry cat food; the four largest service providers control 98 percent of the American cellphone market; the two largest cell phone operating systems (Android, made by Google, and iOS, made by Apple) run on 99 percent of American mobile phones; and the four largest appliance manufactures construct fully 100 percent of American washers and dryers.42

In a monopolized market economy, both political power and money flow up to the top. Citizens who need goods or services are forced to accept whatever the monopolist is offering. In the late nineteenth century, if you needed oil, and almost everyone did, you paid what Rockefeller was asking. Then those same companies end up in a monopsony position regarding their workers and suppliers—that is, they are the sole purchaser of labor and supply goods—allowing them to squeeze those groups as well. For instance, back in 1980, 37 cents of every food dollar spent by Americans went to farmers. Today, thanks to monopolist agricultural middlemen, only 15 cents does.43 All this also does its part to sandbag growth.

Their extreme wealth also gives oligarchs enormous control over the political system, both directly, in the form of political contributions and lobbying spending, and indirectly, in terms of subsidizing think tanks and advocacy organizations that shape political discourse—which oligarchs often spend creating propaganda to slow the economy even more. The late Wall Street baron Pete Peterson, for instance, spent over half a billion dollars between 2007 and 2011 funding a slew of pro-austerity think tanks and publications.44 His money is a big reason much mainstream media coverage continues to consider the budget deficit a fearsome problem by definition.

In addition to distorting press coverage, monopolists have also strangled journalism directly. Historically, the business model of journalism has been based on advertising, but Google, Facebook, and Amazon had gobbled up about 80 percent of the digital advertising market as of 2019. That share increased to 90 percent thanks to the pandemic, and indeed those three companies raked in more than half of all ad spending in 2020.45 This has devastated journalism across the country, as publications can’t survive on the remaining scraps. Meanwhile, other Wall Street barons have bought up hundreds of local papers and gutted them for a quick buck.46 Google in particular also has enormous structural power over the online advertising market, as it owns the biggest single marketplace for ads (its subsidiary DoubleClick), and the biggest single purchaser of ads (Ad Exchange, another subsidiary), putting everyone else in the market at a disadvantage. More importantly still, Google also gets first crack at all the data produced though all those transactions, which is immensely valuable. It could put hundreds of publications out of business at a stroke if it chose to. As Talking Points Memo publisher Josh Marshall has written, “Google’s monopoly control is almost comically great.”47 (A great part of the so-called innovation in the tech sector is actually just bleeding other productive sectors to death.)

In other words, an unregulated market supposedly free of government regulation will quickly end up controlled by unelected and unaccountable business titans. Under monopoly capitalism, it is wealthy oligarchs who decide which businesses will succeed and which will fail; what workers shall be paid, and under what conditions; where goods will be transported, and what they shall cost; and so forth. They often make poor decisions, to be sure, but they still rule—and their decisions have manifestly strangled the forward progress of the economy.

So once again the promises of neoliberalism turn out to be wildly at odds with actual results. The movement misdiagnosed the problem it was supposed to solve, failed to produce the economic goods it promised, placed vast swaths of American life under the control of ruthless business and financial barons, and set the stage for the worst economic collapse since the 1930s. The supposed trade-off between equality and growth was a false dichotomy. It was never the case that social welfare programs or regulations were an anchor chain around the neck of the economy. On the contrary, such programs provided the key restraining and channeling mechanisms that allowed society as a whole to take advantage of advances in economic production. When they were removed, the whole system slowed, sagged, and fell into crisis, dragged down by parasitic finance and ponderously huge fortunes.

But this raises another question: Should we be so focused on growth as such? That thorny problem will be the focus of chapter 5.
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SOCIAL GROWTH

IN MAY 2016, the billionaire Bill Koch raked in one of the biggest sums ever for a single wine collection, pulling in a cool $21.9 million for 20,000 bottles at a Sotheby’s New York auction.1 But that $1,095 average per-bottle price was easily bested in March 2019, when an anonymous owner netted $29.8 million, also at Sotheby’s, for a collection of just under 17,000 bottles—or an average of roughly $1,750 each.2

Meanwhile, a Federal Reserve survey conducted in 2018 found that 39 percent of Americans at the time did not have enough savings or credit to cover an unexpected $400 expense out of pocket, and a quarter skipped needed medical treatment that year over cost worries.3 Mysterious!

In chapter 4, we saw how the last generation of policymakers drastically slowed the rate of economic growth in the United States. But this howling abyss between the fortunes of the billionaire class and average schlubs who can’t afford to go to the doctor raises a deeper question—just what is the point of growth, anyway?

We shall see that the character of growth matters at least as much as raw growth per se, and much more for a country that is already rich, such as America. As a country becomes wealthier and wealthier, there is less and less of a point to compulsively pile up more total riches. Instead, distribution and control of growth take priority. Once there is plenty of economic production, the main task of government becomes harnessing that production to the benefit of all. In a rich country, managed wisely, every citizen should be able to enjoy a reasonably comfortable lifestyle. On the other hand, if the ultra-rich are allowed to gobble up most economic production, growth quickly becomes socially and literally toxic.

As we’ve learned, a propertarian economic order does not produce fast growth, as advertised; instead, the whole economy becomes geared around monopolist abuses and Wall Street asset-stripping. This illustrates part of a broader truth: as inequality and financialization take hold in an economy, growth is not just slowed but also done poorly. A top-heavy income distribution acts like a giant tumor on the body of the economy; it diverts investment that otherwise would have built enterprises or infrastructure to serve the whole citizenry into, at best, ridiculous luxury markets, or at worst, pollution-spewing industries and catastrophic financial bubbles.

Of course, people paying over $1,000 for a single bottle of wine—or indeed over half a million dollars, which is the current record—are just the tip of the iceberg of wretched excess that now fuels a major global economic sector.4 Billions are spent today on paintings, ultra-premium watches, mansions, personal yachts, and other silly toys. This reaches preposterous proportions in Middle Eastern petro-dictatorships, where vast oil wealth is at the personal disposal of ruling families. In 2013, for instance, a German shipbuilder delivered the Azzam—at 590 feet long (about the size of a smallish cruise ship) the largest motor yacht in history up to that point, equipped with a missile defense system and a submarine—to Khalifa bin Zayed bin Sultan Al Nahyan, the president of the United Arab Emirates. It cost a reported $605 million, with daily operations running a further $60 million per year.5

More ridiculous still, such incomprehensibly pricey goods are often barely used by their purchasers. Randall D. Smith, head of the notorious hedge fund Alden Global Capital, has made a king’s ransom looting local newspapers across the country, and accumulated sixteen Palm Beach mansions between 2013 and 2017 with the proceeds.6 If those are his only houses (they are not) and he does not travel at all (he definitely does, a lot), he could spend a maximum of just under twenty-three days in each house per year.7 In other news, the Department of Housing and Urban Development counted the American homeless population in 2019, and found 567,715 people without a place to live.8

But it gets far worse than ridiculous waste on wine and yachts. When capitalists dominate the growth process, it becomes socially cancerous. This phenomenon was most obvious in American history during the second half of the nineteenth century, when the state became dominated by capitalist barons. In Railroaded, the historian Richard White argues that the entire period was fueled by “dumb growth,” as Wall Street buccaneers drove rapid growth, building far more railroad infrastructure than any business calculation could have possibly justified. Failing railroad firms routinely required state bailouts or simply collapsed, and thousands of miles of track rusted away to nothing—yet the rail barons still became enormously rich by siphoning short-term corporate profits into their protected personal accounts and repeatedly securing state subsidies. The new railroads also transported countless white hunters, who exterminated millions of native bison in a frenzy of mindless slaughter, with little of the resulting meat or hides even making it to market—part and parcel of a genocide that largely erased the Native American communities wherever whites were established. The bison were replaced by cows in a business that made nearly as little sense as the railroads, despite the cattle barons running most of their herds on public land, much of which was straight-up stolen from those same Native Americans.

“The railroad corporations that I have examined here were unsuccessful and powerful. My guys could be ruthless, but their corporations were failures constantly in need of subsidy and rescue,” White writes. “The issue is not whether railroads should have been built. The issue is whether they should have been built when and where they were built. And to those questions the answer seems no.”9

In another book, The Republic for Which It Stands, White cites research showing that the height and life expectancy of Americans (a reasonable proxy for nutrition and quality of life) steadily declined for almost the entire nineteenth century, only bottoming out in the 1890s.10 As full-blown capitalism took hold across the country, cities were poisoned by industrial effluent, factory farms produced contaminated and low-quality food, poor sanitation led to regular outbreaks of disease, workers were constantly maimed or killed in dangerous factories and railroads, and with the capitalist class hoovering up the lion’s share of income, the citizenry struggled to afford basic necessities. Attempts to regulate working conditions or raise taxes to provide for things such as public sanitation were, of course, ferociously opposed by business. It’s always cheaper for a firm to just dump its pollution into the nearest river instead of cleaning it up properly, and as a rule business owners hate meddling bureaucrats telling them how to run their operations, even if it’s to prevent children from being torn apart by spinning machinery. An industrial oligarchy treats its workers as disposable, the public commons as a waste dump, and any possible restraint on their activities as an intolerable threat to their power and profits.

The final quarter of the nineteenth century was when capitalists achieved near-total domination over the U.S political system. It’s often called the Gilded Age, after a satirical Mark Twain novel. (A gilded product is something cheap covered with a thin layer of gold to make it look expensive.) It’s critical to realize once again that this was not an era free of government regulation. On the contrary, the robber barons colonized state power and turned it to their own uses. Financier Jay Gould, for instance, lost a railroad strike to the Knights of Labor in 1885, and faced another in 1886. To beat his workers into submission, Gould decided to sue his own railroad into bankruptcy with another part of his business empire. That drove it into federal receivership, transforming railroad workers into government employees under the control of a court-appointed receiver, who was naturally a Gould crony, named John C. Brown. Brown quickly declared any strike an attack on the federal government, allowing him to call in federal marshals or even the army in case of a labor dispute. The Knights indeed lost the ensuing strike.11

When legal chicanery didn’t work, oligarchs would sometimes resort to extreme state-backed violence. In 1914, Colorado mine workers went on strike and constructed a large encampment near the town of Ludlow. Colorado National Guard and private security forces broke the strike by setting the camp ablaze and opening fire with machine guns. An estimated twenty-one people died, including eleven children who were suffocated under one of the burning tents.12 Under a system of propertarianism, political domination is usually rather subtle, coming in the form of slanted contracts, chronic unemployment, political corruption, and so on. But sometimes it means a bullet through the head or being burned alive.

But legal tricks like Gould’s were just part of a broader strategy among robber barons to turn the legal system into their own private government. As White explains, their legal toadies developed a preposterous reinterpretation of constitutional civil rights as protecting corporations from regulations of the labor market, which eventually received constitutional sanction from the Supreme Court. Their reasoning was so slapdash that in the case that granted corporations Fourteenth Amendment protections, Santa Clara County v. Southern Pacific Railroad, the justices did not even explain how they came to the decision, or what it would mean. By this logic, “the courts potentially made licensing laws, strikes, boycotts, the closed shop, and even some public health regulations the legal equivalent of slavery,” White writes.13

As I noted in chapter 2, there is no such thing as deregulation (unless we consider a country that simply collapses into violent anarchy). All markets are created and sustained by the legal system, and the way they operate varies tremendously based on the rules the state enforces. Corporations themselves are entirely a legal construct. All important political choices are about how to deploy the state’s authority, not whether to reduce it; indeed, as we have seen, capitalist-style regulation often means calling forth the most nakedly coercive state power—namely, armed police and soldiers.

Capitalist domination also makes the economy unstable. As we saw in chapter 4, when the economy is severely unequal, rich people have fewer places to stash their money away, because the masses don’t have the income that would justify investment in new businesses, houses, and so on. Financial assets such as stocks can become more valuable if the underlying enterprise becomes more profitable, but they can also become more valuable if lots of people simply bid the price up. And when there is an ocean of money chasing a limited number of assets, that possibility becomes more and more likely.

In other words, severely unequal economies are prone to financial panics—especially if controls on the financial sector are weak, or get removed. The nineteenth century suffered repeated financial crises: in 1837, 1873, and 1893.14 There was yet another panic in 1907, and the worst one of all occurred in 1929 (which I will discuss shortly).

New Deal regulations abolished financial crises for about fifty years, but they started happening again almost immediately after President Reagan began cutting away at those regulations in the 1980s. The end of that decade saw a huge collapse of savings and loan businesses (a type of small-scale bank that accepts deposits and makes loans). S&Ls were hit hard by the high interest rates of the early 1980s, and Reagan allowed them to invest in risky corporate debt. The collapse destroyed about a third of the S&Ls, and the resulting bailout cost about $800 billion (adjusted for inflation), though the broader damage to the economy was relatively limited.15

The next bubble came just a decade later, in tech stocks. In the late 1990s, a frenzy of speculation inflated the stock prices of start-up companies without a prayer of ever turning a profit, like the notorious Pets.com. Hundreds of businesses went belly-up, and the NASDAQ stock index lost 78 percent of its value between 2000 and 2002.16 This time the collapse touched off a mild recession, in which recovery both of jobs and growth was sluggish.17

The next bubble deserves closer scrutiny, as the memory is still fresh and the history is instructive. It started inflating almost immediately after the dot-com bust, as Wall Street turned away from tech and started investing in the housing market. Simultaneously, foreign demand for dollars (as other countries needed them to settle their international accounts, to protect themselves against speculative attack, and to ward off IMF “help”) stimulated the production of all kinds of dollar-denominated assets—and housing debt was one of the biggest untapped markets. Financiers created all manner of new investment products on the back of home mortgages, which fueled a housing construction boom and a steep run-up in real estate prices.

The key mechanism was the mortgage-backed security, which is basically just a big pile of mortgages. The original idea behind such securities (which have existed for decades) was to free up bank capital and thereby encourage more home loans. But in the 2000s, their purpose became deception. Mortgage lenders figured out that they could make risky loans to unqualified borrowers (that is, people who would likely default) and then quickly sell the loans off to a third party on Wall Street, who would package them into securities deliberately designed to be nearly impossible to understand, thus hiding the bad loan. These securities would often be sliced and diced into yet more securities—eventually traders developed the “synthetic collateralized debt obligation,” with which they could effectively bet on a housing security without actually owning it (and thus make an unlimited number of gambles on the same asset).18 Trillions of dollars in financial assets grew on the back of the U.S. housing market. Through the magic of complicated, obscurantist math and models, Wall Street wizards “proved” that these securities were as safe as U.S. government bonds. Suborned ratings agencies, who were paid by the banks to rate these products, stamped most of them as investment-grade—and almost nobody actually read the documents to see what kind of loans they were made of.19

It seemed Wall Street had created a virtually risk-free asset where investors around the world could park their money. That further stoked demand for more home loans to feed into the securitization machine. But there was a problem: virtually everyone who could actually afford to buy a home had already done so. Lenders solved this by dropping their standards to nothing. The worst ones took to giving out so-called NINJA loans to people with no income, no job, and no assets. These typically had a low initial “teaser” rate, which skyrocketed after a few months. Others took to tricking ordinary buyers—especially African Americans—into these awful loans because they were more profitable. A whistleblower from Wells Fargo testified that management had pushed sales teams to steer “mud people” into dangerous “ghetto loans,” because they carried greater fees.20

All of this bid up home prices across the country—by the early 2000s average home prices had clearly diverged from their previously strong relationship with rent prices, indicating a bubble inflated by speculation—and fueled a gigantic surge of house-building, especially in the sprawling suburbs of the Sun Belt. In strictly zoned cities such as New York or San Francisco that didn’t have anywhere to expand, the price increases were particularly dramatic. Private residential investment as a fraction of the economy surged to its highest level since 1950, when millions of World War II veterans and workers were all buying homes at the same time.21

This, of course, eventually touched off the 2008 recession—the worst financial crisis since 1929. Most of the biggest financial players around the world had invested heavily in toxic mortgage assets. Meanwhile, over the previous decades a “shadow banking sector” (basically a collection of financial companies and systems that provide bank-like services, mostly for other banks and large corporations) had grown up outside the control or protection of any regulator.22 When Wall Street finally ran out of suckers to trick into doomed mortgage loans, housing prices stopped going up, people were unable to refinance, and the securities started to fail.

That in turn sparked galloping panic in the unregulated funding markets that big financial firms relied on to meet their daily obligations. Smaller investment banks started to burn through their cash reserves and teeter on the edge of collapse. Eventually even the biggest companies were threatened—especially AIG, the world’s largest insurer, which had made billions in subprime bets. If it had failed, it would have knocked down even the biggest Wall Street players like ninepins.

The rest of the story is reasonably well known. The Bush Treasury Department stepped in with a gigantic cash bailout for the rest of Wall Street, while the Federal Reserve straight-up nationalized AIG and stabilized the rest of Wall Street with trillions in credit. The Fed also saved the banking systems of Japan, the United Kingdom, Switzerland, and the eurozone—all of which had enormous exposure to dollar-denominated toxic assets but, unlike Russia and China, had not accumulated much dollar reserves—by allowing them to exchange their currencies for dollars, effectively allowing them to print dollars at will. Effectively, it was as if the Fed had become the lender of last resort for the entire planet.23

Global finance was saved—but the rest of the economy was not so lucky. Half of the middle class’s wealth (mostly tied up in homes) evaporated. The Obama administration passed a stimulus that was less than half as big as it needed to be, which stopped the recession, but then quickly pivoted to austerity to reduce the budget deficit. This locked in an inadequate recovery, especially when Democrats lost the House in the 2010 midterms, largely because unemployment was 10 percent on Election Day.24

Meanwhile, rescuing the financial system without drastically restructuring it proved to have devastating side effects. The Obama administration was so fixated on financial instability that it quietly used a homeowner assistance fund to give the banks another backdoor bailout.25 The reasoning was that the banks would be harmed by reducing the outstanding amount on underwater mortgages or by letting people erase their mortgage debt in bankruptcy. There was “$750 billion of negative equity in housing—the amount that mortgages exceeded the value of the houses,” Obama economic adviser Austan Goolsbee told the writer Reed Hundt.26 “For sure the banks couldn’t take $750 billion of losses and for sure the government wasn’t willing to give $750 billion in subsidies to underwater homeowners, to say nothing of the anger it would engender among non-underwater homeowners.” As a result, homeowners ate the loss, and about 10 million of them lost their homes.27

These foreclosures were often illegal. As journalist David Dayen writes in his book Chain of Title, during the bubble years, banks were often extremely careless with their paperwork when they were slicing and dicing mortgages into all those securities. So when it came time to foreclose, they often simply forged the necessary documents. This was the “robo-signing” scandal—it turned out that the banks had whole floors of people committing document fraud on an industrial scale, where people paid $13 per hour would falsely attest to “personal knowledge” of complicated mortgage files hundreds of times per day.28

And that was only part of an ongoing epidemic of financial crime that stretches back into the bubble years. Wall Street banks rigged municipal bond markets, tricked their customers, and lied to investors—indeed, Goldman Sachs famously built a subprime mortgage asset stuffed with toxic waste, sold it to other investors, and then bet against it. The Securities and Exchange Commission sued Goldman Sachs for misleading its clients, but the company escaped with a wrist-slap fine of $500 million and an admission that their marketing materials “contained incomplete information.”29 HSBC laundered money for drug cartels and other criminals.30

Yet the Obama Department of Justice did almost nothing about this epidemic of crime, as journalist Jesse Eisinger writes in his book The Chickenshit Club. Only one midlevel bank executive was put in prison over financial crisis–related crimes, and again and again the banks got away with minor fines paid by their shareholders. The reason, again, was that if Wall Street was truly held to account, the economy might collapse. “I am concerned that the size of some of these institutions becomes so large that it does become difficult for us to prosecute them when we are hit with indications that if you do prosecute, if you do bring a criminal charge, it will have a negative impact on the national economy, perhaps even the world economy,” Attorney General Eric Holder told the Senate Judiciary Committee in 2013.31 (He later walked back his comments.)

Unsurprisingly, the crime spree continues to this day. In February 2020, Wells Fargo got yet another wrist-slap fine for a fourteen-year history of rigging their sales numbers and illegally inflating their stock price by adding new accounts to their existing customers without asking, or just making up false identities to create fake accounts.32

The point of going over all of this history is to emphasize how grotesquely these free financial markets failed at their appointed task. According to neoliberal theory, banks are supposed to “intermediate” between savers and borrowers, channeling capital to its most productive use. Instead, they first directed trillions upon trillions of dollars in capital directly into the incinerator, and were saved from self-immolation only by trillions more in cash and credit from Uncle Sam. That crisis in turn touched off the worst economic downturn in eighty years, strangling overall growth to this day. The bubble didn’t even create a surplus of housing—after the crisis, residential investment collapsed to its lowest level as a share of the economy since 1947, and stayed there until 2014.33 Even today, thirteen years later, it is just returning to the 1945–2007 average (thanks in part to the enormous pandemic rescue packages). A brief glut of McMansions in the suburbs turned into a severe housing shortage in many cities, caused by the years of low investment and many of the foreclosed homes becoming blighted.

Unless tightly controlled by the state, a financial sector first sucks the life out of the rest of the economy, and then uses the proceeds to take control of the political system. And it wasn’t just fear that motivated the Obama administration’s decisions; there were plenty of financial motivations as well. Obama himself is now giving regular paid speeches before Wall Street banks at $400,000 apiece, while his former treasury secretary, Tim Geithner, is running a hedge fund.34



So let’s return to the Great Depression. The stock market frenzy of the 1920s was a similarly two-sided disaster. During the bubble years, ordinary business logic went out the window, and billions of dollars were directed into what amounted to fraud schemes. As Chester Bowles wrote in Tomorrow Without Fear:


The important thing to remember is that much of the investment of those years in new factories and equipment was not made with a rational eye on the long-range profitable market for the product which the new factory was to produce. Many businessmen had long since quit asking questions of this sort. Almost any project, no matter how farfetched, no matter how impractical, found a backer. In fact, it often found ten backers where one was sufficient.

Let there be a rumor that a real-estate boom was in the making, as in Florida, and thousands of speculators with hundreds of millions of dollars were on their way to Florida to get in on a good thing. Let there be a rumor of a corporate merger, and stocks skyrocketed on the assumption that this was simply the first move toward bigger and better profits.35



When the bubble collapsed, it sparked the biggest economic disaster in world history. Thousands of U.S. banks failed, GDP fell by nearly a third, industrial production fell by almost half, and unemployment rose to 25 percent. It seemed as though American democracy was about to fold in on itself.

People have written whole books on the Depression, of course, but what is most interesting for our purposes is that the response from the political leadership in the 1930s was radically different from that in the 2010s.

In contrast to President Obama, President Roosevelt and New Dealers totally overhauled American society. Instead of spending most of their political capital on saving the corrupt, dysfunctional finance system, they rebuilt it from the ground up, and clapped the fresh banks with ironclad regulations to prevent a recurrence of the crisis, which worked. Financial criminals were relentlessly hounded by law enforcement and congressional investigators; even President Hoover’s treasury secretary, Andrew Mellon, was investigated.36 Instead of panicking about the budget deficit after only two years, the administration pushed a gigantic fiscal stimulus—amounting to 40 percent of the size of the 1929 economy (or about seven times larger than Obama’s stimulus).37

These reforms and projects radically transformed the lives of ordinary American citizens. Laws and regulations cleaned up America’s food and water, ended child labor, reduced working hours and made workplaces dramatically safer, provided electricity to the cities and the countryside, eradicated diseases such as malaria and hookworm (both were once endemic in the South), connected communities across the country with highways, bridges, and airports, protected cities and towns from floods with dams, and provided the start of a pension system for the old and disabled.38 New protections for unions sparked a spectacular surge in labor organizing—by the late 1940s about a third of American workers were union members, and received higher wages and many employment protections as a result.39

The New Deal was hesitant and incomplete in many areas (especially because the swing voters in its coalition were racist southern Democrats, who demanded many grim compromises with white supremacy), but its ambition was still staggering. A single agency, the Public Works Administration (PWA), was in 1934 consuming 74 percent of the cement production of the entire country, and 40 percent of the steel.40 The PWA built some 34,500 projects across the country, from rural roads and post offices to the Lincoln Tunnel and Grand Coulee Dam—to this day the largest single electricity-generating station in the country (though that required later upgrades, and some nuclear plants exceed it in overall production).41

The Works Progress Administration worked mainly on smaller projects, but employed more people: some 8.5 million.42 It mainly built roads, airports, bridges, and the like, but also the Tennessee Valley Authority (TVA), a gigantic power-generation and flood-management system that covers parts of seven states. That in turn was part of an overall New Deal effort to bring the American South—which had been an economic laggard since the end of the Civil War—up to par with the rest of the country. To this day the TVA is a major source of electric power and employment in the region.

The Roosevelt administration also crafted a suite of agricultural programs to address the farming crisis specifically, because back then about a quarter of Americans lived on farms.43 The strategy was a mixture of planting restrictions to reduce supply (and hence increase prices) and direct subsidies so that farmers could enjoy an income roughly on par with that of workers in cities.44

Again, much of this was somewhat haphazard and incomplete. Roosevelt briefly turned to austerity in 1937, which caused another recession; genuine full employment would not come until World War II. But at bottom, the New Deal changed a country that was falling to pieces into one that was basically functional. As a result, life expectancy—which had started to rise because of the limited reforms of the Progressive Era, only to fall during the Depression—began a steep upward climb.45 Incomes rose for the working class, and inequality fell dramatically. A big reason the United States was able to fight both Nazi Germany and imperial Japan simultaneously was the New Deal’s projects—indeed, many of the biggest ones were repurposed for war production in the late 1930s and early 1940s.46



The destruction and excess of uncontrolled capitalism is not just a waste of resources; it is politically poisonous. All governments require legitimacy. This is obtained in democracies through a social contract that produces broad buy-in from a critical mass of the citizenry—a widely shared belief that if people behave according to traditional norms, then they can expect a decent life. Obviously this has never been achieved perfectly in the United States—even during the peak of the post–New Deal golden years, African Americans were largely excluded from the social contract—but comprehensively shattering that bargain risks extremism or revolution.

When millions are living hand to mouth while a tiny elite flies around in private jets, piles up dozens of homes, and spends millions of dollars on fancy baubles, it produces disillusionment and resentment. A severely unequal, dysfunctional economy is a breeding ground for demagogues and charlatans, who blame the problems on despised out-groups, stirring up xenophobic fury. It is no coincidence that Adolf Hitler came to power when unemployment in Germany was about 30 percent.

The tremendous danger of economic dysfunction was not lost on Franklin D. Roosevelt, who viewed the New Deal as an urgently necessary remedy to stave off extremism and preserve American democracy. As historian Eric Rauchway writes in his book Winter War, only a couple of months after the November 1932 election, “Adolf Hitler had become chancellor of Germany by rallying citizens to a violent, racist vision of national greatness, and Roosevelt worried that a similar movement could arise in the United States if Americans did not find reason to renew their trust in the institutions that governed them.”47

And Roosevelt succeeded. An entire generation of Americans was turned away from revolutionary extremism or simple despair, instead becoming committed democratic citizens. Conservatives howled that the New Deal was creeping communism, but in fact Roosevelt was explicitly trying to forestall that possibility. For a democratic government to avoid being toppled by a revolution, he figured, the citizenry must be cut in on a share of prosperity. Modern conservatives can indulge their antigovernment fantasies only if there is a foundation of functioning government and a modicum of equality; if these disappear, then the society will quickly crumble. The post-2008 era has been called a Second Gilded Age, and just like in the first one, American life expectancy has fallen steadily for years.48

All this leads to a general conclusion: to get a high-performance economy that actually delivers the goods to the citizenry (both literally and figuratively), nations must manage their economic affairs carefully. Letting Wall Street speculators direct national investment based on whatever bubble happens to be inflating, or whoever has the best political connections, does not create broad prosperity. Social growth requires regulations.

Even the most selfish businesspeople are often led to this conclusion in their own affairs. In the book Nature’s Metropolis, historian William Cronon tells the story of how Chicago became a center of wheat trade in the nineteenth century. When the wheat business was first getting going, farmers would load their crops into sacks and sell them individually. Then grain traders figured out that it would be a lot more efficient to simply load all the grain into train cars, store it in steam-powered grain elevators, and then both buy and sell wheat by weight. No laborious fussing about with sacks needed.

But this posed a problem, because not all wheat is the same. The traders came together in the Chicago Board of Trade (a private association that would later become one of the biggest financial markets in the world) and devised a system of wheat grades based on quality and harvest dates. That in turn created a cheating problem, as farmers or traders could get better money by passing off dirty wheat as the good stuff, or grading their wheat higher than it really was. The traders had to institute random inspections to ensure quality and consistency, lest the whole market be undermined by fraud and Chicago loses market share to another city. Anybody who cheated risked being locked out of the entire market.49

In other words, the Chicago Board of Trade had to invent regulations to make their market work at all. Of course, because the authorities here were not accountable to anyone but rich merchants, the regulations were slanted and often broke down. Financiers routinely cornered the Chicago market on one or another commodity and caused disastrous price gyrations, but were not punished because they were too well connected. But the fact that ruthless businesspeople could not avoid the logic of market rules even in their own private domains is telling.



All that said, the United States is still rich today. In a country like this one, growth should be viewed with a pragmatic and somewhat skeptical eye. Boosting productivity so a country can have more output for less work and fewer raw materials is generally good, but if we’re just talking about working more or fueling socially toxic business, it is not. (Indeed, as we will see in chapter 6, in some areas there is certainly too much output.)



At bottom, increased productive efficiency—real efficiency, in the form of more output for the same amount of work, not some accounting trick from Wall Street—can and should be a broadly positive thing. It means more potential time off, more potential income for both workers and nonworkers, and a smaller potential uptake of raw materials.

It makes sense for a poor nation to focus mainly on growth. Impoverished people live shorter, sicker lives, and a decent standard of material comfort hugely improves people’s well-being. Everyone is better off when they have enough to eat and a roof over their head. Then as national income grows, a nation can purchase better infrastructure, medical and sanitation services, and other items that make places nice to live in.

But the United States is not a poor nation. On the contrary, even after a generation of neoliberal disasters it is still at the cutting edge of world economic productivity, roughly tied with Germany and France. We have way more than enough income to provide the whole American citizenry with a decent standard of living. We must simply choose to provide it.
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MAKING AMERICA GREAT FOR THE FIRST TIME
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THE BROKEN AMERICAN LABOR SYSTEM

AMERICANS ARE HARDWORKING PEOPLE: in 2019, we collectively worked 257 billion hours, or 1,779 hours for every worker.1 That is far, far more than in comparable rich countries. Sometimes Americans take pride in their supposed workaholism as a demonstration of our national grit, but the reality is that not long ago American work time was about average compared to other rich countries. It is recent policy choices (or the lack thereof) that force Americans to work that much.

Far too many Americans have few or no vacation days, or not enough pay to enjoy them properly; or work hundreds of hours of unpaid overtime; or are forced to choose between parenthood and a job; or spend their old age hunched over a cash register for lack of income or insurance—or spend years fruitlessly searching for work that does not appear. Time off is good for workers, but one must have a job to be able to enjoy it.

It is even more senseless when one considers how rich the United States is. A poor nation might need to work hard just to produce enough to survive, but America is swimming in wealth. Those 257 billion hours are a gruesome excess of toil, a huge nation of people pouring out their precious, irreplaceable lives in pointlessly enormous quantities of work—while at the same time, a smaller number of people are destitute for lack of employment.

However, it doesn’t have to be this way. The United States could be a vacationer’s paradise, with weeks of paid vacation for every worker, while at the same time providing jobs to nearly all those who currently lack them. America has long since solved the hard problems of economic production. This is a very rich country—all that is lacking is a sensible and moral ordering of the labor system.


HOW OTHER COUNTRIES WORK

Let me start with some international comparisons to explore how awful the American labor system is. First, we work far, far more than our counterparts in rich European nations. The OECD collects national statistics on labor, which are shown in the following figure. Among peer nations, the United States is tied with New Zealand for the most working hours.

[image: ]
If we worked as much as the Danes, Americans would have about ten weeks of extra free time every year. But it gets even worse, because we must account for differences in wealth. Across almost all countries, there is a clear trend: the richer the nation is, the less time its workers spend on the job. It makes intuitive sense—the more production a nation’s economy is throwing off per unit labor, the more free time workers can have. European countries have typically chosen a mix of greater wealth and greater free time.

But not so much in the United States. In the following figure I have plotted hours worked against GDP per hour worked for all OECD countries (except Luxembourg and Ireland, which have inflated GDP figures due to corporate tax dodging, and Turkey, which does not have recent working hours data). We see that the richer countries get, the fewer hours they tend to work—but we also see America’s outlier position:
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If we measure the distance from the trend line in hours, we find that workers in the United States work 299 more hours than its enormously wealthy economy would predict—making it by this measure the most overworked country in the world by far.
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Again, this is a relatively recent development. As noted, almost all rich nations have reduced their work hours as they have become richer. But this is not true of the United States. Among wealthy OECD nations with data going back that far, the United States was in the middle of the pack in 1970 (shown in the thick black line). But unlike every rich nation except Sweden, we have barely cut working hours at all since then (and Swedes were already ahead of the leisure curve in the 1970s):
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In addition to sheer overwork, Americans are also trapped in a brutal labor system. There is only meager support for the unemployed and disabled, and virtually nothing for people who have dropped out of the labor market. We have no mandatory paid family or sick leave, and hardly anything to help workers transition between jobs.

Take unemployment insurance—payments to workers who lose their job. This varies considerably across countries, both in funding and in institutional structure, but we can take a quick glance to see how much income drops during a period of unemployment.
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Now, this changed a lot during the coronavirus pandemic. The CARES Act contained a huge boost to unemployment benefits—a flat $600 per week—that made American unemployment the most generous in the world by far. Some very low-income people who got laid off were paid double or more what they had made working. However, this was a temporary boost. At the time of writing, a more modest addition of $300 is set to expire in September 2021.

Additionally, the United States scores much worse on another employment-maintenance metric. Almost all wealthy nations have a sizable complex of institutions to catch workers who lose their jobs and slot them into new ones—active labor market policies (ALMPs). That includes things such as worker retraining, job placement centers, subsidies for employers who hire the long-term unemployed, and so forth. The idea is both to help keep people employed and to keep the economy productive by avoiding waste of human potential.

The next chart shows the fraction of GDP dedicated to ALMPs as of 2015 (the data are somewhat out of date but there haven’t been large changes since then). Denmark spends fully 2.1 percent of GDP on ALMPs, while Norway spends only 0.5 percent. But the US is not just dead last among rich nations, it’s nearly in last place among all OECD nations, spending just 0.1 percent of GDP on these programs (only Mexico is stingier).
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This near-total lack of ALMPs helps explain why while employed Americans work a great many hours, the fraction of the population participating in the labor market (that is, the employed population plus unemployed job-seekers) is relatively low. Here we see the percentage of the prime working-age population (ages twenty-five through sixty-four) in the labor market across rich OECD countries:
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As we have seen in previous chapters, a propertarian labor system deliberately makes unemployment brutally unpleasant in order to horsewhip people into the labor market, where they make profit for business owners. All Republicans and many Democrats still try to make this happen, as evidenced by the work requirements built into welfare reform, the Earned Income Tax Credit, and many other programs. But the result is that instead of getting jobs, many people simply give up. The most successful labor systems in the world today are rationally managed—helping people into work rather than bluntly coercing them—to avoid a pointless waste of human lives.

Another labor problem America has failed to address is bearing children. Parenthood presents a problem for a worker, for three reasons. First is that raising a child takes a tremendous amount of time, energy, and money—thus conflicting with work. Second, even when a child is old enough to be placed with a nanny or daycare, such care can be prohibitively expensive. Third, compounding both other problems, is the fact that the prime childbearing years are in young adulthood—when people are starting their careers and their salaries are usually at their lowest point.

These obstacles were more manageable in previous eras when it was feasible to support a family on one middle-class salary. But since the 1970s, both parents generally must work if a family is to remain solvent—even quite far up into the upper middle class. Additionally, of course, many women quite rightly want an equal chance at jobs and career success.

That’s why other countries have built out the welfare state to help parents. The usual approach is paid family leave, in which new parents have their salary paid by the government while they take time off work to care for an infant, plus some sort of daycare subsidy to cover the time between infancy and school age.

The United States is virtually alone among all nations in providing no paid leave policy at the national level (in April 2021, President Biden proposed a modest paid leave proposal, but at the time of writing Congress had not passed it). Table 1 shows a selected comparison of a range of wealthy and middle-income countries (with some institutional details omitted for the sake of brevity).2
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It’s important to realize that these subsidies are not just about handing money to parents. Paid leave also helps maintain the national workforce by allowing parents—especially women—to reconcile parenthood with their careers. That helps explain the especially low labor force participation among American women. Lack of family benefits tends to push women out of the labor force, as women end up having to choose between families and a job. That in turn worsens the gender wage gap, because even when they can work, women often get passed over for jobs or promotions because employers worry they will have children and leave, or they get forced off their career track for a time and lose out on raises.

Second, family benefits are also aimed at maintaining a stable population. Many European and East Asian countries have struggled for decades with below-replacement birthrates. Declining population strains government budgets, as fewer productive workers must shoulder the burden of caring for a greater retired population. For many years, it appeared as though the United States was immune to such effects, but its birthrate has fallen sharply since 2008, driven down by declining teen pregnancy and falling fertility among immigrant populations. Some of that is no doubt due to changing cultural norms, but much is certainly also due to not being able to afford children.

At any rate, the point of family benefits is not to try to shove people into parenthood. If individuals choose to forgo having children, that is of course their right. Instead the point is to create national institutions that allow people to make that choice one way or the other. Surveys show a large gap between the number of children women report wanting to have and the number that they actually end up having.3 Full reproductive freedom requires more than access to contraception—it also requires a welfare state that can allow people to have whatever kind of family they want. A propertarian labor system such as exists in the United States is anti-family.



When people become old, they often lose the ability or inclination to work. Thus retirement—the idea that past a certain age (typically sixty-five), people should have the ability to relax for the rest of their lives. Retirement in the United States has traditionally rested on three pillars: Social Security, pensions, and private savings. The last of these got special attention starting in 1978 with the partly accidental creation of the 401(k) tax benefit, which incentivizes workers to save and invest by allowing them to defer taxes in those accounts until after they retire.4

All three of these pillars are in trouble. Social Security is the strongest by far, but it was cut as part of a 1983 reform bill, which trimmed benefits and slowly advanced the age at which full benefits can be claimed. Here we see that American Social Security payments relative to previous incomes are considerably below the average in wealthy nations.
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Additionally, the average figure here tends to overstate the generosity of Social Security for poorer retirees. Where many OECD countries have a flat baseline pension that all retirees get, U.S. benefits are calculated based on earnings, so seniors with a low earning history receive lower benefits.5

Meanwhile, defined-benefit pensions have largely vanished, and 401(k) accounts have proved to be an awesome policy disaster. Instead of enabling middle-class savers to build up their nest eggs, the vast bulk of 401(k) assets are accounted for by the wealthy.

Using the Survey of Consumer Finances from the Federal Reserve, I calculated that 40 percent of households headed by people aged fifty to sixty-four have nothing at all in a personal retirement account. Two-thirds in that age group have less than one year of income saved up in retirement accounts.
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A similar conclusion holds if we consider total net worth (that is, including all assets, not just retirement accounts). I find that around 30 percent of households headed by people between the ages of fifty and sixty-four have a net worth that is less than one year of income. Three-quarters of these households have a net worth less than seven times their income, which is the amount retirement advisors commonly say fifty-five-year-olds need to have achieved to secure their retirement.
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Meanwhile, a 401(k) account is generally complicated and burdensome to navigate. As journalist Helaine Olen writes in her book Pound Foolish, many eligible workers do not enroll, whether because of procrastination or out of fear of the vast industry of financial swindlers, spawned by these tax benefits, whose business model is tricking people into high-fee plans. Those who do enroll often make horrible decisions or end up getting rooked by financial companies.

Finally, there is evidence that large swaths of the population simply cannot afford to save more than they currently are. Early withdrawals from 401(k) accounts mean steep tax penalties, but many have done it anyway, especially when times are hard. A Federal Reserve study found that at the bottom of the Great Recession in 2010, early withdrawals from people under fifty-five were nearly half the size of contributions.6

Taken together, America’s retirement institutions are failing U.S. seniors. A huge fraction of the population over age sixty-five simply cannot afford to retire—the rate of participating in the labor market (that is, people either employed or looking for a job) among this group has increased sharply recently, rising from 12.9 percent in 2000 to 20.2 percent in 2019.7 Bankruptcies are also skyrocketing among this cohort, more than doubling in number between 1991 and 2016.8

We saw previously that the American employment rate among prime working-age people is considerably below the developed-world standard. But its employment rate among people over age sixty-five is the opposite—as we see in the following figure, it is dramatically above the wealthy-country average. Not only does America fail to provide jobs to most people who could take them and need them, it fails to allow a significant proportion of its senior population to retire.

“Senior labor force participation among rich countries, 2019” Illness often limits our ability to work, and virtually everyone gets sick occasionally. To prevent such routine occurrences leading to the loss of a job—and employees from coming to work sick and infecting their coworkers, such as during a viral pandemic—sensible countries require some paid sick leave for most workers.

But not the United States, which lags well behind even middle-income countries in this arena. As a WORLD Policy Analysis Center meta-analysis details, the United States and South Korea are the only OECD countries without any national sick leave program.9

Today, a handful of individual U.S. states do have a sick leave program—but most are pathetically meager, and even the most generous are still not as good as those in the most advanced nations. Table 2, for example, compares the California system, the new Massachusetts system (which was hugely upgraded in late 2018), and Norway’s system.10
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Supposedly liberal California is about 5 percent of the way to a first-class system, even setting aside its onerous qualification procedure. Massachusetts will be in the same league as the most advanced nations when its system is fully implemented (it did not start collecting revenue until mid-2019, and benefits were not disbursed until 2021). But even then, Massachusetts comprises only about 2 percent of the U.S. population (again, President Biden has proposed a fairly meager national sick leave program, but at the time of writing Congress had not passed it).

Similarly, disability often limits people’s ability to work. That is the motivation for Social Security Disability Insurance (SSDI) and Supplemental Security Income (SSI), programs that provide welfare income to the disabled.

The disability system is quite stingy, with an average monthly payment of $1,277 in 2021—barely more than the poverty level for individuals.11 But perhaps more important, the qualification process for SSDI is extremely onerous. To qualify, one must have worked previously and earned enough “work credits.” The enrollment process is notoriously slow, and enrollees have to undergo regular reviews that often amount to finding excuses to kick people off the program instead of determining if they are actually disabled.12

The meagerness of SSDI can be seen in the poverty rate among disabled people, which is the highest among all economic categories both in terms of income earned through the market and in terms of total disposable income (that is, including welfare payments). In 2017, disabled people had a market poverty rate (that is, measuring whether their labor and ownership incomes alone kept them out of poverty) of 50.1 percent, as compared with a market poverty of 49.4 percent for the elderly. But while the more generous Social Security old-age pension knocks down elderly poverty to only 14.1 percent as measured by disposable income (still too much, but certainly a vast improvement), the disabled population remains at a sky-high 26.6 percent.13

Finally, there is just plain old time off work. Most countries have holidays of some kind to commemorate religious (or quasi-religious) celebrations, important historical events, or seasonal markers. Then, following the usual pattern of nations purchasing better lives for their citizenry as they become wealthier, most rich nations have added a paid leave requirement for workers.

The details, eligibility requirements, and funding systems vary enormously between countries. But the general trend is clear: as usual, the United States is far, far behind peer nations. It does at least have some public holidays, but unlike every other wealthy nation, it has no statutory leave whatsoever.
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Not shown in this chart is whether the public holidays are required to be paid, which varies quite a lot between (and even within) countries. But the United States has no such standard, thus making it the only OECD country with no required paid time off whatsoever. Even if we assumed that all American workers got the private-sector average of eleven days of paid vacation (in fact, only 75 percent do), that would still put the United States in second-to-last place.14

All told, America is about two generations behind the curve with its labor time institutions. Americans as a whole are swimming in wealth, but they have little free time in which to enjoy it. Luckily, all these problems are easily fixable. Reforming the American job market to reduce working hours, spread jobs more widely throughout the working-age population, help ensure employment, and enable parenthood and retirement would be quite straightforward. We can simply follow the model of cutting-edge European countries, adapted where necessary for an American context.



PROPOSED COLLECTIVIST SOLUTIONS

The simplest way to cut back on working hours is to add multiple new federal holidays. Currently there are ten, spread somewhat unevenly throughout the year. March, April, June, and August have none at all, while November and January both have two. If we add one to each of the months missing a holiday, and then one more at some point, that will make for an even fifteen, or three weeks total.

These holidays should generally be stipulated either to always fall on a Monday or Friday (so as to maximize three-day weekends) or, if a fixed date is chosen, to have the actual vacation day honored fall on the nearest Friday or Monday.

Many employers have a policy of following the federal government practices on holidays, so these should take partial effect just through that channel. However, employers could be incentivized to honor the holidays by requiring 50 percent extra pay for work performed on those federal holidays.

The second-simplest strategy for reducing working hours is legally mandating paid vacation time for all workers. One excellent example is that of Denmark, which mandates five weeks of paid vacation per year for most employees (vacation days accrue at the rate of 2.08 days per month). All workers are eligible for the full five weeks, even if they have only worked at a job for a short time. Unfortunately, self-employed or unemployed people are not included in the Danish scheme (though they are eligible for a sick leave benefit), but there’s no reason in principle why America couldn’t set up a fund for such folks.15

To ease the adjustment process, a United States Vacation Act could start with a mandatory two weeks of paid vacation for all workers, with an additional week added every year until four weeks is reached. Meanwhile, vacation days would add up at whatever rate would accumulate a year’s worth of vacation over one year of work (1.17 days per month for a two-week vacation period, 1.75 days per month for three weeks, and so on).

Next, the United States should construct a paid leave program for new parents, as Matt Bruenig suggests in his Family Fun Pack proposal, increasing the current baseline of twelve weeks of unpaid leave for some workers to thirty-six weeks of publicly funded paid leave for every newborn or adoption.16 Where there is one custodial parent, that person will receive the full thirty-six weeks. Where there are two custodial parents, each will be entitled to eighteen weeks, but each will also be permitted to transfer up to fourteen of their eighteen weeks to the other parent. The point would be to build in flexibility to account for the fact that some parents may have better jobs or may simply want to spend time at home, but also encourage both parents to spend at least some time bonding with their new child.

Individuals on leave will receive a benefit equal to 100 percent of their earnings up to the minimum wage and 66 percent of their earnings beyond the minimum wage up to a maximum. The minimum benefit, which everyone will be eligible for even if they do not have prior earnings, will be the minimum wage and the maximum benefit will be the national average wage.

Meanwhile, the federal government should stand up a new sick leave program. All employees who have worked for at least one month will be eligible for up to twelve months of sick leave at the same income replacement rate as the paid leave program, conditional on a doctor’s signed confirmation that the employee is too ill to work. The first month will be paid by the employer, with the government picking up the rest. Just as in Denmark, the unemployed and self-employed will also be eligible for a government benefit. (People who are still sick after twelve months will be considered disabled and folded into the Social Security Disability Insurance system.)

That brings me to retirement pensions. Currently the average monthly Social Security benefit is $1,543.17 This is typically calculated based on a formula applied to an inflation-adjusted average of one’s thirty-five highest-earning years up to the payroll tax cap ($142,800 in 2021), though the calculation varies depending on when you retire. At the time of writing, for someone retiring at sixty-five, the figures are 90 percent of the first $996 in previous monthly earnings, 32 percent of earnings between $996 and $6,002, and 15 percent of earnings above that, up to the cap.18

To compensate for the retirement problems noted earlier, the eligibility age for full Social Security should be returned to sixty-five, and benefits should be reformed and increased. The phase-in structure should be eliminated, with a flat moderate benefit for all people who have maintained U.S. residency for at least thirty years prior to turning sixty-five (people with less residency time would be eligible for reduced benefits on a prorated basis). Then additional benefits will be added based on retirees’ work history, similar to the existing system.

Fully calculating the benefit schedule would be hard to do in advance. But the overall objectives are simple. First, eliminate poverty among the elderly, so every senior citizen can retire with dignity. Second, provide a substantial boost to Social Security benefits for the nonwealthy retired population, aiming to get the overall labor participation rate for those over sixty-five in line with peer nations.

For instance, we might start with a flat $1,200 per month for all residency-qualified Americans over sixty-five. Then we might add 25 percent of previous monthly earnings up to $1,000, 15 percent of earnings between $1,000 and $2,000, and 5 percent of earnings above that, up to a maximum of $3,200 per month (which is just a bit above the current theoretical maximum benefit of $3,148 for those who retire at sixty-five). If after a few years that doesn’t get the retirement rate up to where we want, we could nudge it up some more.

For SSDI, the application process should be streamlined and simplified, and benefits should be topped up. The prior work requirement should be abolished, as it adds needless complexity and is nonsensical on its face. If someone deserves an income because they cannot work now, it is ludicrous to base that on whether they have worked before. A simple certification from a doctor that one cannot work should be the only requirement. Once again, the major objective should be to eradicate poverty among the disabled. Since there is no reason to worry about work incentives, the benefit should be a simple flat payment—say, the poverty rate for individuals, plus 20 percent (though anyone whose benefits would be cut under that new system should be grandfathered in under the old calculation).

It’s worth mentioning that one of the reasons SSDI is so stingy is conservative and liberal fears that shiftless workers will fake disability to get free money. Centrist reporters, for instance, stirred up much worry over the fact that after the Great Recession disability applications increased sharply.19

In reality, attempting to get disability when one might theoretically work is overwhelmingly the result of poor macroeconomic policy creating high unemployment and stingy benefits elsewhere in the welfare system. During the recession, some small minority may have faked disability, but many more almost certainly claimed legitimate benefits when they couldn’t find appropriate work (e.g., a paralyzed person in an area with only heavy construction jobs nearby) and their unemployment ran out.

As the economy improved after 2010, disability applications peaked and fell to below their pre-recession level, while the overall number of beneficiaries peaked in 2014 and has declined steadily ever since.20 A healthy, sensible labor market entices those who are able to work into good jobs, and freely hands out benefits to those who can’t. The Nordic countries have both cushy welfare states and super-high rates of employment.



Once the welfare state is completed, we can think about more direct management of the labor pool. To the extent that all of America’s huge volume of work time is actually spent on productive activities and not just goofing off at the office, employers would have to hire additional staff to cover for vacation time and shorter days. America should develop active labor market structures to help meet this need; more important, it should channel labor demand generally into the most underemployed demographics.

In peer nations, these programs generally fall into one of four categories. First, there is job brokering to match unemployed workers with job openings, done with job placement centers, online search tools, or other similar mechanisms. Second, there is education—retraining unemployed workers in some way to make them a better fit for existing jobs. Third, there are private wage subsidies—attempting to convince employers to hire the long-term unemployed by shouldering some of their wage burden for a time. Finally, there is direct job creation through public employment.

A large meta-analysis of ALMP studies across multiple European and Anglophone countries found considerable variation in program success, in terms of the effects on future unemployment and wages.21 In general, job placement programs tend to show short-term positive effects, while retraining programs take somewhat longer to bear fruit. This makes sense, as it takes time for people to learn new things. Private employment subsidies took the longest to show a positive effect, but the effect was substantial.

Direct public employment, alas, was the least effective, and even showed a negative effect in some studies. However, there are few studies on these sorts of programs, which are rare in any case, and they clearly get less attention and money from national governments.

Taking those and other findings into consideration, I suggest the following sketch of an American ALMP structure. First, the state-level unemployment systems will be centralized into one federal program, which will provide twenty-six weeks of coverage at a 90 percent income replacement level, up to a cap of $1,000 per week, with the federal government shouldering 90 percent of the total cost. The requirement that unemployment must not be caused by the worker will be removed; all unemployed people save those fired for gross negligence or crimes will be eligible. The super-unemployment benefits during the pandemic were a godsend to many Americans because of our crummy welfare state and extreme inequality, but in general it shouldn’t be necessary to pay people more when they become unemployed.

Meanwhile, states that accept federal subsidies will be freed from any contribution or administrative duties. Instead the administration of this portion of the unemployment insurance scheme will be turned over to unions, who will have to raise the remaining 10 percent of the costs from their members, as will be discussed in chapter 9 (so that workers will have a strong incentive to join the union).

Then the federal government will create a Bureau of Employment that will open a Job Office in every city of at least modest size. The current unemployment insurance extended benefits program (restricted to states experiencing high unemployment) will be made permanent across all states for an additional forty weeks of benefits, funded and administered by the federal government. Unemployed people who exhaust their traditional benefits will be automatically enrolled in this program. They will then become eligible for a period of wage subsidies for a private-sector job, or could choose to enroll in a job training program available for free at the Job Office, or enroll in traditional educational institutions, or take a public-sector job if one is available.

In addition to regular unemployment benefits, the government should set up a job-seeker allowance for people who wish to work but have no work history or otherwise do not qualify for unemployment insurance. This would be similar to the Finnish system: a flat, modest benefit with minimal activation requirements.

Finally, direct public employment should be expanded, but primarily with the goal of building productive state sectors. We don’t want large, permanent make-work programs for exclusively low-skill workers, to avoid the demonstrated stigma and ineffectiveness of traditional public ALMP programs. Instead the Bureau of Employment should encourage operations such as Amtrak, the U.S. Postal Service, the various government departments, and other state enterprises to take up the long-term unemployed where their skills are appropriate or can be trained up.

During the Great Depression, the Roosevelt administration set up the Public Works Administration to both hire the unemployed and construct needed public infrastructure—including many projects, such as dams and tunnels, that are still in use today. This should be resurrected and made permanent, both to carry out public infrastructure construction and maintenance projects on an ongoing basis as well as to build elastic capacity to expand its operations very rapidly when a recession strikes and millions are thrown out of work.

When the Obama administration was writing up the Recovery Act stimulus package in early 2009, there was great emphasis on “shovel-ready” projects. The thinking was that to deal with an immediate recession, America needed to spend immediately, and big infrastructure takes a long time to plan and get going. It was thought that it would be wasteful to spend a lot on projects that wouldn’t even be started before the recession was over. This turned out to be a drastic miscalculation, as the Great Recession lasted much longer than anticipated, and furthermore, there are many public works projects—such as replacing water systems, many of which are literally poisoning the citizenry (as we all have learned in the case of Flint, Michigan) or falling apart—that could be spun up in a short time. But it is true in general that public works, if begun from a standing start, are not ideal for immediate, short-term stimulus.

But a new PWA could get around this problem with proper planning. It would develop and maintain a large engineering library of needed potential projects around the nation, both on its own and through consultation with local governments and other agencies (perhaps also hiring private construction firms if necessary). This would include very large projects, as done under the original PWA, and smaller projects such as schools, hospitals, roads, and renovations, as done under the Works Progress Administration. Second, it would develop crash education programs that would be ready at any time to train up mass numbers of unskilled or inexperienced workers in such work. During good economic times, it would chip away at the most urgently needed projects using its permanent staff, so as to preserve skills and develop best practices. During a recession, it would quickly expand (the extent depending on the scale of the downturn) and build out as much of its library as practicable. Then as conditions improved, it would scale back and transition back to its original state. The problem of not having shovel-ready projects would thus be sidestepped.

Obviously, not every unemployed person will be suitable to work construction or maintenance projects (though these projects would require some administrative staff as well). But when a recession happens, typically younger, low- and medium-skilled workers are first to lose their jobs—and nowhere more than in the construction sector. Construction was hit worst out of all major industries during the 2008 recession, and continued to shrink for nearly two years after the recession was officially over.22 All told, construction employment shrank by 30 percent from 2006 to 2011, a loss of about 2.3 million jobs.23 The majority of cyclically unemployed people should be ready for PWA work with only minor training, if any.

Taken together, this new PWA would solve several problems simultaneously. It would build up permanent state capacity and institutional knowledge for infrastructure construction and maintenance—and preserve private-sector skills by preventing routine mass unemployment in construction and associated skill losses. (This might even push against stagnant construction productivity, which has been a problem for decades.)24 The bulk of its building would happen when interest rates and commodity prices were low, making necessary spending considerably more efficient.

Most important, it would catch millions of unemployed people who might otherwise not be able to find a job in hard times. But it would also avoid the stigma of traditional public ALMP programs by making work productive and at least moderately skill-boosting. In the 1930s, working for the PWA or WPA was often considered a point of pride.



HOW ARE YOU GOING TO PAY FOR THAT?

That brings me finally to the question of financing. Many of the above programs, such as mandatory paid vacation, will be basically free (aside from employers having to deal with some staffing issues). But others require a lot of money—so where’s it coming from, you dirty commie?

Some things can be paid for by borrowing and printing money—remember from chapter 2 that so long as the United States is short of full employment, we can borrow and print without limit. But in a well-run country, that should happen as rarely as possible. We want full employment and full production to be the norm, not the exception, and when that is the case funding huge new programs through printing would create massive inflation. Therefore, to fund our comfy welfare state in a technical sense we are going to have to raise taxes. Of course, I am not qualified to specify exactly which taxes should be raised, but the United States has a ton of running room in this department. In this country taxation only makes up 24.5 percent of GDP, as compared with 45.4 percent in France and 46.3 percent in Denmark—neither of which has the world reserve currency, or the biggest consumer market, or control of global financial pipelines that would make it trivial to chase down rich tax cheats.25

However, we must also consider the fact of inequality when discussing taxes. As noted previously, the richer people are, the more of their income they tend to save. Therefore, if we were bumping up against an inflationary constraint, imposing a tax on the rich specifically might not do much of anything to keep prices down. Indeed, a policy that taxed the rich and transferred that money down the income ladder to people much more likely to spend it would likely be powerfully inflationary even if it did nothing to the budget deficit. Ultimately, any big expansion of the welfare state is going to require taxes on the working class.

So in the broadest sense, we should think of tax payments not as some burdensome imposition but simply as the way we collectively care for ourselves and each other. All the things we don’t fund collectively end up being shouldered by individuals, whether it’s childcare (average costs range from $5,436 per year in Mississippi to $24,243 in Washington, D.C.), an increasing fraction of medical expenses (about a quarter of Americans between eighteen and twenty-four report that they or someone in their household has struggled to pay a medical bill), or a college education (the outstanding total of student debt now tops $1.7 trillion)—or people simply go without those things.26

The “How are you going to pay for that?” question implies that the cost is going to be painful. But the real pain comes from failing to set up the kind of welfare programs and protections outlined in this and the following chapters. We all pay in the form of more stressful, shorter, less healthy lives that are devoured by pointlessly huge amounts of work.



BOTTOM LINE

Status quo apologists such as Steven Pinker argue that liberal capitalism more or less automatically produces broad quality-of-life improvements.27 But as we’ve seen, the productive resources developed by economic advancement provide only the potential for improvement—they must be actively harnessed by state policy to actually benefit the broad population.

But in a sense, America’s current pathetically backward labor system is a blessing. It is not necessary to innovate new institutional forms or experiment in untested policy areas, as it was back in the early 1900s. Copying and pasting proven models from wiser nations, plus learning from America’s own history, is mostly all that is needed. With just a few such reforms, the American worker could be living a life of nearly incomprehensible luxury.

This would provide an important ancillary benefit: reduced resource use. As we’ll see in chapter 8, it should be possible to maintain a high standard of living without destroying the biosphere. Nevertheless, no matter how hard we work on renewable energy, recycling, and so on, more wealth and production will always tend to use up more resources. Cutting back on work time should be only the start of a gradual evolution away from growth for its own sake and toward a more steady-state economy in which work becomes progressively a smaller and smaller part of one’s daily life. One of the first major union demands was for shorter hours, as expressed by the slogan “Eight hours for work, eight hours for rest, eight hours for what we will.” In the future the final term should come to dominate more and more, with the official working day shrinking to just a few hours, and even the working class having most of their lives free to do whatever they feel like doing.

At a certain level of economic development—roughly when the entire world has a luxurious standard of living—there is little point to piling up more and more wealth and production. The economy should serve human needs, not the other way around. Once we have enough economic production to more than satisfy everyone materially, then we can gradually forget about increasing total output, and simply enjoy life for its own sake. (Perhaps we might want to keep things going to explore the stars, but that’s rather far down the road.)

In a 1930 essay called “The Economic Possibilities for Our Grandchildren,” Keynes predicted this would happen over the next century. He thought that by 2030 the “economic problem” would be solved, and human beings could ascend to a higher moral plane:


When the accumulation of wealth is no longer of high social importance, there will be great changes in the code of morals. We shall be able to rid ourselves of many of the pseudo-moral principles which have hag-ridden us for two hundred years, by which we have exalted some of the most distasteful of human qualities into the position of the highest virtues. We shall be able to afford to dare to assess the money-motive at its true value. The love of money as a possession—as distinguished from the love of money as a means to the enjoyments and realities of life—will be recognised for what it is, a somewhat disgusting morbidity, one of those semi-criminal, semi-pathological propensities which one hands over with a shudder to the specialists in mental disease.



He envisioned a new utopia based around freedom and luxury:


I see us free, therefore, to return to some of the most sure and certain principles of religion and traditional virtue—that avarice is a vice, that the exaction of usury is a misdemeanour, 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 once more value ends above means and prefer the good to the useful. We shall honour 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, the lilies of the field who toil not, neither do they spin.28



Keynes was basically correct about advances in economic productivity over the past ninety years. But he was wrong about the utopia—we are today stuck in almost exactly the same pit as his society was back in 1930. A minority of wealthy business owners dominate the world, and they have made a mess of things. The economic problem has been largely solved; there are just huge political obstacles to taking advantage of all the last century of progress. One of the bigger ones is the American healthcare system, the subject of chapter 7.
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THE HELL OF AMERICAN HEALTHCARE

ITEM: SEVERAL YEARS BACK, Monica Smith of Indiana was on Medicaid, and when she got in a serious car accident she assumed that her insurance would cover her injuries. Medicaid would have paid the bills, but the Parkview Regional Medical Center in Fort Wayne refused to send the agency the bills. Instead the hospital placed a lien on the insurance settlement that she had gotten from the driver who caused the accident, at a price five times higher than the charges Medicaid would have allowed for her treatment. Basically, the hospital was trying to steal her accident money through the legal system. She did eventually get her settlement, but not for four more years. “It felt like, what is even the point of having health insurance if you won’t bill it?” she told The New York Times.1

Item: Tom Saputo had good private insurance. When he developed a rare lung disease and suddenly stopped breathing in 2016, his wife sent him to the emergency room. He ended up in intensive care and was eventually airlifted to another hospital, where he luckily got a double lung transplant. This extraordinarily difficult surgery cost $40,575, which his insurance did cover. But the twenty-seven-mile helicopter ride was billed at over $51,282—and because the air ambulance company was out of his insurance network, he was on the hook for $11,525. As he recovered from the brutally invasive surgical procedure, the helicopter firm (which was owned by private equity investors on Wall Street) harassed him and his family for months, trying to get as much money as possible. Eventually the company dropped the bill when Kaiser Health News and Good Morning America started asking questions.2

Item: Veteran Shannon Harness came down with sudden appendicitis in 2019. Despite being uninsured (Obamacare coverage cost $350 per month, which he could not afford), he rushed to the nearest hospital, where he underwent an appendectomy. But it later turned out the procedure had gone wrong, and he had a large blood clot in the appendix area, necessitating another surgery. After several days in intensive care, he was sent home, where he was eventually slapped with a bill for $80,232. After lengthy disputes with the hospital, that was reduced to $56,162, and then again to $22,304.3

I could easily fill an entire book with accounts like these just by reading the stories from reporters such as Sarah Kliff of The New York Times. Roughly two-thirds of people filing for bankruptcy cite medical expenses as a contributing factor.4 It’s a window into the profound dysfunction of the American healthcare system, which is both a kludgy mess and strangled by propertarianism. We spend far more than any other country on our medical system, yet do not even provide universal access to healthcare. Spending more for less—it’s the American way!


COMPARING THE AMERICAN SYSTEM TO THE REST OF THE DEVELOPED WORLD

Fixing the medical system so that people are at least not bankrupted when they get sick is conceptually trivial. It would be a monster political lift, but the resources are already there. It’s just a matter of sweeping the policy decks clear of a lot of crap, overcoming the propertarian ideology that both defends the status quo and is causing the healthcare system to devour the American economy, and setting up new payment and access systems that will allow anyone to receive good care whenever they need it.

Let me start by exploring exactly why American healthcare costs so much. The OECD reports that in 2018 (the most recent year for which good data are available), the United States spent 16.9 percent of GDP on healthcare—which is $10,586 per person, or about $3.5 trillion in total.5 Switzerland, whose system is somewhat similar to the American one, was in second place, but it spent just 12.2 percent of GDP. Other countries with radically more generous healthcare spent even less: France spent 11.2 percent, Norway 10.2 percent, New Zealand 9.3 percent, and Finland 9.1 percent. If we brought down American healthcare costs to the Swiss level in 2018, we would have saved about $967 billion. If we brought it down to the OECD average, we would have saved $1.67 trillion.
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The direct government share of that spending, through Medicare, Medicaid, child insurance programs, military healthcare, and so on, is a bit less than half: 45 percent for the state versus 55 percent for private spending.6 That means that just the government side of our healthcare system cost about 7.6 percent of GDP in 2018—which is actually a bigger share of the economy than most peer nations spent on their far more generous universal government programs. Canada, for instance, spent just 7.5 percent of GDP on its single-payer system—meaning if we were to transplant our northern neighbor’s Medicare-for-all program into the United States, taxes would actually go down. Furthermore, as we shall see, even the huge pile of private healthcare money—which is easily enough to pay for a second high-quality healthcare system—depends on government subsidies and regulations to function at all.

What gives? Now, it’s natural for a country to spend more on healthcare as it becomes richer, and the United States is the richest large country. High income means more money to spend on expensive medical equipment, surgeries, drugs, and so forth. With more resources, by rights a country’s citizens should be able to live longer and healthier lives.

But that is not remotely the case in the United States. A 2018 Journal of the American Medical Association (JAMA) study examined healthcare spending and health outcomes for America and several peer nations, and found we are getting massively ripped off.7 On the one hand, we actually go to the doctor rather less than people in peer nations. We rank low in both physician and hospital visits, and in both hospital overnight stays and the length of those stays. That enormous mountain range of money is not buying us much access to care when we need it—indeed, 43 percent of Americans with income below the median reported they had skipped recommended care of some kind, and even 32 percent of those with above-median income said they had done so.8

On the other hand, most of America’s health outcomes are poor to middling, and some of them are downright atrocious. We have a decent rate of survival for strokes, cancer, and heart attacks, but the worst overall life expectancy among rich countries—about six years less than Japan, five years less than Switzerland, and four years less than Norway or Iceland.9 Indeed, American life expectancy has declined for five years straight and counting beginning in 2016, which has not happened since the double crisis of World War I and the 1918 influenza pandemic.10 Our infant mortality rate is also the worst in the developed world, and our maternal mortality rate (26.4 deaths per 100,000 live births) is appalling—almost three times higher than Germany’s and more than six times higher than Denmark’s.11

So what the hell are we spending all this money on? The JAMA study provides some answers. First, administrative costs are dramatically higher: 8 percent of spending as compared to 5 percent in Germany, 3 percent in Canada, and 1 percent in France. That is obviously because our system is so fragmented and complex. Pretty much anyone who has ever used American healthcare is familiar with the bureaucratic nightmare created by our hodgepodge of different government programs and subsidies, plus the slew of private insurance companies, all with their own separate bureaucracies. That’s about $280 billion per year spent on people pushing paper, emails, and faxes (still a central method of communication in medicine, for incredibly stupid reasons) around in circles.12

Second, American spending on drugs is radically higher than in other countries. The JAMA study found that 15.3 percent of health spending went to drugs, which is both a larger proportion than any other country studied and much larger in dollar terms, since overall U.S. health spending is so high. We spent about half again as much on drugs as Switzerland, twice as much as the United Kingdom, and three times as much as the Netherlands. (The figures are from 2015, but we can safely assume the proportions haven’t changed much.) Once again the reason for this is obvious: drug prices are massively higher here. For instance, pharmaceutical companies charge Americans more than twice the British price for the arthritis medication Humira, over three times the German price for the diabetes medication Lantus, and more than four times the French price for the asthma treatment Advair.

The most important factor of all is the prices medical providers charge. American medical personnel are the best-paid in the world—nurses by a modest margin, general practitioners by a larger one, and specialists by a huge amount. That is definitely a contributing factor (if doctors made what they do in peer countries, we would save $100 billion), but the bigger culprit is enormous medical cost bloat.13 Data from the Kaiser Family Foundation show that compared with peer countries, Americans’ deliveries and C-sections cost about 50 percent more, angioplasties and bypass surgeries cost two to three times as much, MRI scans two to four times more, and appendectomies two to five times more.14

Indeed, many providers do not have a clue what their procedures actually cost in overhead. A 2018 Wall Street Journal report told the story of one hospital in Wisconsin that got curious and decided to figure out their expenses for a typical knee replacement.15 They had been setting their list price according to market logic—that is, as high as they possibly could—which had steadily pushed the price up to over $50,000 (though the list price is often changed in negotiations with insurers, which are confidential). After an eighteen-month investigation where productivity experts measured the overhead cost for the use of all the various types of equipment and followed the doctors and nurses around with timers, the hospital found an overhead cost of just $10,550 at most.

Knee replacements are one of the most common surgical procedures in the country, and this hospital—whose price was close to the median for the procedure—was clearing roughly an 80 percent profit margin, at least according to its list price. And that margin was after the hospital paid all the enormous doctor salaries mentioned earlier, as well as other inflated costs. Now that massive pile of useless spending starts to make more sense.

So we see the fundamental reason American healthcare costs are so high: just as in higher education, propertarian thinking has come to dominate the medical sector. Care has taken a backseat to money for all the big players in the medical sector—drug companies, insurance companies, and providers. Indeed, this Wisconsin hospital is far from the worst-behaved. One Health Affairs study in 2015 found the fifty most expensive hospitals in the country charged uninsured patients ten times the Medicare-allowed rate for the treatment, which itself is high by developed-world standards.16



PROPOSED PROPERTARIAN REFORMS AND THEIR INADEQUACIES

Just how the United States saddled itself with such a dysfunctional nightmare of a healthcare system is a complicated question. But three factors are definitely important: the goofy American Constitution, racism, and propertarian ideology. In the first instance, America’s system of legislation is riddled with veto points—the House of Representatives, the Senate, the president, or the Supreme Court can effectively block any new law—making it very hard to pass or change anything. Employer-based insurance, for example, got its start during World War II. At the time, pay increases were tightly controlled to forestall inflation, and so companies began offering health insurance benefits to attract then-scarce workers. This was codified in 1943 when the IRS ruled that money paid into employer insurance plans was exempt from taxation.17 Once that was locked in, it became very difficult to change—and that tax break has become very pricey, costing the government $272 billion in 2018 (including a few other similar tax breaks), according to the Congressional Budget Office.18

In the 1930s and 1940s, several attempts to set up a universal Medicare-style system were blocked, mainly by various combinations of the American Medical Association, who feared it would mean salary cuts; propertarians, who hated the idea of socialized medicine; and southern racists, who feared it would mean integrated hospitals.

The majority of Americans did indeed get insurance in the two decades after World War II, mostly through a job. (Generosity and family inclusion for insurance programs was a major objective of unions, which were strong at this time.) However, the poor and elderly still struggled to get coverage, because markets are an atrocious way to deliver healthcare. For other forms of insurance, such as for your car or your home, your insurer charges you exactly what you are statistically expected to claim, plus some profit margin. An individual might be lucky and receive more than she paid in, but across demographic categories, it all nets out. This is why young men have to pay more in car insurance premiums than older ones—they are more likely to crash.

This is classic propertarian logic—everyone should pay for their individual needs through the market. But in the case of health insurance, for many people it is obvious they have healthcare conditions that cost more to treat than they can afford. Poor people have little disposable income, and therefore basically any treatment is out of reach. People with serious chronic conditions (such as diabetes) can easily pile up bills beyond their ability to pay, even if they have a good job. And even healthy people generally get sicker as they get older, and as doctors learned to treat previously deadly conditions such as cancer, healthcare for elderly people became radically more expensive. Thus in 1960 about half of people aged sixty-five to seventy-four had some coverage, but only a third of those over seventy-five did.19

In other words, any reasonable system of healthcare financing must have systematic transfers from the healthy and the well-off to the sick and the poor. Any health insurance plan set up along typical market lines will immediately price out people who need care the most, and likely collapse in an “adverse selection” death spiral, where the healthy population opts out and only the people who cannot finance their treatment remain. Even private insurance groups had to set up increasingly elaborate regulations to keep themselves whole, with rules such as requiring every employee to participate in a plan or charging everyone the same premium regardless of their healthcare use.20

This is partly why President Lyndon Johnson could get Medicare and Medicaid passed in 1965—because those programs included only the old and the poor, two increasingly impossible-to-insure populations. Indeed, though they were a godsend to the populations who were covered, they were also a giveaway to insurance companies and medical providers. Private insurers no longer had to shoulder the cost of expensive care for older people, and providers could rake in money treating people who, thanks to the programs, could now go to the doctor. This has been a consistent feature of American healthcare policy: expending enormous effort to protect and preserve a private, quasi-market healthcare system that doesn’t work all that well even in the best of times.

In 2010, after several failed attempts to extend coverage to the remaining 15–20 percent of the population without insurance, we got Obamacare, which was supposed to be the final puzzle piece in the American healthcare system. It consisted of two major parts: a big expansion of Medicaid (paid for almost entirely by the federal government) and new healthcare exchanges where anyone could shop for coverage. The exchanges were the centerpiece of the law, and naturally had a labyrinth of regulations to forestall the market problems mentioned earlier. The basic idea was a three-legged policy stool: an individual mandate that everyone must buy insurance (to avoid the adverse selection problem), means-tested subsidies so that people could afford the coverage, and “community rating” so that insurance companies had to offer the same price to everyone whether they were sick or healthy (though it did allow some price differences based on age). To that Democrats added caps on out-of-pocket costs, a provision allowing children to stay on their parents’ insurance until they turned twenty-six, and a variety of other regulations. It all seemed so smart, and some liberals predicted that it would begin to erode the employer-based system.21

Unfortunately, the design of the exchanges was slapdash and incompetent. The subsidies were too modest and began to be phased out at income levels that were far too low. Furthermore, they halted abruptly at 400 percent of the poverty line (about $51,000 in income for an individual in 2019, or $105,000 for a family of four in 2019), in what came to be called the “subsidy cliff.” Make one dollar too much, and you could lose hundreds or thousands of dollars in tax credits—effectively imposing a stupendous marginal tax hike at that particular point.22 For even modestly comfortable middle-class people above the 400 percent of the poverty line, the premiums and deductibles (that is, the amount that must be paid before insurance will cover anything aside from preventative care) were quite expensive. Most insurers dropped out of the exchange marketplaces in the following years, leaving many regions with only one insurer, and hence no market competition, which raised prices further.23

Ironically, this turned out to make the exchanges work better for low-income people, because insurers could game the marketplace rules to get their population the best possible subsidies. This is worth explaining for the sheer insanity it reveals. Under the original law, Obamacare exchange subsidies were calculated based on the cost of the second-cheapest silver-level plan (the system was changed under President Biden, which I will discuss below). If you made between 100 and 400 percent of the poverty line, then you got a federal subsidy to make the premium of that particular plan a set percentage of your income (varying depending on how much income you made), no matter what the sticker price was.

If there were lots of insurers on the marketplace, then the second-cheapest silver plan was competed down to a low price. But if there was only one, then the insurer set up dummy silver plans to make the second-place one as expensive as possible. That means anyone buying anything but a second-place silver plan would get a bigger subsidy, allowing the insurer to cut the net cost to policyholders who were eligible for subsidies. So for instance, in 2018, Los Angeles had several insurers in its exchange, while Crockett County, Tennessee, had just one. For an individual making $35,000 that year, Los Angeles had bronze plan headline premiums of $258 per month, while in Crockett County they cost $460. But larger subsidies more than canceled out the difference—the net cost to the policyholder in L.A. was $188 per month, while in Crockett County premiums were zero.24

This is an example of market logic backfiring once again. Los Angeles, run by earnest liberals trying to make Obamacare work as designed, ended up harming its worst-off citizens, while Tennessee, which tried to hamstring the law at every turn, ended up helping them by accident. However, that decent outcome for the lower middle class came at the cost of making the nonsubsidized insurance even more ridiculously expensive, and soaking the government for inflated premiums. What was supposed to be a smoothly operating insurance marketplace quickly evolved into an expensive, jerry-rigged, and markedly worse version of Medicaid for the near-poor and lower middle class.

It turns out the relatively simple Medicaid expansion was by far the most effective part of Obamacare. In 2012, the Congressional Budget Office predicted that by 2016, 23 million people would have exchange coverage, but in reality only about 10 million did. Conversely, the CBO predicted that 10 million people would get Medicaid coverage, but 14.4 million actually did by 2016 (likely because the rollout effort notified a lot of people who had previously been eligible but didn’t know it).25 That was doubly remarkable given a conservative 2012 Supreme Court decision that rewrote the law through judicial rule-by-decree and made the Medicaid expansion optional for states. Most conservative ones promptly refused to participate, which left out more than 2 million people.26

Ironically, this outcome was the result of incompetent negotiating by liberal justices Stephen Breyer and Elena Kagan, who traded Chief Justice John Roberts’s support for the individual mandate for the Medicaid requirement.27 To add insult to injury, later under President Trump Republicans deleted the individual mandate penalty, and the exchanges were barely affected. It seems the mandate wasn’t all that necessary after all—and it definitely was not worth trading the Medicaid expansion for it.

Now, all this changed dramatically thanks to President Biden’s American Rescue Plan (ARP), a giant pandemic relief bill passed in March 2021 that contained healthcare reform provisions almost as big as Obamacare itself. Most notably, the government will pay 100 percent of the cost of COBRA coverage (which previously allowed laid-off individuals to keep their insurance if they paid both their prior contribution and the employer contribution, which was incredibly expensive for people without a job); the aforementioned subsidy cliff was eliminated, so no person on the exchanges will pay more than 8.5 percent of their income in premiums (which will effectively end the subsidy-gaming madness mentioned earlier); and states got more money to entice them to expand Medicaid.28 It’s a big step forward. But these provisions are set to expire in two years, and they will accomplish little on cost bloat on their own—on the contrary, most of the provisions involve flinging money at inefficient private insurers. It remains to be seen whether Democrats will make this change permanent, much less start dealing with the janky employer-based system that is at the root of most of our problems.

There is simply no getting around the fact that private insurance in this country is the biggest thing standing in the way of a more decent healthcare system. It’s the largest source of coverage—about half of Americans get their insurance through a job somehow—but this coverage has been getting steadily worse for the last several decades, and is a huge political obstacle to reform.

The Kaiser Family Foundation keeps numbers on private coverage, and they find that between 1999 and 2019 the fraction of firms offering coverage has fallen from 66 percent to 56 percent. The average annual premium of an employer-based family plan has increased from $5,791 to $21,342 over that twenty-one-year period. The average portion of that taken out of workers’ paychecks has increased from $1,543 to $5,588 over the same time frame.29 That isn’t adjusted for inflation, mind, but it’s still a huge jump. Increases in premium prices have far outstripped both overall inflation and wage increases for this entire period. Moreover, because healthcare is such a large portion of overall spending and inflation calculations are based on a “basket” of goods that includes healthcare spending, adjusting for inflation will tend to obscure the magnitude of the price rise—akin to saying that because healthcare prices have gone up so much, they must not have gone up so much.

Meanwhile, more and more costs have been shifted to individuals. The percentage of employer-sponsored plans for a single person that had a deductible increased from 55 percent in 2006 to 83 percent in 2020, and the average size of that deductible increased from $584 to $1,644. Over the same period, the fraction of employer-based plans with a deductible over $1,000 has increased from 22 percent to 57 percent, and the fraction with a deductible over $2,000 has increased from 7 percent to 26 percent.30

Indeed, the private insurance system has become so incredibly expensive that many providers will offer people a substantial discount not to use their insurance—if they pay up front.31 But if they are uninsured and don’t prepay, as mentioned previously, they often get slammed with inflated predatory bills. The whole thing is starting to crack apart.

Still, people who are insured tend to be somewhat leery of proposals to replace their coverage, and propertarians of all stripes have exploited this hesitancy in their effort to defend the status quo. The first rhetorical strategy, often seen among moderate liberals, is to stoke loss aversion by raising fears about people losing their coverage. “A lot of people love having their employer-based insurance,” Nancy Pelosi told the Washington Post in 2019.32 Democrats should worry about “minimizing disruption … to people who currently get insurance through their employers, and are largely satisfied with their coverage. Moving to single-payer would mean taking away this coverage,” Paul Krugman wrote in 2017.33 Most “people who have employer-based coverage like it and don’t want to change,” Jonathan Chait wrote the same year.34

A key premise of this talking point is that people currently have the power to keep their present coverage. As a factual matter, this is the opposite of truth. In reality, people are kicked off their private coverage by the millions every month. Whenever people lose their job or quit, or if their employer changes or drops their plan, or if they fail some means test, they typically lose their insurance. A University of Michigan study examined people in that state with employer-based coverage (nationwide, that is about half the population, for a total of about 153 million people) between 2014 and 2015, and found that after a year just 72 percent of those people were on the same plan. It was even worse for people on Medicaid: only 62 percent of people enrolled in the program were still on it a year later, and fully 30 percent had experienced a period of being uninsured.35

We can safely assume that Michigan is roughly representative of the nation as a whole. That means during normal times something like 43 million people are forced off their employer-based insurance plan each year (either into another plan or to no plan), and perhaps 27 million are forced off Medicaid.36 By comparison, Bernie Sanders’s Medicare-for-all bill would be implemented over four years, each year adding a new age cohort to the program. Starting from the above figures, that means it would switch an average of 38 million people off their employer-based coverage every year—astonishingly, fewer than are forced to switch during normal times!

In other words, if universal Medicare was rolled out over four years, even during the period when it was rolling the entire employer-based insurance population into the program, it would cause fewer insurance switching events than the internal functioning of the system it was replacing. After that, of course, nobody would lose their insurance ever again.

But these are not normal times. The nation was beaten over the head with the reality of private insurance when mass layoffs hit as a result of the coronavirus pandemic. (A preliminary Kaiser Family Foundation study found that something like 2–3 million people lost their employer-based coverage—which was actually less bad than expected because layoffs were concentrated in professions that did not offer coverage.)37 Under the status quo, if you like your employer-backed insurance, sorry, you do not get to keep it. You can and probably will get kicked off it sooner or later—if you lose your job, change jobs, or your boss decides to change your coverage. The only way to actually solve the problem of people constantly being forced to switch their insurance plan, or losing it entirely, is to enroll all people in a permanent universal program. (Indeed, a poll on the question of whether employers should be allowed to change insurance plans whenever they want found 77 percent of Americans in opposition.)38

The pandemic has also hammered hospitals, because almost all of them are set up as businesses instead of public services. By early May 2020, more than a million healthcare workers had lost their jobs, because people stopped coming in for the elective procedures that had been most providers’ bread and butter.39 It is quite the irony that during a once-in-a-century global pandemic, in which many hospitals were swamped with demand for treatment, healthcare providers should be threatened with bankruptcy. Yet that is what happens when one gears a healthcare system around propertarian thinking.

At any rate, the second strategy for status quo defenders is the rhetoric of choice, which is a key trope for propertarians in many contexts. During the 2020 Democratic presidential primary, Pete Buttigieg advocated a “Medicare-for-all-who-want-it” plan that supposedly would not force people off their existing coverage. (It actually would have, but never mind.)40 By this view, instituting a Sanders-style Medicare-for-all system would be wrong because it would not allow people to choose the insurance that is best for them. In contrast, Buttigieg’s plan “[wouldn’t] require you to take it,” the candidate said in an NPR interview, “because I think people should be able to choose.”41

As a factual matter, this is once again not at all true of the status quo. Aside from millions of people being forced off their coverage every month, even when people can choose under the status quo there are no good options. Those on employer plans sometimes can choose between different varieties of coverage, as can people on the Obamacare exchanges. But this is less of a free choice than a gamble with your health, because the only options are between plans that are cheaper up front but cover less care (a choice I made most recently in my employer plan, incidentally, as the price had gone up by more than half over the preceding two years) and more expensive ones that cover more. That requires you to guess how much care you might need—perhaps possible in the case of chronic conditions such as diabetes, but not so much in the case of a random disaster that can strike anyone at any time. If you are young and healthy and go with the cheap option only to be hit by a car as you’re crossing the street, that could prove to be a disastrous miscalculation.

On the Obamacare exchanges at present, this gamble between plans is even worse, because the correct decision depends on a bewildering maze of fine print and regulations. As with cheaper employer plans, bronze-level insurance is supposed to be cheaper up front but have more cost-sharing, while gold or platinum plans are more expensive in premiums but better for people who need a lot of care. However, thanks both to the law’s design and to rules from the Trump administration, in some states it is actually cheaper for older people with chronic conditions to go with the bronze option—while the opposite is true for younger and healthier people.42 Making a correct purchase on the exchanges means you basically have to take a second job as an amateur insurance claims adjuster, and a third one as an amateur legislative expert. (Again, all this will probably change for the better under the Biden administration, but as of the time of writing new regulations had not yet been released.)

Most important, any system that is based on a variety of healthcare options necessarily precludes the possibility of everyone, without exception, being enrolled in the same high-quality plan. Personally, I do not want to choose which of forty-seven different insurance plans is best for me, and even when I try I probably am not correctly calculating which of the fifty-page insurance contracts is “best” for me—and I pay fairly close attention to this stuff. I look at the horrifying tangle of options (none of which are very good), get increasingly frustrated, and make a rough guess. All I want is to be able to go to the doctor when I am sick or injured, for God’s sake. Indeed, I would pay a considerable sum simply to not have to bother with the rotten insurance paperwork.

A system that ostensibly increases my choice in fact forbids me from choosing the thing I want the most by far, and forces me into a situation I fear and hate—an extremely common result of propertarian systems. If I were shoved onto a Medicare-for-all plan that was accompanied by a sharp tax increase, I would feel profoundly relieved. My lived experience of freedom would be drastically improved. No longer would my insurance be chained to my job, no longer would I have to worry about gargantuan balance bills, and no longer would I have to fret over a mountain of insurance paperwork every stinking year.



PROPOSED COLLECTIVIST SOLUTION

It should be clear by now what should be done here. The Obamacare exchange strategy was a dismal failure, and the employer-based system is slowly falling apart. Medicare and Medicaid, by contrast, are by a large margin the most effective insurance systems in the country. They have their problems, of course—Medicaid is too stingy and hard to qualify for, while Medicare has become more annoyingly complicated over the years as more benefits have been tacked on. It is a huge pain to get enrolled in all the various parts when one turns sixty-five, and the prescription drug benefit (Part D) is ludicrously expensive for taxpayers because Medicare is not allowed to bargain over prices. Medicare Advantage (Part C) is just a way to allow private insurers to administer the program that costs considerably more than traditional Medicare, in part because the insurers routinely defraud the government by rigging the payment metrics.43 Finally, neither program covers all medical needs, particularly vision and dental. Medicaid has some coverage for long-term care, but Medicare does not.

However, all these problems are easily solved. Simply sweep everyone onto Medicare, combine all its various parts into one, and add new benefits for vision, dental, and long-term care. The coverage would be so good that supplementary private insurance would be basically unnecessary. It really is that simple.



HOW ARE YOU GOING TO PAY FOR THAT?

That brings me finally to the question of financing. During the 2020 Democratic presidential primary, “How are you going to pay for that?” was the single most common question asked about Medicare-for-all—one so emblematic of faulty propertarian logic that I chose to use it as the title of this book. Bernie Sanders had a reasonably effective answer, which was to say that new taxes would be imposed that would still be considerably less than what people are already paying for their insurance, leaving just about everyone ahead in terms of money.

But we’re now in a position to really dig into the ludicrousness of this question. We have seen how this line is wrong or misleading in most circumstances, and we will see more examples in future chapters. Applied to healthcare, it is simply preposterous. Americans are already paying through the nose for their healthcare, which is in most important respects the worst in the rich world. Indeed, not only would Medicare-for-all be cheaper, but done properly it would halt the cancerous healthcare cost bloat that is devouring the American economy from the inside. We can’t afford not to have Medicare-for-all, or something like it.

Here’s how it could work. How much a Medicare-for-all system would cost depends largely on the policy design of the program, because it would be effectively setting prices for all medical services across the board—we can save as much or as little as we like. So let’s aim for spending 12 percent of GDP (or $2.5 trillion in 2018), roughly equivalent to Switzerland, and funding the spending with taxes (in keeping with the logic outlined at the end of chapter 6). That still gives us about the most expensive healthcare system in the world, but most people will end up saving money compared to what they spend now, and the luxuriousness and quality of care will be world-class. To get there from our current position, we need to find about $1 trillion in savings.

Starting from the insurance side, let’s assume Medicare-for-all would have administrative costs of 3 percent of spending—the same as Canada or Australia, countries that have similar programs. That gives us administrative costs of $80 billion, or a savings of $200 billion. For drugs, let’s stipulate a budget of $800 per person, which is toward the high end of comparable countries. This would be reasonably straightforward. Instead of drug patent holders charging the profit-maximizing price to individuals (leading to things like a new cure for hepatitis C costing $84,000), the medical price regulator, as the sole purchaser of pharmaceuticals, would set prices commensurate with the costs of drug development and the social utility of each treatment.44 (This is how countries such as Japan do it.)

Alternatively, or in addition, we could set up a prize system instead of patents for drugs. For obvious reasons, the patent monopoly system incentivizes development of drugs that can be taken for long periods, such as statins and antidepressants, while pushing pharma companies away from developing treatments that are only taken once. This is particularly bad with respect to new antibiotics, which are critically needed because some strains of bacteria have evolved resistance to every available antibiotic. If that resistance becomes endemic among all common bacteria and no replacement drugs are developed, medicine will be set back half a century—organ transplants will become impossible, any moderate surgery will again become hugely hazardous, and pneumonia and tuberculosis will again kill millions every year.45

Drug companies are reluctant to invest in antibiotic research because doctors will naturally resist prescribing new antibiotics in order to stave off resistance (which means the drug companies won’t see the large sales they are hoping for); on the other hand, when they do develop new ones, they push doctors to overprescribe so as to jack up profits, increasing the risk of resistance developing to the new drugs. Indeed, much of the resistance to classic antibiotics such as penicillin is because drug companies in the past conducted big marketing campaigns hawking them as miracle cures for just about anything.46 But if the government set up a prize of, say, $20 billion for a new antibiotic (proved to work by outside studies not funded by the drug company), after which it would pass into the public domain, then incentives would be straightened out. All this would of course be supplemented by the existing complex of publicly funded research at institutions such as the National Institutes of Health and the Centers for Disease Control. Incidentally, an NIH scientist named Barney Graham has been a central figure in the development of advanced vaccine technology for the last twenty years—and, as a fortuitous capstone of that career, designed the Moderna coronavirus vaccine all but single-handedly over a single weekend. Since he is a government employee, the American state will own some of the patents on the treatment, but Graham told The New Yorker he has no regrets whatsoever. “Almost every aspect of my life has come together in this outbreak,” he said.47 Apparently monetary incentives are not the only ones that matter!

In any case, our drug budget is thus $260 billion per year, which is more than enough to make sure all Americans can get the treatments they need. That gives us further savings of roughly $275 billion, for a total of $475 billion.

The rest of the savings must of necessity come out of providers. Here it is impossible to even guess at the details of where the money might come from, because there is no complete set of price data for all medical procedures. Indeed, investigations into this question have found gigantic discrepancies among different providers for the same treatment.48

But it simply must be the case that we could wring out enough savings for providers to get by with “only” the remaining $2.36 trillion—requiring a savings of about $525 billion. (I’m sweeping together all remaining categories of spending into “providers” here, which is not strictly accurate, but close enough for our purposes.) The first order of business for a Medicare price regulator would be to conduct a nationwide audit of medical pricing to root out cost bloat, waste, and outright fraud, which, as we have seen, saturate the entire medical sector. Once the government has a grasp of the actual overhead structure for average hospitals, clinics, medical device manufacturers, and so on, it can adjust prices just as it would do for drugs.

Finally, there is the question of revenue. As noted previously, at the present time the healthcare programs directly supported by taxes cost 7.6 percent of GDP. That means we need to find another 4.4 percent of GDP in revenue. (Again, it is not always necessary to fully fund new programs with taxes, but in the case of something permanent and this large, it is sensible.) That’s about $820 billion in 2018—or $2,500 per person, though obviously we would want that cost to be levied in a progressive fashion. That is a pretty considerable tax, but far short of what most people are already paying in premiums, as seen earlier. Indeed, if we count premiums as a tax, which they basically are, then American workers are already the second most highly taxed in the developed world (just behind workers in the Netherlands).49

Now, so long as we are nationalizing the insurance industry, there’s no reason in principle why we shouldn’t nationalize hospitals as well. That is what the United Kingdom did with its National Health Service (NHS) back in the 1940s, and it worked out well. The major problem with the NHS of late is underfunding, but that will not be a problem under our vastly more generous scheme. But whether a reform program leaves hospitals in private hands or not, the main point here would be to overhaul providers so that they are oriented around providing care, not making profits. Being the only purchaser of medical services would give the state enormous leverage over how providers operate.

That said, the state may be forced to take certain hospitals into public ownership if they turn out to be too fraud-riddled, or serve too few people, to operate profitably. Even if it requires some modest subsidies, there is every reason to ensure that every poor and rural community has a minimum standard of care available. Indeed, the government currently owns and operates many hospitals under the Department of Veterans Affairs, where, despite some problems, surveys report a generally high standard of care.50

Make no mistake, this would be a difficult task—essentially requiring a major build-out of state capacity at a level that hasn’t been seen since the 1930s. But there is simply no alternative to competent bureaucracy when it comes to healthcare. That’s how it works in every other country with a decent medical system, no matter its design. And on the other hand, while the size of government-run health programs would be vastly larger than they currently are, the necessary regulations would be in many ways much simpler. No longer would governments have to fiddle around with hundreds of rules on private insurers to prevent them from ripping off their enrollees, or conduct all the complicated eligibility tests for Obamacare or Medicaid. America currently has by far the most complicated healthcare system in the world, and it is run by a state that is exceptionally bad at detailed regulations. A healthcare program that was really big but had simpler, clearer rules would be much better suited to our national strengths.



BOTTOM LINE

A national healthcare system is best when everyone is included in the same program. It allows us to harness our collective resources and direct them toward the people most in need. That will include just about all of us at some point, since we all become ill or are injured at some time in our lives. Medicare-for-all would let us live far less anxious lives, safe in the knowledge that whatever happens to us, at least we can go to the doctor if we need to.
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THE SOCIAL CLIMATE

FOR SOME YEARS NOW, there has been a refrain on the left that climate change is directly the fault of capitalism. Naomi Klein made this argument in her 2015 book This Changes Everything: Capitalism vs. the Climate. It’s an intuitive idea, and there is definitely something to it—historically, as countries have adopted capitalism, become more wealthy, and used more resources and energy, they have increased their greenhouse gas emissions.

Capitalism is also responsible for the single largest obstacle to attacking climate change: the wealth and power of the fossil fuel industry. Capitalism’s ravenous need for energy has delivered gigantic profits to companies such as ExxonMobil, which has spent vast sums both lobbying directly against any kind of climate policy and sowing doubt about the reality of what was happening. By 1977 the company knew (as was already clear in the scientific community) that burning carbon fuels warmed the planet, yet it spent decades and billions of dollars on a disinformation campaign to trick the public, with considerable success.1

A further obstacle emerging from capitalism is propertarian ideology. As we shall see, the most prominent economists working on climate change do indeed accept the science, but have advanced extraordinarily dangerous policy recommendations based on neoliberal models that downplay or ignore the biggest risks of climate change.

So for the most part, we really can lay responsibility for climate change at the door of capitalism. But we must add a few caveats. Noncapitalist countries have also been big emitters—especially the Soviet Union, which was fixated on a heavy industry–led growth model that involved enormous use of coal, steel, and concrete. Indeed, not only was the USSR a considerably heavier emitter than comparably wealthy countries, it created multiple environmental catastrophes through carelessness and poor planning.2 Most notoriously, Soviet irrigation projects nearly dried up the Aral Sea, previously the fourth-largest lake in the world, destroying a thriving ecosystem (and a fishing industry that had been around for centuries) and creating toxic dust storms that continue to poison nearby communities in Kazakhstan.3

This leads to an important conclusion. What causes greenhouse gas emissions is the combustion of fossil fuels for transportation or energy, certain industrial processes such as the smelting of steel or the manufacturing of cement, some forms of agriculture (especially cattle raising), deforestation, and so on. Any economy that relies on those processes will necessarily worsen climate change, whether it is capitalist or not.

But by the same token, it is not high production and advanced technology themselves that cause climate change—it is the extent to which those things are based on greenhouse gas–emitting processes. Already many replacements for current production technologies are being developed or rolled out. The world could both be rich and enjoy a stable climate, but first we must overcome Big Carbon and propertarian ideology, and recognize the interdependence of the whole world.


POSSIBLE IMPACTS OF UNCHECKED CLIMATE CHANGE

Let me begin with the basic science of climate change. Molecules such as carbon dioxide are called greenhouse gases because they absorb infrared radiation (thanks to their structure and the way they bend). Sunlight hits the earth’s surface, increasing its temperature and causing it to emit more infrared light. Carbon dioxide molecules in the atmosphere then absorb some of those infrared photons and radiate some of them back toward the ground, warming the overall planet. The greater the concentration of carbon dioxide in the atmosphere, the more infrared radiation will be reflected back to the surface, and the more temperatures will rise. There are other greenhouse gases as well—methane (the primary component of natural gas) is eighty-seven times more effective than carbon dioxide at trapping heat over a twenty-year period.4 Fluoroform, a commercial refrigerant, is 11,700 times more effective.5

Now, some level of greenhouse effect is a good thing. Without any greenhouse gases in the atmosphere, the earth would be about 33 degrees Celsius colder than it is today.6 But further warming of the earth—happening mainly because humans have been digging up carbon fuels and burning them, creating carbon dioxide—is a problem because it will disrupt the delicate ecological balance all living things, including human beings, have adapted themselves to over millions of years. Trying to understand and model the entire planet’s climate behavior is of course immensely complicated, but scientists are ever more certain that a hotter planet will have more droughts, more extreme heat waves, more flooding, higher sea levels, more powerful extreme weather events, and so on, which in turn will disrupt biological processes such as bird migration, pollination, and plant growth. The earth has warmed about 1 degree Celsius since preindustrial times, and we are indeed seeing many of the negative effects predicted decades ago.7

What’s more, the increase in temperature is happening in the blink of an eye relative to the enormous span of geological time. The climate has changed many times in the past, but most of these shifts happened over thousands of years or longer, which gave species time to adapt. Ones that happened very suddenly—such as those caused by massive volcanic eruptions or asteroid strikes—have generally caused mass extinctions.

The higher the temperature, the greater the damage—and at some as yet unclear temperature point, the earth will start hitting feedback loops that will likely make the warming begin to feed on itself. For instance, if the northern ice cap melts, it will release water, which absorbs sunlight much more readily than ice, accelerating warming. Or if the permafrost in the far north of Canada and Russia melts completely (as has already started), it will release billions of tons of methane that are currently locked in ice, accelerating warming further still.

That in turn raises the dire prospect of truly apocalyptic scenarios, such as the rapid collapse of the West Antarctic or Greenland ice sheets, which would raise sea levels by three or seven meters at a stroke.8 One paper estimated that if the earth warms by 12 degrees Celsius, the majority of the human population would be living in locations where temperatures would regularly reach fatal levels—so hot that if you were outside for very long, you would die of heatstroke even if you were in the shade wrapped in a wet towel.9 Or if ocean current systems are disrupted (which also already appears to be happening), weather patterns around the world would be radically disrupted—especially in Europe, where the Gulf Stream keeps the continent several degrees warmer than it would be otherwise.10



PROPOSED PROPERTARIAN REFORMS AND THEIR INADEQUACIES

Sounds bad. But maybe not, according to economist William Nordhaus, who won the Nobel Memorial Prize in Economics in 2018 and is the most prominent and influential climate economist in the world. He makes a by now familiar argument that modest market mechanisms are all we need to deal with climate change.

The argument is based on a neoliberal model he has constructed: the Dynamic Integrated Model of Climate and the Economy, or DICE. The details are very complicated, but the basic approach isn’t hard to understand. He starts by projecting the future path of economic growth (according to orthodox models) and collects the estimated economic cost of warmer temperatures into a “damage function.” Then he adds a “discount rate” to account for the fact that people typically value future wealth less than present wealth. Thus he calculates a “social cost of carbon”—that is, the total economic cost of each ton of carbon dioxide—and, after accounting for the cost of climate policy, an optimal carbon tax to cancel out that cost.11

In other words, climate change will cause some amount of economic damage to the economy, and so we should levy a tax on carbon emissions exactly equal to this price in order to compensate—but not too much, lest the cost of the tax outweigh the benefits. The DICE model produces a price of $31 per ton in 2010 dollars, and he reckons that if this level of carbon tax were implemented, greenhouse gas emissions would peak around 2050 and fall slowly afterward.12 By the end of the twenty-first century carbon dioxide concentrations would be about 650 parts per million (as compared to about 280 ppm in preindustrial times, and about 415 ppm today), and the average atmospheric temperature would be about 3.5 degrees Celsius higher than in preindustrial times.13

This is a bewildering conclusion for anyone who has consulted the reports of the Intergovernmental Panel on Climate Change (IPCC), a vast collaborative effort among the world’s climate scientists. Their 2014 report predicts that the risk of 4 degrees of warming—just half a degree above Nordhaus’s Goldilocks scenario—would “include severe and widespread impacts on unique and threatened systems, substantial species extinction, large risks to global and regional food security, and the combination of high temperature and humidity compromising normal human activities, including growing food or working outdoors in some areas for parts of the year.”14

It simply doesn’t seem right that such dire conditions should cause only slight damage to the global economy—and if we dig into the details, there are a number of serious objections to his model. To start with, Nordhaus’s neoliberal growth model simply assumes that growth will keep trundling along of its own volition. As we saw in chapter 4, this is not the case. Maintaining a steady state of growth requires state policy and international coordination that have not been in evidence since 2008, and there has been a sharp decline in growth rates in both rich and poor countries.

Now, as also noted previously, it would be possible to restore a decent level of growth with ordinary stimulus strategies (such as giving out $1,200 checks to the population), but that raises a second objection. One of the reasons growth has been so lousy of late is that nations around the world are starved of investment. Thanks to inequality there is a huge surplus of savings, yet nowhere good for them to go because the working classes do not have the income that would justify businesses investing in new capacity. An easy way to address this problem would be for states to spend hugely on green energy and decarbonization projects. This would both provide a place for investment to flow and put money into the pockets of people who do the necessary work. Nordhaus assumes that climate policy will be a drag on the economy, but if done properly, it would certainly provide at least some boost.

But the biggest problem with the DICE model is the damage function. Nordhaus creates this by collecting a number of papers that provide estimates of the hit to GDP at various temperature levels, plotting a curve that fits the resulting data points, and adding 25 percent to account for damages left out of these estimates.15 Right off the bat this is a very weird way of making a predictive model. Normally when one is plotting a line measuring some physical phenomenon, one starts with actual measurements. This is impossible in the case of future climate damages, because the earth has as yet warmed only 1 degree Celsius—and even then there is tremendous disagreement about how much that warming has harmed the economy. (The 25 percent figure, meanwhile, is completely pulled out of his backside.)

Moreover, the papers he included simply assumed there would be no tipping point—that is, a temperature beyond which damages radically accelerate. Indeed, the maximum temperature of any estimate he included was 6 degrees Celsius. That’s a very high temperature relative to today, but not even close to some of the dire situations I mentioned earlier. If we plug 12 degrees of warming—the scenario mentioned earlier, where a majority of people will be unable to go outside for much of the year—into his damage function, we get a hit to GDP of just 34 percent. That is frankly preposterous.

We can clearly detect all the pathologies of propertarian thinking here. There is the idea of the self-regulating market, assuming that economic growth will keep chugging along no matter what. There is the assumption that government regulation and spending will always slow down that growth process. And there is the fixation on trying to jam every problem into an economic framework, measured in dollars and cents, no matter how wildly ill-suited that might be.

If we get our heads out of the propertarian septic tank, we can think about the problem of climate change a lot more clearly. At bottom, it is an issue of risk management—the economy is a secondary issue. We can say with high confidence that warming in the range of 3–4 degrees will be terrible, regardless of the damage it does to GDP. Indeed, calculating damages in terms of output will necessarily minimize the damage to poorer countries, because they produce very little. The entire continent of Africa, with its 1.3 billion people, produces only about 3 percent of world output.16 One could easily imagine a climate future where billions perish from various disasters, but because they largely live in poor countries it would not be very “expensive.”

That said, the economic damage would also likely be very serious—rich countries cannot consider themselves immune. The extreme possibilities mentioned earlier also need to be taken into consideration even though we have no idea how likely they might be. As the late climate scientist Stephen Schneider wrote, climate change creates an “uncertainty explosion” because all the unknown elements feed into each other.17 We don’t know for sure how much greenhouse gas humans will emit over the coming decades, we don’t know for sure how the biosphere will handle all that extra carbon, we don’t know for sure how much the planet will warm with a greater carbon dioxide concentration, and we don’t know for sure how different regions will respond to higher temperatures (for instance, the Arctic is warming much faster than the rest of the planet). The range of possible overall impacts depends on all of those things together, but because they are both interlocked and have a high degree of uncertainty individually, the range is very wide.

In other words, we can rule out neither surprisingly mild nor apocalyptic climate futures. What matters for policymakers is the latter category, because an apocalypse is a hell of a downside. If we take aggressive action and climate impacts turn out to be milder than anticipated, then we will have maybe wasted a lot of money on solar panels, wind turbines, and so on. But if we don’t take aggressive action and climate change turns out to be very bad, then we will experience unprecedented mass death and economic calamity. If some of the worst-case possibilities come to pass, then it’s not hard to imagine a chaotic collapse of advanced societies around the world. It would be worth almost any price to head off that possibility.



ISSUES WITH GREEN AUSTERITY

So what is to be done? To begin, we must understand that wealth as such is not the problem. This conflicts with the analysis of some environmentalists, who advocate a “degrowth” climate strategy. They start by pointing out that increased production has historically meant increased emissions of greenhouse gases. The way to attack climate change, by this view, is negative growth—shrinking the economy to reduce emissions.

It should first be noted that while in the twentieth century growth was indeed associated with more carbon emissions, that relationship has broken apart in recent years. Since the mid-2000s, U.S. carbon emissions have fallen by about 10 percent even as inflation-adjusted output has grown by about 8 percent.18 In other words, growth has increased for a decade and a half, while greenhouse gas emissions have decreased. Even more impressive stories can be found in Europe. France’s carbon dioxide emissions per person have fallen about 53 percent from their peak in 1973, while its output per person has about doubled over the same period.19 Denmark’s emissions per person have fallen by about 60 percent since 1996, while its output per person has increased by about 30 percent.20

Now, even Denmark’s performance is still short of what is necessary to halt climate change, but on the other hand, none of these decarbonization efforts has been maximally aggressive. American efforts have been halfhearted at best—and indeed, much of the decline in U.S. emissions can be chalked up to moving manufacturing to China, particularly of steel, which is actually worse for emissions because Chinese industry is so inefficient. Still, there was some genuine progress. France’s emissions fell because it moved most of its electricity production to nuclear, while Denmark’s did mainly thanks to a massive build-out of wind power—both meaning absolute emissions reductions not compensated for by increased emissions elsewhere.

This reconciliation of growth with cuts in emissions matters especially because the degrowth school is seldom explicit about what their strategy would mean in practice—namely, a ton of austerity and a prolonged recession. If done bluntly, by simply slashing government spending, this would throw millions of people out of work and almost certainly cause the governing party to lose the next election.

Now, it could be planned better, by spreading the austerity out as evenly as possible—through work-spreading (that is, allocating a smaller amount of work evenly among workers), or even by deliberate adoption of obsolete labor-intensive production methods—but this would still be painful and likely unpopular. Green austerity would mean both reduced income and, if the pain was to be spread around, an intrusive bureaucratic apparatus to ensure use of inefficient methods. This is an inherently difficult hand of cards to play—spreading losses is always a lot less popular than spreading gains. Countries that have been forced to do this during wartime have sometimes collapsed altogether under the strain.

Worse still, green austerity would be a slow and inefficient way of cutting emissions—and to head off catastrophic climate change, greenhouse gas emissions must come down extremely fast. For instance, a recent IPCC report estimated that the world must cut its climate emissions by 45 percent of its 2010 levels by 2030 to stay under 1.5 degrees of warming.21

Reducing economic activity is one way to cut emissions, but another way is to replace carbon-emitting systems—power generation, transportation, construction, and such—with zero-carbon ones. A planned recession that reduced output by 10 percent would cut emissions by only about 10 percent, whereas replacing coal-fired power plants alone with green power would cut emissions by about 21 percent in the United States. (By way of comparison, during the worst year of the Great Recession, 2009, American emissions fell by about 6.2 percent.)22 Doing so would require massive new investment, and hence more production and growth.

In sum, it is possible to preserve most of our advanced technology and a comfortable standard of living without torching the biosphere. Neither will that depend on keeping poor countries down—on the contrary, if climate policy is done properly, all nations should be able to eventually ascend to a high standard of living without breaking the biosphere. What we need is to attack the problem at the root of our energy, manufacturing, and agricultural systems.



PROPOSED COLLECTIVIST SOLUTIONS

A global climate policy would of course be an immensely complicated endeavor, but it’s not hard to draw up a rough sketch of what is necessary. We can break the needed action into five categories: energy, research, efficiency, planning, and international aid.

This chart from Our World in Data gives us a good idea of the global sources of climate emissions:23

[image: ]
Electricity, heating and cooling of buildings, and transportation account for nearly half of greenhouse emissions.24 Tackling these sectors is conceptually simple: decarbonize electricity generation, and replace all carbon-burning transportation and heating with electric versions. It would take a titanic effort, of course, but the needed technology is already ready to go, or nearly so.


Energy

Let’s talk sources. Zero-carbon power plants are already being deployed at scale in many countries, including the United States. In 2016, zero-carbon sources outstripped coal in U.S. electricity production for the first time, at 1,415 billion kilowatt-hours for renewables and nuclear as against coal’s 1,239 billion kilowatt-hours. In 2020, zero-carbon power increased to 1,582 billion kilowatt-hours—more than twice coal’s figure that year.25 Today, wind and solar make up about half of this zero-carbon power (and production is ramping up very quickly), largely thanks to previous government research and installation subsidies. These are worthy but very modest policies; with a giant increase in funding, wind and solar deployment could be drastically accelerated. That would require big upgrades to the U.S. electricity grid, to accommodate how wind and solar are less steady than a carbon-powered plant that can be switched on or off at will. But by connecting the entire country into one big grid, adding a lot of power storage, building long-distance high-voltage connections across the country, overhauling appliance use, and a variety of other reforms, that problem can be overcome. In general, all power infrastructure will need to be upgraded and ruggedized far beyond what is most profitable. In February 2021, for instance, Texas was struck by a cold snap that knocked out about a third of its power generation capacity, because nobody had wanted to pay for the winterization that would only be useful once a decade or so.26

Meanwhile, nuclear power is theoretically promising but practically challenging. It produces no emissions aside from what is needed in construction, and it has a track record of success—as in France, as noted previously. France’s current per-person emission figure is less than a third of the current U.S. figure.

However, today traditional nuclear power plants are extremely expensive, and indeed have gotten more so over time. By contrast, the price of solar panels has fallen by 99 percent over the last forty years.27 The reason is that the usual nuclear plant is a very large and complicated facility that is difficult to build and insure, partly because it requires so many safety mechanisms to lower the risk of disaster. Now, a serious nuclear accident is a real menace, as seen in Chernobyl and Fukushima, but it’s also true that when we consider the total death toll of carbon-based electricity, nuclear is safer by a mile.

Burning carbon fuels necessarily releases toxic byproducts. Coal is especially filthy, producing nitrogen and sulfur oxides, mercury, and particulate pollution that cause all kinds of illnesses. Natural gas is much cleaner to burn, but still not perfectly clean, and it produces significant pollution during production and transport. A 2007 study found a rate of 24.6 deaths caused per terawatt-hour of coal power generated; the comparable figures are 18.4 for oil, 2.8 for natural gas, and 0.074 for nuclear.28 Nuclear accidents are terrifying and get tons of attention, but the quiet plume of suffocating coal pollution is worse by several orders of magnitude. Nuclear power, like wind and solar, causes virtually no deaths.

At any rate, the typical mega-reactor can probably play no more than a minor part in any climate strategy, if only for cost reasons. Indeed, two new reactor projects in South Carolina and Georgia saw cost overruns so severe that they bankrupted the contractor, Westinghouse; one was abandoned in 2017 and the other’s fate is uncertain.29



Research

That brings us to research. By way of example, there are many promising alternative reactor designs that could revolutionize nuclear technology, making it both cheaper and safer. In particular, a high-temperature liquid fluoride thorium reactor (LFTR) has enormous theoretical promise. Thorium is a much more abundant fuel than uranium, dissolving it in a fluid makes it easier to manufacture and process in the reactor, and the heat makes it more efficient. This technology would produce far less waste and could be operated at atmospheric pressure instead of the very high pressures required in traditional reactors, reducing both explosion risk and expense (since no enormous pressure vessel would be needed). All told, these should be cheaper, more efficient, and safer—indeed, one prototype reactor was in operation at Oak Ridge National Laboratory in the 1960s for several years.30

Of course, that promise comes with some downsides. The liquid high-temperature chemical presents corrosion problems, and radiation might degrade the containment or power generation equipment. These reactors also present a proliferation risk, because in some designs it is easy to create enriched products that would be relatively easy to turn into a nuclear bomb.31

Most important, there is no supply chain for producing these reactors. It’s not an accident that LFTRs never made it out of the prototype stage—it’s because their state funding was cut off in the late 1960s. Nuclear reactors are some of the most challenging engineering problems human beings have ever attempted. It takes tons of money, advanced science, and cutting-edge manufacturing technology to build just one. To deploy them at scale, we need a vast complex of specialized supply, construction, and maintenance firms, plus elaborate government regulations to make sure everything is done consistently and safely.

The science of LFTRs pencils out, but the only way to determine if they make sense at a large scale is for the state to step in with subsidies and controls to see if mass production can actually happen. This is what happened with light-water reactors in the United States (which were heavily subsidized not just for power reasons but so they could be used in naval vessels and to build nuclear weapons).32 There will for sure be unforeseen obstacles to producing LFTRs, as there always are when developing a new technology, but only by actually giving it a good solid try can we find out whether our scientists and engineers can tinker their way around them.

LFTRs are just an example of what is needed for climate research. What governments around the world should be doing is flinging gigantic sums at both improvements to existing zero-carbon technologies and any moon-shot idea that shows promise. We should be plowing money into solar-collection generators, new wind turbine designs, geothermal exploration, tide power generation, electric or fuel cell airplanes and cargo ships, airship transport, and so on. Once the design is worked out and a prototype has been constructed, then the state must provide subsidies to get the full industrial supply chain up and running—and it may make sense for the government to simply run the entire system itself.

This was ostensibly the point of President Obama’s Advanced Research Projects Agency—Energy (ARPA-E, which was part of the Recovery Act stimulus), but this fund was far too conservative. Most of its loans actually made a profit, with only a few failures—meaning they were sure things, not risky, innovative gambles.33 Of course we do not want to fund outright boondoggles, but any state-backed climate research fund should have a lot of failures, because then we know we are pushing the envelope of what is possible.

Once we have made the electrical grid carbon-free, the logical second step will be to make electricity the source of all energy needs. This also will require new science and technologies to replace carbon-heavy prevailing methods.

Industry is the area that probably needs the most immediate research attention. Steel and concrete are probably the most important industrial commodities outside of oil, and as yet zero-carbon methods for producing them are uneconomical. Creating steel from iron ore is typically done by burning coke (basically a purified kind of coal) in a blast furnace, which creates enormous emissions. Recycled steel can be smelted with an electric arc furnace, but this is a comparatively small portion of total steel production. There are replacement processes that could smelt iron ore without carbon fuels, but as yet the kinks have not been worked out, and they are more expensive than the traditional method.34

Something similar holds for concrete. Concrete requires sand, water, an aggregate of small pebbles, and cement. All these require energy to obtain and transport, but the biggest energy cost is cement, which is usually made by cooking limestone and shale in a carbon-fired kiln at very high temperatures. (Concrete is also often made stronger by laying steel rebar in the wet mix to reinforce it.) Concrete is so common that it accounts for about 7 percent of all greenhouse gas emissions.35 Just like with steel, materials scientists have been working on various methods to reduce the emissions from cement production (such as using a solar forge) and improved ingredient mixes to make it more durable—but again, most of them are more expensive than the traditional method under current conditions.36

Across all areas of industry, the government will have to step in and fund additional research, impose extra costs on carbon-based production so as to accelerate the deployment of zero-carbon methods, and otherwise target emissions sources to wrench them down. However, over the medium term, we will probably need to start taking carbon out of the atmosphere. As Denmark and France show, there is a lot of low-hanging fruit when it comes to emissions—a wasteful country such as the United States or Australia should be able to slash its emissions by, say, three-quarters without too much fuss. But it will likely be a lot harder to iron out the final 5–10 percent or so. It may well be simpler and more economical to spin up a big carbon capture industry to compensate for the emissions that are extremely hard to eradicate. But more important, there have already been so many emissions that significant carbon capture is a practical necessity at this point to head off a calamitous future.

Once again, there are already worked-out methods for pulling carbon dioxide out of the air—where it could be processed into carbon fuels or simply stored—in the prototype stage.37 But just as with LFTRs, there is no broader supply chain to support building these facilities at scale. State subsidies will have to breathe that into existence.



Efficiency

That brings me to efficiency. We should be looking not only for ways to replace carbon power but also for ways to use less energy, period. When it comes to personal transportation, for instance, electric rail transport is far more efficient than individual cars. Electric cars are of course much better than gas-powered ones, and there will surely be a need for them in the future, but they also consume a lot of electricity and require a great deal of energy and raw materials to create the necessary metal, plastic, and especially batteries.

Individual cars use up a tremendous amount of land as well, because they are among the most inefficient ways of moving people from one place to another. For one typical use of a car, commuting to work, you need a parking space both at home and at work. Then you need a roadway to move between the two points. Under ideal conditions, a lane of traffic can carry up to 1,600 people per hour—while a dedicated two-way bike lane can carry perhaps 5,000, a dedicated bus transit lane 8,000, an on-street rail line 25,000, and a subway line 70,000 (or even more with competent logistics).38 Worse, when highways are approaching their peak use, capacity tends to fall due to traffic jams, which are impossible to avoid because each individual is operating his own machine. Car-dominant cities end up dedicating enormous chunks of prime urban real estate to lane after lane of highway, yet are still clogged with traffic twice a day during rush hour.

Worse still, cars are dangerous. In 2019, 23,744 American car occupants were killed in collisions, along with 5,014 motorcyclists, 6,205 pedestrians, and 846 cyclists.39 So many people are killed while walking or biking around American cities because the typical urban landscape is violently hostile to people outside their cars—with high speed limits, few protected crosswalks, and few protected bike lanes.

Boosters of electric cars have long promised that self-driving technology will solve these problems, but not only has this proved to be a dramatically harder task than anticipated, it would likely increase driving as well. A clever study that gave a few individuals a chauffeur to simulate the effect of being able to call a robot taxi whenever they wanted found they increased their vehicle miles traveled by 83 percent on average.40

Instead, nations should be looking for ways to move away from cars wherever possible. But achieving this will take a revolution in city planning. In the mid-twentieth century the automobile became the dominant form of transportation across the developed world, especially in the United States. America tore up most of its public transit systems, let its passenger rail rot, and went on a bender of freeway and suburb construction that has proved to be an environmental and social disaster.41 Whole built-up neighborhoods—typically in minority or impoverished communities—were bulldozed for urban freeways, all in service of a dirty, resource-hogging transportation technology that reaps a daily harvest of carnage.

The resulting dominant American urban form, centered around the detached single-family home, is hideously inefficient. The low-density sprawl thus created eats up land and makes public transit, walking, and cycling very difficult. Separating each home makes heating and cooling more energy-intensive, because there are no shared walls.

Now, it would be going too far to outlaw detached single-family homes. But even rowhouses (which are connected on two sides) and modest multiunit apartment buildings are outlawed on most American urban land. Central cities could stand more large-scale apartment towers, but there is a huge lack of densely packed homes and medium-sized apartment complexes across the country, and it is probably more important to develop these given what has already been built. Greater density in turn would enable better public transit and make protected pedestrian and bike paths more useful; all of these could be linked with interstate high-speed passenger rail lines that could replace a lot of airplane trips. Indeed, cities such as Paris and Amsterdam have taken great strides to banish private cars from their central districts (with certain exceptions, such as for disabled folks), and the result is a more efficient city that is also a cleaner, healthier, much more pleasant place to live.42

The energy efficiency of housing could be further upgraded with better insulation and appliances. In addition to more people living in larger buildings with shared walls, insulation and climate control systems in line with the Passivhaus standard (including techniques such as triple-pane windows, capturing heat from sunlight, heat pumps instead of furnaces and air conditioners, and so on) will drastically lower the energy costs of shelter. Replacing natural gas stoves with inductive electric ones will cut emissions and radically improve the air quality inside the home.43

Better recycling is another big potential source of efficiency. Procedures for reusing paper, glass, plastic, and so forth have gotten much better over the years, but there is a great deal of room for improvement. According to the OECD, Germany recycles about 49 percent of its municipal waste, while the U.S. figure is just 25 percent.44 Improvements in this area could include things like separating paper from the rest of the recycling stream, creating a national reusable glass bottle standard (as it is much more efficient to reuse glass than to remelt it every time), funding safer electronics recycling centers, and so on. Again, this is a very complicated topic, but the amount of sheer waste in the American economy could certainly be cut dramatically by paying it some serious attention.

Summing up so far: The world cannot possibly endure even Americans continuing to live their energy-hogging, wasteful lifestyle, let alone the rest of humanity joining them. There are simply not enough resources for 8 billion people to all live in their own detached single-family McMansion, each with a four-ton SUV that gets ten miles to the gallon parked out front. But conversely, neither would it be some drastic imposition on the American way of life to cut our resource use by, say, 90 percent. On the contrary, living in denser communities, with somewhat more modest dwellings, a great deal more human-powered movement, and a great deal less pollution would make our lives more pleasant, healthier, and longer. (We may have to learn to get by without low-grade plastic, however, as that has proved exceptionally annoying to recycle.)45



Planning

At any rate, all this is meant to give just a flavor of the kind of thing nations across the world should be exerting their every sinew to accomplish. There are worked-out models of a post-carbon economy that suggest we could have both continued growth and zero greenhouse emissions, but they have their own questionable assumptions.46 The only way to actually find out how to make it work is to try as hard as we can. The previous history of spectacularly rapid innovation suggests strongly we should be able to get there, but it will take concentrated effort.

That means planning. All the preceding suggestions will require the government to take up a role in directing the necessary effort and investment. Market-based policies such as a carbon tax or renewable installation subsidies can play a part in changing behaviors, but elsewhere the state will have to directly take the lead. Overhauling American cities will mean changes in rules about zoning, funding for highway reclamation projects, public transit, social housing, bike and pedestrian access, and other things. Developing new technologies will require direct state coordination of both research and the eventual deployment of new technologies—possibly including owning and operating the eventual institutions, as the United States currently does with the Tennessee Valley Authority. The United States went from the theory of nuclear fission to a working nuclear weapons program in just six years, but it took an enormous state investment of money and resources.47

So far I have not mentioned agriculture and land use, because this area needs a combination of research and planning. Currently there are many promising plans to reduce the emissions from food production, which should be pursued with all speed.48 However, there is a greater degree of lifestyle choice with food than there is with renewable power. The plain fact is that we all need to eat a lot less meat, because growing animals for slaughter is an inherently inefficient way to make something to eat.49 Raising animals requires using land to grow animal feed, and that land could be used for human plant foods instead; furthermore, most of the energy that goes into the animal-raising process ends up supporting the animal’s metabolism, when it could be used more directly to support humans’ metabolisms. Then, of course, most meat is produced in industrial feedlots and slaughterhouses under appalling conditions for both animals and workers.

In a broader sense, all other life on earth provides incalculable benefits to humanity. Plankton produce the oxygen we breathe, forests clean the air and water we drink, and bacteria help grow the food we eat. Some economists have attempted to quantify these benefits and produced estimates in the trillions of dollars, but in general this planet would not be habitable without the rest of the biosphere providing innumerable ecosystem services, many of which are still poorly understood or impossible to value in dollars and cents.50 Even simply in terms of recreation dollars, wilderness can often provide more economic benefit than ruthless exploitation (such as blowing up mountains to get at the coal inside them).51

But we should of course also make as much room as possible for other plants and animals to live, even if it doesn’t narrowly benefit humanity. There is every reason to extend the egalitarian moral umbrella to other living beings as much as we can, especially those with advanced intelligence, such as gorillas and dolphins. Today, and especially once a light-touch renewable economy has been established, we should try to care for all life on the planet as decently as we can. Given the terrific disruption that humans have already imposed on the natural world, it is the only thing that could possibly save a decent chunk of existing species, which are already going extinct at a terrifying rate.




INTERNATIONAL AID

Finally, that leads me to the most underappreciated aspect of climate policy: international aid. There are dozens of poorer countries that are starting to move up the development ladder, and yet more that would do so if not for political dysfunction, oppression, disadvantageous terms of trade, or other problems. The world cannot afford the as yet undeveloped world following in the footsteps of China, which has so far largely developed with carbon power, and as a result now emits twice as much greenhouse gas as the United States in total (though much less per person).52 If India alone (which will soon be the world’s most populous country) goes along the China track, the climate is toast.

Developed nations such as the United States simply have no better option than to set up a gigantic international investment program to help poorer nations leapfrog carbon fuels and current inefficient production processes. Future development in the Global South must be zero-carbon because the climate cannot handle the emissions, but it also must be efficient because there are simply not enough resources for everyone to adopt a wasteful American lifestyle.

A paper by Jacob Fawcett for the People’s Policy Project proposed a Global Green New Deal wherein the rich world would set up an investment fund doling out $2 trillion per year, with a U.S. share of about $680 billion.53 Propertarians would no doubt be outraged at this idea, regarding it as some unjustifiable handout to poor people who don’t even live in America.

However, properly considered, this is less an act of charity than a sensible move to protect American national security and livelihoods. It would help poorer nations a lot, to be sure, and that is only fair given the history of Western exploitation and colonialism. But it would also help the United States. For one thing, America is not at all immune to climate change—the American Southwest is moving into a semipermanent state of drought, wildfires in California have gotten worse, midwestern farms have seen devastating floods, Alaskan permafrost is melting, and so on.54 All that will get much worse if we allow warming to spin out of control. Paying a relatively modest sum to stop foreign emissions from destroying the American climate would be well worth it.

Additionally, all that money would not simply vanish from the global trade system. Quite a lot of it would be spent first on American capital imports to get nations up and growing, and then, when they have developed a domestic market, on imports of goods and services—the Democratic Republic of the Congo, for instance, cannot afford many iPhones or movie tickets in its current wretched state. Again, with a balanced trade system (as described in chapter 2) poorer nations can start climbing up the development ladder without causing mass deindustrialization or declining wages in the developed world. Indeed, mass investment into poorer countries, done properly, would be a good place for some of the excess savings in the rich world.

Similar to how the Marshall Plan benefited both Europe and America by helping spin up the whole global economy, a Global Green New Deal would eventually benefit the whole planet on net. No longer would the developed world need to keep the Global South impoverished to maintain their unfair share of the planet’s resources. On the contrary, they could enjoy greater export earnings thanks to half the planet no longer having to live hand to mouth.

Climate change is where the interdependence of all human society is most obvious and undeniable. We are all at each other’s mercy, and the consequences if we fail to coordinate will be dire in the extreme. But by the same token, the potential benefits of cooperating would be magnificent. We could enjoy a cleaner, healthier, more just world, if we cared to make it so.
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INEQUALITY, EXPLAINED

IN THE 1950s, economist Simon Kuznets developed a theory about inequality and economic growth. Painstakingly collecting a vast amount of data on the national income of the United States, he found that there had been an up-and-down trend in income inequality over the previous century. From the late nineteenth century up to 1929, income inequality had increased. But in the succeeding years, it had fallen sharply, and was continuing to decline more gradually through the 1950s.1

Though Kuznets was not a propertarian, and his argument contained many caveats (more on this later), he suggested that the resulting “Kuznets curve” could be partly due to market mechanisms. He argued that capitalist societies would naturally become more unequal as they first developed and low-productivity agricultural workers moved into higher-productivity industrial jobs. But when more than half of the workforce was in industry, inequality would tend to go down.

As usual, the Kuznets curve was stripped of its qualifications and seized on by propertarians as evidence of the justice of capitalism.2 We had gone through the trials of the choking pollution, the child laborers being dismembered in textile mills, the women being burned to death in sweatshops, and so on, but now that was all over and done with. We were on to the sunlit uplands of equality and prosperity. Economic growth being doled out to all would be the solvent that dissolved class conflict.

Unfortunately, this curve did not last. Starting in the 1970s, income inequality started increasing, and it has continued to do so up to this day. Now, as we saw in chapter 1, the ultra-rich collect about as much of the national income as they did in 1929.

Rising inequality is the inevitable consequence of propertarian policy. Union-busting, deregulation, welfare cuts, and, especially, lowering taxes on the rich divert income to the top. Propertarianism is a tyranny of the rich, and naturally they rig the system to vacuum up as much of the national income as possible. In this chapter, I’ll explore how this happened, and how it might be reversed.

One interesting thing about the propertarians’ conquest of America is that they insisted that growth would compensate for inequality even as that inequality started to rise. One of their signature slogans was “a rising tide lifts all boats.” Or if you prefer culinary metaphors, they said we should “grow the pie” instead of trying to slice it up more evenly. The idea is that growth is more important than transfers or welfare programs, because all classes are assumed to share in the fruits of prosperity. But this is not the case. Some simple arithmetic shows that the majority of Americans would have been better off with a much slower rate of growth if it had been better distributed.

Let’s examine the bottom half of society. As French economist Thomas Piketty shows in his book Capital and Ideology, the bottom 50 percent of Americans went from collecting about 20 percent of national income in the mid-1970s to only 12.5 percent in 2018.3 (Today the top 10 percent of Americans take about 47 percent of income, and the top 1 percent about 20 percent.)

Suppose we offered the bottom half of American society a choice between their 2018 share of income or their 1970s share of a smaller economy. To return to desserts, this would be like asking Americans whether they would prefer their current slice of the current pie, or a bigger slice of a smaller pie. If we gave the bottom half their 1970s-sized slice, how much could we shrink the economy before it became a bad trade-off for them? If we adjust the data for inflation, in 2018 the national income was 84 percent greater than in 1990—but remember, the bottom half got a far smaller share of that income in 2018.4 If we do the algebra to determine what the bottom half would receive with a 20 percent share of income going back over the years, we would have to shrink the economy all the way back to its 1993 size before this becomes a bad deal.

Of course, this is a rough estimate, and it would not actually be possible to reverse the course of growth in this way. On the contrary, while the bottom 50 percent might get more income in my thought experiment, they would get a great deal more than that if we just adjusted the current economy back to its 1970s structure. But the point that growth has not benefited all classes equally—that the rising tide in fact floated only the yachts, while the rowboats sank—is unquestionably true. In terms of income, the twenty-six years of growth between 1993 and 2018 have been worse than useless for fully half of all Americans.

Why has this happened? Heterodox economists have argued convincingly that five factors are primarily responsible. First and most important is the decline in taxation on the rich. In their book The Triumph of Injustice, economists Emmanuel Saez and Gabriel Zucman muster data showing that the total tax rate (including federal, state, and local taxes) on the richest four hundred Americans has declined from about 70 percent in 1950 to 47 percent in 1980 and just 23 percent in 2018 after the Trump tax cuts—the lowest rate of anyone on the income spectrum, including the poorest people in the country.5 That both mechanically increases the income of the rich, since they have more take-home pay, and leads them to try to increase their income over and above where it previously was—if one is paying 70 percent in tax on every additional dollar of income, then there is little point in trying to grab even more, but if one is paying just 23 percent, it’s worth the effort.

Propertarian economists described these high taxes as a bad labor incentive because they pushed people to work less and make less money, thus throttling economic growth. As we saw in chapter 5, they were completely wrong about growth, but in a sense they were right about the incentive. Cutting taxes did indeed incentivize the rich to increase their salaries—but this additional income came at the expense of the rest of society, especially at the top end. CEO compensation, for instance, increased by about 1,167 percent between 1978 and 2019, as shown in an analysis from the Economic Policy Institute. Workers, meanwhile, lost out—their incomes grew just 13.7 percent over the same period, and the average ratio between worker and CEO pay grew from 21:1 in 1965 to 31:1 in 1978, 118:1 in 1995, and 320:1 in 2018.6 And again, as we saw in chapter 4, this development did not cause any growth acceleration—on the contrary, growth sagged because the working classes no longer had the income to buy what they produced.

Even people who are sympathetic to workers can be a bit misleading about what is happening here, sometimes describing it as CEOs simply “bargaining” for better terms. In reality this was an exercise of power. Corporations are hierarchical, authoritarian institutions in which top management has sweeping powers over the workers and how the operation is organized. CEOs (along with other top managers) simply took a bigger and bigger chunk of the corporate surplus for themselves.

Realizing this fact clarifies a lot about what happens in American business. For instance, commentators are sometimes confused as to how Wall Street CEOs can possibly command such enormous salaries when they are routinely hauled before investigators or Congress to disclaim any knowledge of their employees’ latest instance of money laundering, setting up fake accounts, stealing their customers’ homes or cars, and so on.7 Now, in many cases they are probably lying, and CEOs should at least be responsible for ensuring that criminal behavior is not tolerated even if they are unaware of it. But it is also definitely true that the heads of big banks have little idea of what is happening in most of their operations. JPMorgan Chase, for instance, has almost $3.4 trillion in assets.8 No one person can possibly familiarize her- or himself with all the details of such a sprawling operation (he or she would have to examine about $6.4 million worth of accounts every single minute of the year). CEO Jamie Dimon got paid $31.5 million in 2020 not because he was mainly responsible for its gigantic profits that year, but because he is like a king, with everyone else in the bank deferring to his power, and because the bank exercises authoritarian power over much of the economy.9

A second related factor is the decline in unionization. Back in the 1970s, about a third of the private sector workforce was unionized.10 A trade union will naturally mobilize to protect its members’ share of the corporate surplus, and so it will oppose bloated executive pay packages or stripping the company’s assets to the bone to give them to Wall Street (more on this later). America never had complete unionization, as many European countries continue to have, but that one-third provided a critical counterweight to executive-class power.

That also shows that unions were not just ways to protect workers’ raises and benefits; they were a power foundation for egalitarian politics. They added political ballast to the Democratic Party, which up until the 1980s was at least halfheartedly against propertarianism, and extended at least some democratic rights into the workplace. A unionized workplace is one in which workers have some power against authoritarian rule by management.

A third related factor was the destruction of financial regulation. Starting in the 1950s, but accelerating in the 1980s, banks and investment firms gradually clawed their way out from under the New Deal controls that had prevented financial panics since 1933. In the 1980s and 1990s, they got rid of caps on interest rates, bans on interstate banking, bank size requirements, the separation of commercial and investment banking, and countless other rules.11 As noted before, the result was the return of periodic financial crises (in 1987, 2000, and 2008), but also an increasing share of corporate profits going to Wall Street.

According to propertarian theories, the supposed purpose of finance is to allocate capital—intermediating between savers and borrowers. This should be a relatively low-margin business, especially with the rise of information technology that has made research and communication much, much cheaper. Instead, the cost of intermediation has remained at about 1.5–2 percent for the last century, while financial profits soared.12

What actually happened is that Big Finance gradually regeared the corporate sector around short-term profits and speculative gambling. As we saw in previous chapters, during the neoliberal age Wall Street pressure pushed companies away from wages, investment, and research and development and toward disgorging profits to shareholders in the form of dividends and especially share buybacks. Buybacks were not even broadly legal until 1982, when Reagan’s Securities and Exchange Commission issued Rule 10B-18.13 Net share buybacks increased from about nothing in 1980 to reliably 2–4 percent of GDP today—spiking to a high of over 6 percent during the peak of the housing bubble.14 The 466 companies that were continuously listed on the S&P 500 stock index between 2009 and 2018 spent a sum equal to 92 percent of their profits on shareholder payouts—52 percent on buybacks and 40 percent on dividends.15 Many companies have completely ditched any kind of research and development so they can disgorge as much short-term cash as possible. In 2018, 57 percent of companies on the S&P spent nothing at all in this area.16

What’s more, often companies fund payouts through borrowing. A Roosevelt Institute analysis found that between 2015 and 2017, the restaurant industry spent a sum equal to 136.5 percent of its profits on share buybacks alone (that is, they spent over a third more than their net income by borrowing and dipping into cash reserves).17 This kind of thing unsurprisingly weakens companies and sometimes bankrupts them.

Once again, there was a marked political dimension to the rise of Wall Street. Bankers did not just adjust what was happening in terms of dollars and cents; they exercised considerable political domination over these companies and the rest of the economy—in effect arrogating to themselves the regulatory powers that had been abandoned by the state.

In the early 2010s, for instance, the airline JetBlue attempted to make a market play catering to quality: they offered more legroom, no additional fees for checked bags, and better customer service. The investor class threw a tantrum—planting negative stories in the media, producing dour analyses of the move, threatening to sell the company’s stock, and so on—demanding the airline stuff more seats into its planes and add more fees. Their demands put pressure on the stock price, and in 2014, after just a couple of years, JetBlue gave in and did exactly that.18 It’s important to note that these moves had not been some kind of attempt at charity from the company’s management; they were attempting to improve their reputation and convince customers that it was worth paying a premium for more convenient service, and thereby increase their profits. It takes years for that kind of effort to pay off—indeed, in 2014 the airline was quite profitable, just somewhat less than other airlines. But Wall Street wouldn’t even let it try, because the investor class has an unshakable belief that the way to juice profits is by dominating, coercing, and manipulating the customer—a natural expression of propertarian politics. Companies across the country have gotten the message, preemptively puking themselves inside out into the Wall Street maw to stave off an investor attack.

A fourth factor in growing inequality is macroeconomic management. After Federal Reserve chair Paul Volcker broke inflation in the early 1980s by strangling the economy with high interest rates (covered in chapter 4), the Fed gradually shifted away from a policy regime that tried to balance equally between full employment and keeping down inflation, and moved toward one in which stable prices got top priority. The Fed supposedly targets a 2 percent rate of inflation, meaning it should err both above and below that mark as long as it all roughly averages out to around that. But instead it increasingly treated that 2 percent as a ceiling and viewed wage growth as a harbinger of inflation necessitating preemptive interest rate hikes (the one major exception was when chair Alan Greenspan let the late-1990s boom ride).

The mechanical consequence of this is a steady decline in the share of total income going to workers. Labor share generally falls during a recession thanks to unemployment, but it can recover when full employment is reached—but as a matter of arithmetic, this requires a period during which wages grow faster than the economy as a whole (which typically creates inflation), so workers can make up for that lost ground. But if stable prices are the overriding goal of macroeconomic management, and wage increases are viewed as dangerous under any circumstances, then the Fed’s behavior will tend to act as a downward ratchet on the labor share. And that is exactly what happened: after the 2000s dot-com crash the labor share of compensation fell sharply to the lowest level recorded since the late 1940s, and fell further still after the 2008 crash.19
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By prioritizing stable prices above full employment, the Fed acted like a sort of constant downward ratchet on the labor market—ignoring falling wages, but panicking at rising ones. Workers thus fell further and further behind.

Finally, there is the brute fact of capital income—that is, money earned from capital gains, dividends, rent payments, and so on. As Thomas Piketty shows in his book Capital in the Twenty-First Century, in rich countries the rate of return on wealth has generally been higher than the overall growth rate of the economy (the famous r > g relation), and, as noted before, people tend to save more the more income they make. Second, the wealth-to-income ratio has also risen in rich countries over time. That means absent any countervailing forces, both wealth and income will tend to concentrate over time. Richer people will get more income, which they will use to accumulate more wealth, and so on.20

But as Piketty also argues in Capital and Ideology, this is not an automatic, mechanical process. The rich have expended enormous political effort to drive down wages and drive up the rate of profit, using techniques like the ones outlined earlier. Indeed, wealth itself is a political construct, and increases in measured wealth often have nothing to do with increases in productive capacity. For instance, countries such as Germany and Sweden have co-determination laws requiring that some of the seats on the boards of publicly traded firms be filled by elected workers of the firm. This makes shares in the company less valuable (and hence decreases national wealth) because they provide less control over the company. But there is no hit to overall productivity in those countries—on the contrary, “greater worker investment in the long-term strategies of German and Swedish firms seems … to have increased their productivity,” he writes.21



Propertarian economists have tried to pin most of the rise in inequality on technological changes—the idea being that newer jobs in services and high-tech industries are more capital-intensive and require higher skills, meaning fewer workers are needed, and people without advanced training will be left behind.22

We have already seen the many ways this is a crock. But more important, it leaves out the capacity of the state to compensate for economic developments. Even if it were the case that newer businesses require fewer and more-skilled workers (which is probably overstated, given the extent to which high-tech companies have outsourced labor-intensive work such as website moderation to poorer countries), this could easily be compensated with greater taxation and welfare spending. Let’s consider Finland. Inequality is often measured by the “Gini coefficient,” a statistical measure in which a coefficient of 0 means every person makes exactly the same income, and a coefficient of 1 means one person collects the entire national income. Finland’s Gini coefficient in terms of market income—that is, what people receive just from working and owning, outside any government programs—is almost exactly the same as the United States’ inequality, at 0.51.23 But when we include the welfare state, Finland’s Gini coefficient falls to 0.26, while America’s falls to just 0.39, meaning that the United States has significantly more inequality. Americans could have dialed up the welfare state to achieve a Finnish (or even lower) level of inequality, but propertarians prevented that from happening.

That leads me to a broader point about inequality. The story I’ve just told is about why, after dropping because of the New Deal, inequality increased once again beginning in the 1970s. But the America of the 1960s, while relatively egalitarian, was still quite unequal in absolute terms. Today the top 1 percent own nearly 40 percent of the national wealth, but back in 1962, they still owned about 33 percent of it.24 The New Deal was a great egalitarian advance compared with the hideous inequality of 1929, but it was still well short of what could have been achieved.

The deeper truth is that any kind of economic system geared around working and owning, like capitalism, will naturally provide income only to workers and owners. About half of the American population—children, students, the unemployed, people with a work-limiting disability, and retired folks—do not work, and we should not want them to work.25 (The age of child labor is rightly remembered as a social catastrophe.) Most of them do not own much (or any) wealth either—and as we have seen, under propertarian rule wealth always becomes highly concentrated. Propertarian capitalism causes poverty because whole swaths of the population are cut out of receiving income. A complete economic overhaul is needed to fight inequality.



So what is to be done? We need three broad strategies. First, spread out income from work as broadly as possible. Second, implement a full-dress welfare state to provide income to the population of nonworkers, and to provide basic security for all. Third, democratize wealth—as much as possible of the national wealth should be gradually placed under collective ownership, and its proceeds distributed on a per capita basis.

As usual, Europe provides many examples of how this can be done. Let me start with work. Mass unionization will compress workers’ incomes, meaning wages will be boosted up at the bottom and pulled down somewhat at the top. This is a prime goal of all unions, in keeping with the ideal of solidarity and representing all the workers in the firm. We see this in the Nordic countries, where the top tenth of workers make 2.3–2.5 times what the bottom tenth does, compared to the U.S. figure of five times more (see chapter 2).

A full rebuild of the largely collapsed American union movement is outside the scope of this book. However, there are a few straightforward policies that could accomplish a great deal. First, we make it much easier to form a union by repealing the Taft-Hartley Act (which banned sympathy strikes, among other things), banning so-called right-to-work laws (these laws prohibit closed-shop contracts, in which the union and the business agree to make joining the union a condition of employment), and enabling “card check,” in which workers are taken to have decided to form a union immediately if a majority of employees sign cards to that effect. Then we strengthen the National Labor Relations Act (NLRA) to add real penalties for violations of labor law—for instance, employers who illegally threaten to fire people for trying to join a union currently face the toothless sanction of having to withdraw their comments and post a notice informing workers of their rights. Scofflaw bosses should face penalties of fines escalating to confiscation of the business for repeat offenses. (This is the basic structure of the Protecting the Right to Organize Act, which at the time of writing had passed the House of Representatives but not the Senate.)

Second, we must change the basic structure of labor law by moving to a sectoral bargaining model. Under the NLRA, workplaces have to be organized individually. That was a fairly viable model in the mid-twentieth century, when huge factories were much more common than they are today. But organizing the widely dispersed retail and service-sector jobs that are more typical today is extremely difficult under this framework, even without the current legal obstacles.

Under sectoral bargaining, union contracts are instead negotiated across an entire sector of the economy. Typically, union representatives bargain with a board of employer representatives, and the government extends the resulting contract across all companies in that sector, regardless of how many union members they have. Thanks to this model, in Austria 98 percent of workers are covered by union contracts, and 99 percent are covered in France (according to the most recent data).26

The sectoral bargaining model has shown great success at extending union contract coverage to virtually every employee, but countries with it have also seen large declines in their actual union membership. In Austria union membership is just 26 percent, and in France it is a pitiful 9 percent.27 Even though almost all workers are covered by union contracts, it is not ideal for a small minority of workers to be conducting negotiations with employers, and very small unions are liable to be crushed by business.

One option to forestall this is for the United States to adopt the aforementioned Ghent system (named after the city in Belgium). Unions started operating unemployment insurance schemes for their members in many countries in the mid-nineteenth century, but in 1901 the Ghent municipal government opted to supplement those union funds with public money. Originally the point was simply to make the unemployment insurance system more secure, but it also provided a large incentive to join a union, because in order to get unemployment benefits workers had to sign up.

Countries including Finland, Sweden, Denmark, and Iceland have versions of this system today, and thus the highest unionization rates in the world (60, 65, 67, and 92 percent, respectively).28 Typically, to be eligible for unemployment benefits one must join a union, and as a result almost all workers are unionized. (In the Nordics, self-employed people or sole proprietors usually have a different unemployment benefit funded by the state, but many still join unions geared toward that type of work.) It makes a large difference in union density even within Nordic states—Norway, which does not have the Ghent system, has a union density of just 49 percent.

It makes sense for the United States to adopt the Ghent system, but there would be practical challenges given our meager 10 percent union density at present. It would probably take years for unions to even exist to be joined in many workplaces, and that would cut out millions from unemployment in the meantime. However, Iceland has some worthwhile strategies over and above the Ghent system. A recent paper examined its world-record union density (which has actually increased somewhat over the last decade), and argued it was also thanks to closed-shop contracts, a check-off system (where employers automatically deduct union dues from paychecks), outreach to new and especially younger workers, a large unionized state sector, and extra pension and other benefits for members.29 With some smart tactics, unions themselves can help considerably in keeping their numbers up.

It may be wisest to avoid the Ghent system for a few years, let the union movement return to its former strength, and then roll the system out over time. Or we simply may want to go without it so the unemployment system is as comprehensive as possible. Some trial and error will be necessary to see how high we can get the union membership rate.

At any rate, all this will be challenging at first, as unions will have to be constructed from nothing in many industries. But if the current federal roadblocks are removed, they are sure to spring up quickly, as they did in the 1930s after the passage of the National Labor Relations Act. If it comes time for contract negotiations and a sector simply has no unions whatsoever, then representatives from another sector can be appointed by federal regulators as a temporary stand-in.

Fourth, workers should have representation on corporate boards—also known as worker co-determination. Bernie Sanders has a proposal for 45 percent of board seats to be elected by the workers of the company, but frankly there is no reason they should not get at least half.30 This would give workers a direct say in corporate governance, and thus a powerful direct lever to raise wages, ratchet down excessive executive pay, and prevent the corporate surplus being kicked out entirely to shareholders.

This will likely improve the productivity of business by shunting some of the corporate surplus back into research and development, and by improving labor relations within the firm. The relationship between workers and management is always adversarial, but American labor relations have always been exceptionally hostile and routinely violent, with owners viewing any kind of union with furious outrage and workers often logically concluding that their best strategy is to grab the highest wage possible regardless of how the firm is doing. But if workers could in effect become co-managers of the firm, and know for a fact they are getting a reasonable share of the proceeds, they would be much more likely to keep innovation going and quality high so the business could succeed over time. Indeed, workers often know far better than executives (or high-priced management consultants) where the real bottlenecks and inefficiencies in the business processes are.

Fifth, we need a revolution in macroeconomic management. Instead of the Federal Reserve prioritizing stable prices at any cost, and hiking interest rates well before any real sign of inflation is seen, it should have the opposite priority. Instead of the balanced approach of the New Deal age, employment should be the overriding goal, with inflation taking a backseat. Indeed, it is usually fairer to control any inflation spikes with direct credit or price controls (as was done during World War II), rather than by throwing millions out of work and letting market forces do the job. Keeping the economy at full employment as much as possible will protect the labor share of national income and strengthen workers’ bargaining position. (To my extreme surprise, Donald Trump’s selection to chair the Federal Reserve, Jerome Powell, appears to be largely on board with this agenda.)

Sixth, Wall Street must be brought to heel. Stiff regulations to prevent extractive gambling, bar dangerous overborrowing, foil manipulation of other firms, and keep down bank sizes will do their part, as they did during the New Deal era.



So that’s how to take care of workers. Now on to nonworkers. This means a welfare state, the main point of which is to provide income to all categories of nonworkers (which, as noted earlier, is about half the population). Within that, specific welfare programs should be set up for all categories of people who can’t or shouldn’t work: children, students, the sick or disabled, the unemployed, carers, and retired folks. I covered benefits for unemployment, sickness, disability, and retirement in chapter 6, but the basic point is to provide an income source to all people without labor income. Every benefit should at least provide a poverty-level income so that nobody can possibly fall below that mark.

Matt Bruenig has outlined a strategy for children in his Family Fun Pack proposal. Among other things, this would consist of the following: a “baby box” for new parents containing infant necessities and which can be used as a temporary crib; parental leave, free childcare, and free pre-K, so parents can take time off work when a child is born and then return before school starts (also covered in chapter 6); and, most important, a child allowance of $300 per month for each child. A quasi–child allowance of about this size was actually passed as part of President Biden’s pandemic relief package in March 2021, but it has many administrative problems. Instead of simply cutting checks to families, it is structured as an advance payment of the preexisting child tax credit, handled by the IRS. The credit is means-tested based on yearly income (so rich people do not qualify), but it is literally impossible to know what people’s income is because people will receive checks before the year is over. Worse, many people whose income is too low for them to be required to file taxes—that is, those who need the money the most—are unknown to the IRS, so the agency will surely miss many of them. Overpayments and underpayments are guaranteed to happen. It would be far better to simply have the Social Security Administration cut checks to all families, and then soak up unneeded payments to the rich by raising their taxes. Remarkably, Senator Mitt Romney (R-Utah) recently wrote a child allowance bill with exactly this structure. The Biden child allowance will expire in 2022, and it will be vital for leftists to get behind a Romney-style design in the effort to make it permanent.31

However, income for nonworkers isn’t the whole story. We also need universal public benefits that include the whole population—above all, national healthcare through a scheme such as Medicare-for-all, or Britain’s National Health Service, as covered in chapter 7. This allows anyone to go to the doctor if they get sick or become injured, without worrying about being bankrupted. Free public education, up to at least a traditional university degree, allows all to partake in the fruits of knowledge, and learn the skills they need to get a decent job.

That welfare state should be funded by steeply progressive taxation on both income and wealth, which both provides the resources necessary to operate the welfare programs and does its part to compress incomes. In most of the 1950s and 1960s, for instance, the top marginal tax rate was 91 percent, which kicked in at $200,000 (or about $2 million in today’s dollars).32 The point of such a tax is not to raise revenue but to keep down inequality by basically forbidding people from making more than that amount.

As noted previously, all this implies that the middle and lower classes will have to pay significant taxes to fund these programs, because the rich will no longer be taking home so much money, and because we want to keep the economy at full employment and production. We will need some combination of income and consumption taxes to get the United States total tax level up in the 40 percent of GDP range or so.

As an aside, people from the modern monetary theory (MMT) school of thought often object to the idea that taxes are needed to “fund” spending. By this view, the government is the ultimate source of funding through its power to print money, and the only reason for taxes is to forestall inflation. This is true on its own terms, but when the economy is operating at full capacity and employment, inflation will be a binding constraint. Some MMT followers take the doctrine to say that taxation is not needed at all, but this is categorically false. As previously noted, we want full employment and production as often as possible, and therefore it will be necessary to tax in order to fund new programs—especially gigantic ones like the kind I am talking about. There can be no truly egalitarian economy without broad-based taxation.



Finally, there is wealth. As we’ve seen, wealth is distributed incredibly unequally—the top 10 percent richest Americans own about three-quarters of the national wealth. There is extreme inequality within that group as well: as noted previously, the top 1 percent own almost 40 percent of all the wealth, and the remainder of the top tenth roughly another 35 percent. The people in the 50–90 percent bracket own about another quarter combined, leaving the bottom half of society with virtually nothing.33

Once again Bruenig has a practical solution for this problem: a social wealth fund.34 This would levy a variety of taxes on the rich, and sweep in currently owned state assets (like the Tennessee Valley Authority and the vast holdings of federally owned land), to stock up an investment fund collectively owned by the entire nation. After a few years to allow the fund to accumulate a decent total, it would pay out a per-person dividend to each citizen above age seventeen. Varieties of these already exist in practice, and work quite well. Norway has plowed most of its oil revenues into several state funds, which together own assets worth an eye-popping 278 percent of its GDP. Together with its state-owned enterprises (worth another 23 percent of GDP), the Norwegian state owns fully 59 percent of all the wealth in the country. If we exclude owner-occupied housing, the figure rises to 75 percent.35

Now, Norway’s wealth fund does not pay out universal dividends, likely because the state doesn’t want that much purchasing power flooding into the country quickly, which would cause the krone to appreciate and destroy the country’s domestic manufacturing base. However, there is a dividend-paying social wealth fund right here in America. The state of Alaska owns about $74 billion in assets, or 148 percent of the state’s GDP in 2020, through its Alaska Permanent Fund.36 It pays out an annual dividend typically between $1,000 and $2,000.37 It is also, unsurprisingly, extremely popular—79 percent of Alaskans say it is an “important source of income for people in their community,” and 64 percent would rather levy an income tax (which Alaska does not have) to plug state budget holes rather than cut the dividend.38

Both of these funds were seeded with oil money, but there is no reason that couldn’t be done with ordinary tax money. Indeed, Jay Hammond, who successfully pushed through the Alaskan fund as governor, had previously tried to do the same thing on a smaller scale in local government with taxes.

According to the Bureau of Economic Analysis, in 2019 rental income and payments to asset owners amounted to $3.8 trillion.39 (This leaves out some business income, but let’s be conservative and ignore it.) If we were to scoop up just half the national capital stock into an American social wealth fund, and pay it out on an equal basis to the 255 million people who are eighteen years old or older, that would result in an annual dividend payment on the order of $7,400.40 That alone would nearly double the current income of someone in the bottom 10 percent of the income distribution.41

Some analysts on the left, including my friend Mike Konczal, have argued that a social wealth fund is a bad idea because it would make the United States into a nation of shareholders—a people worried not about improving their workplace but about trying to get more free money from asset returns.42 This fear is surely overstated. A nation that owned its wealth collectively would be largely neutral between profits and wages, instead of the current system where a tiny powerful minority owning almost all the wealth pushes with all its might to jack up profits. The working class is not going to move heaven and earth to exploit itself—and the gigantic inequality created by concentrated ownership of wealth would be eradicated.

We also might consider building out a larger portfolio of state-owned enterprises. Now, it is hard to imagine the janky American state successfully managing new companies, but on the other hand, it currently owns the United States Postal Service, Amtrak, and the Tennessee Valley Authority and operates them relatively well (or at least it did before President Trump started tearing up the USPS). It’s also not as though Comcast and Wells Fargo are doing all that great in terms of providing efficient, low-priced service. Ultimately there is no reason not to have a publicly owned option for, say, telecommunication and banking, just as the Norwegian state owns that country’s largest bank and telecom firms, and the only way for the government to get good at managing such services is through practice.



It’s impossible to say in advance how equal we might make the United States. The situation of the 1970s, when half the population got 20 percent of income, was superior to the current status quo but still clearly inadequate. While it is probably not possible to have a perfectly even distribution (where every person gets the same income, and thus half the population will get half the income) it would surely be possible to top the 1970s mark. Indeed, European countries have reached 25 percent for the bottom half without creating some kind of crisis.43 At least 30 percent should be obtainable, if not better.

Americans simply must recognize and internalize that the economy is a collective creation, and there is no reason, moral or technical, that all the citizenry cannot share in the national prosperity. The United States has the worst poverty rate among peer nations not because of any fact of nature but because a tiny minority of propertarians have deliberately arranged our economic institutions to keep a huge chunk of the people in rags. With a few practical, proven reforms, America could become the most equal country in the world.





 

10


A NEW COLLECTIVE AMERICAN FREEDOM

THE IDEA OF “FREEDOM” or “liberty” is the most important concept in the whole history of American politics. Every American child learns in elementary school that colonial Americans fought a war to break away from British control because of their tyrannical rule. “The history of the present King of Great Britain is a history of repeated injuries and usurpations,” reads the Declaration of Independence, “all having in direct object the establishment of an absolute Tyranny over these States.”

It’s common in modern times to note the incredible gall of the American revolutionaries. Here was a country where nearly a fifth of the population was enslaved, and where that slave labor formed the economic foundation of about half the states, violently complaining about paying some objectively modest taxes. The founders were “a small group of unelected, white, male, land-holding slave owners who also suggested their class be the only one allowed to vote,” George Carlin said in one of his stand-up comedy routines.1 “Now that is what’s known as being stunningly—and embarrassingly—full of shit.” Europeans were not at all blind to this at the time either. As the English literary critic Samuel Johnson observed, “How is it that we hear the loudest yelps for liberty among the drivers of Negroes?”2

The injustice of slavery was so appalling that even most of the slave-owning Founding Fathers were at least uneasy about the institution. “The whole commerce between master and slave is a perpetual exercise of the most boisterous passions, the most unremitting despotism on the one part, and degrading submissions on the other,” wrote Thomas Jefferson in 1781.3 “Indeed I tremble for my country when I reflect that God is just.” George Washington was also more and more troubled by his slave ownership as he got older. His will stipulated that all his slaves should be freed after his death, though legal wrangling meant that many remained in bondage for years. Just one was given his liberty when Washington died—William Lee, who had been Washington’s loyal personal servant for decades.4

Most of the founders thought that slavery would somehow die out over time, by becoming uneconomical or through increasing moral revulsion. Instead, the opposite happened. With the development of the cotton gin, and as the Industrial Revolution fueled a bottomless British demand for cotton, slavery became enormously profitable, and the doubts many elite slave owners expressed quickly vanished. Instead, as Ulysses S. Grant wrote in his memoirs, “When the institution became profitable, all talk of its abolition ceased where it existed; and naturally, as human nature is constituted, arguments were adduced in its support.”5

The American South became a slave society—not a society with some slaves, which has been common throughout history, but a society organized entirely around slave labor. Slaves did most of the important work, slave-produced commodities were by far the largest national export, and by 1860 slaves were worth more than all the railroads and manufacturing businesses in the country combined.6

In 1906, German sociologist Werner Sombart wrote a book titled Why Is There No Socialism in the United States? From that day to this many historians and scholars have debated the question—not only why the United States did not permanently develop any kind of revolutionary socialist movement, but also why it did not even develop a labor party, which has been a political keystone in almost every European country for a century. Some have argued that it is the typical American individualist ethos, which made it harder to develop class consciousness because too many laborers expected to become business owners themselves. Others have argued it was the expanding frontier that dissolved class conflict by allowing disgruntled workers to escape to new communities out west.7

There is something to each of those explanations. But the main answer, I submit, is the legacy of slavery. On the one hand, this provided an enduring legacy of particularly vicious racism that made it more difficult to unite the American working class; on the other, it created a particularly ferocious brand of conservatism that has been unwilling to accept the kind of class compromises seen in Europe. Today America is falling to pieces because it is in the grip of a propertarian movement that got most of its political backing by exploiting the legacy of slavery. Therefore, to build an America based on collective economics, we must confront that legacy.



There have been three major attempts to create a truly democratic United States based on real freedom and collective economics, and each was eventually brought down by the legacy of slavery. After the Civil War abolished the institution, Radical Republicans such as Thaddeus Stevens argued for an economic and political reordering of the South, to be accomplished by giving freed slaves the vote and distributing former plantation land to them. But moderate Republicans, who were connected to business elites in the North, were leery of redistribution. Property was considered so sacrosanct that not even treason could interfere with it. Most of the slave-owning traitors were allowed to keep their land, and they quickly reconstituted themselves as the South’s economic elite.8

The Reconstruction regime imposed on the South after the war therefore did not put multiracial democracy on a firm foundation. Under President Ulysses S. Grant, the political rights of the freedmen were indeed defended by federal force—including an aggressive police action by attorney general Amos T. Akerman that successfully destroyed the first Ku Klux Klan—but most southern Black Americans remained impoverished and hence politically vulnerable.9

Worse, as Reconstruction progressed, the Republican Party became steadily more attached to propertarianism than they were to defending the victory of the Union in the Civil War. In 1872, a breakaway faction of Liberal Republicans (in the classical sense) ran their own candidate for president on a platform of ending Reconstruction (that is, abandoning Black voters to the Ku Klux Klan) and embracing laissez-faire capitalism. Grant still won reelection, but when a financial crisis and recession struck in 1873, he stuck to economic orthodoxy, vetoing a monetary stimulus bill on propertarian grounds.10

If the United States had had even moderately well-functioning democratic institutions, then the logical response to the post-1873 recession would have been for Democrats, who were generally the party of working-class immigrants in the North, to seize the opportunity to swipe Black voters away from the GOP and take power. Leveraging economic crises was often how labor or social democratic parties displaced liberal ones in many European states. And indeed, voters in both the South and the North blamed Republicans for mass unemployment, and Democrats swept the 1874 midterms—the biggest partisan swing in Congress in the entire nineteenth century.11

But of course Democrats were much more dedicated to white supremacy than they were to anything else, and so Grant’s propertarianism dealt a death blow to Reconstruction. Other Republicans became less and less willing to defend the rights of the freedmen, their most loyal voting bloc. The 1876 election was marred by fraud and violence, as former Confederates did all they could to stop Black people from voting. Republicans and Democrats eventually struck a bargain in which the GOP could keep the presidency but Reconstruction would be ended.

White supremacists thereafter gradually tore down Reconstruction and set up Jim Crow apartheid. Formal segregation was merely the most obvious element of what was a ruthless system of racial domination, enforced by terrorist violence. Hamden Rice, a Black man who grew up in the Jim Crow South, writes that the key feature of Jim Crow “was that white people, mostly white men, occasionally went berserk, and grabbed random black people, usually men, and lynched them … you may forget or not know that white people also randomly beat black people, and the black people could not fight back, for fear of even worse punishment. This constant low level dread of atavistic violence is what kept the system running. It made life miserable, stressful and terrifying for black people.”12 Many Black southerners were effectively turned into serfs, trapped by debt, rigged employment contracts, and violent threats into working as sharecroppers on the same cotton plantations for meager wages.

The corrupt bargain of 1876 was eventually extended across the whole white culture. The Civil War was recast not as treason in defense of slavery but somehow as about “states’ rights” and defending a noble southern culture against rapacious Yankees. Confederate generals were held up as shining tactical geniuses, while Union ones were smeared as incompetents or drunks who won solely through the weight of numbers. Both sides could agree that instead of an evil slave empire getting the defeat it so richly deserved, the war was more of a tragic national misunderstanding. White historians of the Dunning School libeled the Reconstruction state governments as corrupt failures and argued that the destruction of Black suffrage was good and necessary—a completely preposterous version of history that nevertheless still has powerful influence over high school history curricula to this day.13

All this allowed white southerners to convince themselves that they had not started a treasonous war so they could keep human beings as property. It also allowed white northerners to convince themselves they had not shamefully sold out their fellow citizens and thrown away much of the accomplishments of the Civil War bought with oceans of blood.

Propertarianism has never been an ideology that organically takes root among the masses. It took the glue of an ideology of white supremacy to keep a critical mass of the American white population on board with propertarianism as it became hegemonic across the country after 1876. So long as wealthy white racists were allowed to dominate the South, Democrats during the rest of the century did not interfere too much with propertarian domination. Indeed, a faction of “Bourbon Democrats,” including President Grover Cleveland, adhered openly to propertarian norms such as the gold standard.

Still, the gruesome dysfunction of the national economy during the Gilded Age (as we saw in chapter 4) created pressures for some kind of economic reform in both parties. There were regular outbreaks of labor militancy during this period (and into the early twentieth century), often put down with psychotic violence by National Guard units or the army. Some labor union and socialist organizers attempted to create a cross-racial coalition of farmers and workers with the Populist movement—an incomplete effort that nevertheless culminated in the nomination of William Jennings Bryan for president in 1896.

Later historians such as Richard Hofstadter would smear the Populists as a group of racist, paranoid cranks. In truth, while they did have problems with prejudice, as Thomas Frank writes in his recent book The People, No: A Brief History of Anti-Populism, on balance they were far less racist than the ruling elite at the time, and their economics was also more accurate. In any case, the capitalist class moved heaven and earth to defeat Bryan, spending more as a fraction of the economy than in any election before or since to install William McKinley as president.14

Demands for some kind of reform to capitalism would continue to bubble up in both parties through the 1920s, including in the South. That leads us to the second attempt to build a true American democracy, the New Deal. As we saw in chapter 2, this was a complete restructuring of American society and about the closest the country has gotten to a European-style social democracy. Even though Franklin Roosevelt had to include white supremacist Dixiecrats in his political coalition, which meant that segregation was partly built into many of his programs, the New Deal was still a huge leap forward for Black Americans relative to their previous position. About 2 million Black people got jobs in the various New Deal agencies, and Roosevelt cautiously picked at Jim Crow with an order desegregating defense contractors.15 Most of all, the red-hot war economy sharply narrowed the wage gap between Blacks and whites. Economists J. W. Mason and Andrew Bossie write: “The war period saw by far the greatest convergence of Black and white incomes since Reconstruction. The difference in average wages between Black and white men fell by a staggering 50 points during the 1940s, from white men earning 110 percent more than Black men to a (still substantial) 63 percent more.… This is a much faster convergence than in any subsequent decade.”16

However, race prejudice was a vulnerable crack in the New Deal order, which a coalition of racists and propertarians used to tear it down. Roosevelt had to conduct a delicate balancing act, catering to Blacks in the North and racist whites in the South. So long as he did not openly threaten Jim Crow, the coalition held—indeed, in the 1930s some of the most fervent economic populists were southern Democrats. However, when the rest of the party began unifying against segregation in the 1960s, southern politics turned firmly against any kind of economic egalitarianism and toward the Republican Party.

As we saw in chapter 3, from the moment the New Deal came into being, conservatives began attempting to resurrect Herbert Hoover’s propertarian tradition. For a time they were unsuccessful even within the Republican Party. Dwight Eisenhower became president in 1952, and he accepted the New Deal status quo—indeed, he even expanded it in a few places. But the movement against apartheid continued to build strength.

That leads us to the third attempt to build a true American democracy: the civil rights movement. Black Americans and some whites, led by people like Martin Luther King Jr., A. Philip Randolph, John Lewis, Roy Wilkins, Walter Reuther, and Dorothy Height, mounted a political assault on Jim Crow that was eventually successful. Through demonstrations, petitions, sit-ins, and horrifying media spectacles of police beating peaceful marchers, they created pressure that forced President Lyndon Johnson to exercise his legislative legerdemain to force through several sweeping civil rights laws in the mid-1960s.

It’s important to emphasize that civil rights activists did not want to stop at mere political rights. They were not at all blind to the economic dimension of Black oppression, and pressed for economic reforms during and after the initial rounds of legislation. The famous 1963 event where King delivered his “I Have a Dream” speech was called the March on Washington for Jobs and Freedom. In 1968, King helped organize the Poor People’s Campaign, attempting to unite lower-class people of all races behind a program for low-income housing, full employment, and a guaranteed minimum income. In a 1967 speech, he predicted the struggle would be harder than overthrowing Jim Crow:


You see, the gains in the first period, or the first era of struggle, were obtained from the power structure at bargain rates; it didn’t cost the nation anything to integrate lunch counters. It didn’t cost the nation anything to integrate hotels and motels. It didn’t cost the nation a penny to guarantee the right to vote. Now we are in a period where it will cost the nation billions of dollars to get rid of poverty, to get rid of slums, to make quality integrated education a reality. This is where we are now. Now we’re going to lose some friends in this period.17



King was right. After African Americans had gotten political rights, the movement for economic justice ran into stiff headwinds, and he was assassinated in 1968 while supporting a sanitation workers’ strike in Memphis. When he died King was dramatically unpopular—75 percent of Americans disapproved of him, an increase of 25 percentage points from 1963 (also in part because he had spoken out against the Vietnam War).18

The rising faction of conservative propertarians seized the opportunity. The explicit strategy from the start was to try to topple the New Deal by welding together a coalition of northern business elites with white racists. This was a tricky task. As journalist Ryan Grim writes:


In order to forge the alliance between the racist Democrats in the South, then, and the business wing of the Republicans in the North, they had to fuse two, unlinked political movements—the drive for segregation and the rollback of the New Deal. That required the South to go along with attacking programs that were extremely popular with the people of the South, and for Northern Republicans to get behind segregation and the preservation of the white Southern way of life.19



Highbrow conservative propertarians such as William F. Buckley thus portrayed the fight against civil rights as merely a defense of limited government and states’ rights, and heavily implied to the South that anti–New Deal propertarianism was a way to perpetuate white dominance. Business elites could thus convince themselves that they were not simply engaged in an alliance of convenience with gutter racists, and southern voters could be divested of their sympathies for the New Deal programs that, as historian Katherine Rye Jewell writes in Dollars for Dixie: Business and the Transformation of Conservatism in the Twentieth Century, had transformed the region from an impoverished backwater to pretty close to a developed-world standard.

Already in 1964 conservatives had gotten one of their own, Barry Goldwater, nominated for president on the Republican ticket. He opposed the Civil Rights Act of that year, supposedly because it would represent an abuse of federal regulatory power. White racists got the real message and swung hard to Goldwater, and as whites were still at that point largely the ones who could vote in the South, he carried southern states from Louisiana to South Carolina—though he was still crushed by Johnson almost everywhere else.

But this “southern strategy” eventually succeeded in building a propertarian majority. During his presidential campaign in 1980, Republican candidate Ronald Reagan spoke a great deal about limited government, but he also kicked off his campaign with a speech about “states’ rights” at the fairgrounds near Philadelphia, Mississippi, the town where three civil rights activists had been murdered by white supremacists in 1964. Reagan won handily that year, and won reelection in 1984 by a much larger margin. Republicans eventually gained a hammerlock on all parts of the white South.

Meanwhile, as discussed in chapter 3, a liberal faction of propertarians was infiltrating the Democratic Party and rooting out the old New Deal thinking. Their argument was that in order to compete again, Democrats would have to cater to Reagan-style thinking. As a political matter, this was contestable at best (all the Democratic presidential candidates who lost between 1980 and 1988 were some variety of neoliberal), but the election of Bill Clinton in 1992 cemented their control over the party. Once again big business ruled—gaining power not through an open political argument but by rigging the system so that there were no nonpropertarian options.

But as we have seen, propertarian rule had all the same problems it has always had. America coasted for a while on the previous successes and momentum of the New Deal. It took many years for its key structures to be dismantled or allowed to rot, which allowed many to convince themselves that this time things were different. But by 2008, all the usual morbid symptoms of propertarian tyranny were present—extreme inequality, galloping corruption, sagging growth, and political dysfunction.

To sum up: Over the last 160 years we have seen all attempts to build a truly democratic America brought down because they failed to achieve both political and economic liberty for all citizens. Political liberty alone did not get the job done during Reconstruction or the civil rights movement, but conversely, economic liberty alone in the New Deal did not get the job done either. Only by combining the two can America actually accomplish any of the reforms I have detailed in the preceding chapters.

Such a program will require a new, or rather resurrected, conception of American identity. The United States is a relatively diverse country by European standards—only about 60 percent of us are non-Hispanic whites, and even among white Americans there is a riot of differing immigrant backgrounds.20 But it is also the case that Americans have a great deal in common. In the main, we broadly share a common culture of movies, TV, music, and food, similar cultural habits and traditions, and, outside of the extreme right, a similar faith in democracy. (It’s worth noting that a huge chunk of what we consider to be distinctively American culture comes from minority groups—indeed, in the case of music, practically the whole American tradition, from jazz, blues, and rock and roll to funk, disco, and hip-hop, is rooted in Black culture.)

Perhaps most important, we cannot help but share a common history and destiny. In a 1965 debate with William F. Buckley, the writer James Baldwin observed, “We talk about integration in America as though it was some great new conundrum. The problem in America is that we’ve been integrated for a very long time.”21 If we are to make the United States a functioning country again, much less a decent place to live, there is simply no alternative to developing an idea of American identity that includes everyone in the country. Whites must come to see themselves and their fellow citizens of color as part of a whole.

Some writers (particularly in the Afro-pessimist tradition) are not optimistic about this possibility. In 2014, for instance, Ta-Nehisi Coates wrote that white supremacy is not simply a “means of cleaving poor whites away from blacks. My view on this is that white supremacy is an interest in and of itself. It’s not clear to me where the politics ends and the bribe begins. I generally think that the left tells itself this story in order to evade the political complications of dealing with white supremacy as a sensible, if deeply immoral, choice, as opposed to a con played on gullible white people.”22

Now, I have an understandable bias against this idea. I am a white American, and frankly I do not want to believe that racism is in any way “sensible” for people like me. However, there is an avalanche of evidence to the contrary as well. There may be a cheap psychological high for whites in believing that Black people are inferior, but the downsides—both moral and physical—are so grotesque that it cannot possibly be worth it. Racism is not exactly a con as such, but an addictive political poison that is literally killing white people by the thousands across the country.

Let me discuss health first. As noted in chapter 7, American life expectancy has declined for five straight years. Research by Anne Case and Angus Deaton published in 2015 found a skyrocketing rate of deaths caused by suicide, alcohol abuse, and drug overdoses, which is now the main reason overall life expectancy is declining (aside from the pandemic, of course).23 Further work from them found the decline in life expectancy is largely due to these “deaths of despair” happening among people without a college degree, especially middle-aged whites.24

There are three obvious proximate factors one can point to here. First is economic inequality. The worst outcomes are seen in deindustrialized communities in the Rust Belt and Appalachia, where factory or coal mining jobs have largely vanished. More broadly, good-paying jobs of any kind have long been scarce across the country for people without a college degree (and increasingly even for people with one). Second is our lousy healthcare system, which charges an arm and a leg for often poor-quality care, and leaves the poorest people out entirely. Third is the opioid epidemic: Tens of thousands of Americans have died because ruthless drug companies lied about how addictive their products were, bribed doctors to prescribe as many pills as possible, and lobbied against states’ efforts to protect their citizenry.25 They found a ready base of customers in impoverished regions that had been abandoned by the national government. These dope peddlers shipped 9 million pills in just two years to the town of Kermit, West Virginia—population 382.26

Each of these three factors can be directly traced to propertarianism. As we saw in chapter 4, slanted free trade deals and a dysfunctional trade system obliterated huge chunks of the American industrial base. Dismantling antitrust policy, deregulating Wall Street, and slashing taxes on the rich funneled money to the top of the income ladder. Trying to run as much medical policy through market mechanisms as possible has created a horribly dysfunctional healthcare system, and propertarian thinking has so infected medical providers that many have become de facto extortion rackets. That same profiteering mentality is seen in nakedly predatory drug companies stuffing West Virginia to the gills with addictive pills with all the speed and efficiency of an advanced assembly line.

It’s important to note that deaths of despair are not at all uncommon among other racial groups, especially Blacks and Native Americans.27 Insofar as the gap in life expectancy between whites and Blacks has apparently closed somewhat over the last few years, it is mainly because downscale whites are gradually being shoved into the same pit that the worst-off minorities have been in for decades.

King witnessed the poisoned chalice of race prejudice personally. In his final sermon before he was murdered, he told the story of discussing segregation with the white wardens when he had been jailed in Birmingham. After a time, the conversation turned to the subject of their wages:


And when those brothers told me what they were earning, I said, “Now, you know what? You ought to be marching with us. You’re just as poor as Negroes.” And I said, “You are put in the position of supporting your oppressor, because through prejudice and blindness, you fail to see that the same forces that oppress Negroes in American society oppress poor white people. And all you are living on is the satisfaction of your skin being white, and the drum major instinct of thinking that you are somebody big because you are white. And you’re so poor you can’t send your children to school. You ought to be out here marching with every one of us every time we have a march.”28



Ulysses S. Grant had a similarly jaundiced view of how slave owners treated the white underclass in the Confederacy. In his memoirs, he wrote:


The great bulk of the legal voters of the South were men who owned no slaves; their homes were generally in the hills and poor country; their facilities for educating their children, even up to the point of reading and writing, were very limited; their interest in the contest was very meagre—what there was, if they had been capable of seeing it, was with the North; they too needed emancipation. Under the old regime they were looked down upon by those who controlled all the affairs in the interest of slave-owners, as poor white trash who were allowed the ballot so long as they cast it according to direction.29



Incidentally, something like 290,000 southerners died in the Civil War, or about 23 percent of the southern male population aged between twenty and twenty-four in 1860.30

At any rate, insofar as lower-class whites were actually party to the conspiracy to destroy the New Deal (a contestable argument, since lower-class voter turnout fell sharply during this period), the social carnage thus reaped speaks for itself.31 However, it is not just material deprivation at work here. The moral legacy of racism also harms white people by implicating them in atrocities, and by cutting off their contact with their fellow citizens.

Indeed, in his debate with Buckley, Baldwin made the provocative argument that what happened to white people under Jim Crow was in some ways even worse than what happened to Blacks. White southerners have “been raised to believe,” he said, “that no matter how terrible their lives may be … and no matter how far they fall, no matter what disaster overtakes them, they have one enormous knowledge in consolation, which is like a heavenly revelation: at least they are not Black.” He continued:


Now, I suggest that of all the terrible things that can happen to a human being, that is one of the worst. I suggest that what has happened to white Southerners is in some ways, after all, much worse than what has happened to Negroes there. Because Sheriff Clark in Selma, Alabama, cannot be considered—you know, no one can be dismissed as a total monster. I’m sure he loves his wife, his children. I’m sure, you know, he likes to get drunk. You know, after all, one’s got to assume he is visibly a man like me. But he doesn’t know what drives him to use the club, to menace with the gun and to use the cattle prod. Something awful must have happened to a human being to be able to put a cattle prod against a woman’s breasts, for example. What happens to the woman is ghastly. What happens to the man who does it is in some ways much, much worse.



The “moral lives” of “Alabama sheriffs and poor Alabama ladies—white ladies … have been destroyed by the plague called color,” he concluded.32

One could draw an analogy to a family here. Many readers no doubt know of people who have cut off contact with family members because of prejudice, such as parents who have exiled a child because they turned out to be gay or transgender. The harm in that case goes in both directions—landing hardest on the victim, of course, but also on the bigots who cut themselves off from some of their closest natural human connections for no reason other than prejudice. Many end up racked with guilt for the rest of their lives. Similarly, white Americans who convince themselves that other people are inferior because of the color of their skin (or some such nonsense) cut themselves off from their fellow citizens and curdle their hearts with hate.



Remarkably, it appears that an increasing proportion of the white American citizenry agrees with my argument. The strength of antiracism has grown steadily among the broader white population since the civil rights movement. In 1969, for instance, just 17 percent of white Americans approved of interracial marriage—but in 2013 it was 84 percent.33 That tendency has only accelerated in the “Great Awokening” among white liberals since the 2016 election. During the 2020 protests against police brutality after the death of George Floyd, opinion moved even more dramatically. According to a New York Times poll, approval of Black Lives Matter increased by 28 points in just two weeks between May and June that year—including a 15-point increase among whites (though it later dipped somewhat).34 Antiracism has become so strong that even the CEO of Fox News, where the hosts regularly spew barely veiled white supremacy, insists, “We support our Black colleagues and the Black community, as we all unite to seek equality and understanding.”35

That is a very encouraging development. But so far the economic dimension of democracy has gotten less attention. Propertarian forms of antiracism have gotten wide circulation—during the initial surge of protests after Floyd’s death, the book White Fragility, by the white diversity consultant Robin DiAngelo, spent weeks atop the New York Times bestseller list. This book recommends an individualist, self-help approach to racism, wherein white people are basically supposed to spend all their time doing self-criticism about their own racist thoughts, and constantly ask their friends and colleagues of color whether they are being oppressive.

Again, it’s good that white Americans are looking to reduce their culpability in racist oppression, and it’s probably healthy for white people to learn to be considerate in their interactions with people of color. But this kind of thinking is not going to create a true American democracy. The practical effect of DiAngelo’s advice would be to diversify the upper rungs of the economic elite, while leaving the vast majority of the minority underclass in the same position as before. Fighting racism will require a gigantic overhaul of the economic system in addition to changing individual attitudes.

Take income and wealth. As of 2019, median white household income per household was $72,204, but median Black household income was $45,438; meanwhile, average white wealth per household was $983,400, while average Black wealth was just $142,500.36 Median white wealth was $162,800, while median Black wealth was a piddling $16,600. Black unemployment is also reliably twice or more that of whites; the rate of uninsurance among the Black nonelderly is nearly 40 percent higher than that of whites; and the Black poverty rate is nearly two and half times greater.37

All this economic deprivation intersects heavily with the police brutality and mass incarceration that have gotten so much attention in recent years. Consider incarceration: A study by Bruce Western and Becky Pettit examined a cohort of men born between 1974 and 1979, divided them up by race and educational attainment, and studied how many ended up in jail at some point.38 Educational attainment is a decent proxy for class, especially in that poverty rates are dramatically higher among high school dropouts. They found that mass incarceration was very heavily concentrated among the poorest African Americans—Black men among this group without a high school degree had an incomprehensible 68 percent lifetime risk of imprisonment as of 2009.



[image: ]
Lower-class whites were not at all immune from being imprisoned. The incarceration risk for whites without a high school degree in this group was 28 percent—much less than their Black peers, but twenty-three times the risk of whites with some college, and more than four times the risk of Blacks with some college.

A similar pattern can be seen in police violence. In a paper for the People’s Policy Project, Justin Feldman compiled over 6,400 fatal police shootings and matched them to the poverty rate of the census tract in which they occurred.39 He found that the rate of shootings was drastically higher in poorer census tracts than in richer ones, for both Blacks and whites (though the discrepancy was mysteriously much less for Latinos).

Moreover, a much greater proportion of Blacks live in the poorest census tracts—36.6 percent as against 9.6 percent of whites. The raw number of shootings also surely understates the class bias in shootings, as presumably there are many more poor people being shot in rich locations than rich people being shot in poor ones.

Once again we see how lower-class whites have lost out horribly under propertarian rule. Using Washington Post data, I roughly estimated the rate of police killing by race in 2019.40 Blacks of course have it worst, at 57 police killings per 10 million people. But the white figure of 20.5 killings is still more than twice as high as the overall figure in Canada, more than ten times that of New Zealand, more than fifteen times that of Germany, and more than one hundred times that of Japan.

These data on imprisonment and policing demonstrate the raw side of propertarian tyranny. Some aspects of political domination under a propertarian system are subtle, coming in the form of lower incomes, skinflint social benefits, unemployment, and so on. But as we’ve seen, propertarian rule also creates vast oceans of social dysfunction and despair. Poverty, in particular, is associated not only with lower life expectancy but also with vastly greater rates of both committing and being victimized by crime. The response to this over recent decades has been to turn police and courts into a force for political repression. American police have become notoriously terrible at solving violent crime—the murder clearance rate (that is, the fraction of murder cases that end in an arrest) has fallen from 91 percent in 1965 to 62 percent in 2018.41 In cities such as Baltimore it is even worse, at just 32 percent.42 In the Nordic countries, by contrast, the clearance rate ranges from 83 percent in Sweden to 100 percent in Iceland.43

That is because the criminal punishment system today is not designed to solve the problem of crime; rather, it has been designed to warehouse the social dysfunction caused by propertarian rule, and to keep a boot on the neck of the disproportionately Black and brown lower class. It is not that dissimilar from a full-blown dictatorship’s secret police.

In previous chapters we have discussed many ways to redress the inequalities in American society. Building out a proper welfare state, mass unionization, reforming the trade system, clapping Wall Street in regulatory irons, and so on must be part of any effort to extend democracy to the American economy and ease the trauma of propertarian rule. Reforming policing and courts up to, at a minimum, operating as the Nordic ones do would not quite be “defunding the police,” as demanded by many activists, but it would amount to replacing them with a categorically different institution. (As an aside, it’s important to realize that while police budgets are certainly too high and at least some of that money could be repurposed with no ill effect, police budgets are not remotely large enough to build the kind of institutions mentioned above—that requires a great deal of taxation.)

But the question of wealth deserves special attention. Writers such as Coates have rightly advocated for some form of reparations for slavery, Jim Crow, and the litany of other racist abuses that simultaneously enriched whites and kept Blacks impoverished. Thanks to all that plundering, there is a difference of $15.2 trillion between what Blacks actually possess and what they would have if they had an equal share of the national wealth.44

However, this raises some thorny problems. Wealth is not just unequally distributed among races; as we’ve seen, it is also distributed unequally between classes. The richest 10 percent of both Blacks and whites hold about 75 percent of all the wealth in their respective groups—and the bottom half of both groups have basically none of it. To close the wealth gap, we would have to take $7.6 trillion from the white wealth pile and add it to the Black pile so that both figures meet in the middle. But neither giving out this money on an equal basis nor making the Black wealth distribution the same as the white one is satisfactory. Equal shares of that $7.6 trillion would be $617,000 per Black person, but doing that would open up another racial wealth gap along most of the wealth distribution in favor of Black folks that is even larger than the current one favoring whites—and still leave the ultra-rich largely white. And if we distributed it so as to make the Black wealth distribution exactly mirror the white one, we would be giving almost all the money to a small minority of people who are already rich, while half of Black folks would get nothing.

The way through this problem, I suggest, is the social wealth fund approach detailed in chapter 9. By scooping up most of the national wealth into one big pot and distributing the resulting capital income on a per capita basis, there would be almost no wealth inequality either between classes or between races, since it would effectively all be owned collectively. We might consider this a form of reparations for how racial capitalism has harmed the entire working class of all races—poorer whites would benefit too, of course, but to a much lesser extent than poorer Blacks, which is only right and proper. (This would also have the handy property of catering to a much, much larger political coalition.)



That brings me back to freedom. This idea is extraordinarily powerful, and all successful American political movements have oriented themselves around it. This makes sense—after all, it’s an attractive notion, and most people would like to be free to do what they like in general. Propertarians have hypnotized Americans with a vision of freedom that amounts to unlimited license for a few—the ability of the ultra-rich to lord over the rest of the population, increasingly including de facto immunity from criminal prosecution.

But any kind of true freedom must be collective. As we saw in chapter 2, it is a priori impossible to have a country free of government coercion, because all economic systems are based on state rules of some kind imposed by force. A society is free, therefore, when the coercive economic rules are arranged through democratic deliberation, in a process that protects civil liberties. True freedom cannot be achieved unless democracy applies throughout society—from the polling station to the workplace.

A particularly stark example of the distinction between propertarian license and collective liberty could be seen during the coronavirus pandemic. Many conservatives angrily insisted that the requirement to wear a mask in public was tyranny, and many groups burned masks in protest. One might as well argue that making murder illegal is an infringement of liberty, because the actual effect of ignoring pandemic control rules was many documented cases of death.45

But countries such as Vietnam, New Zealand, Australia, and Taiwan showed a different path.46 They proved that with some combination of lockdown, travel restrictions, setting up a system to test for the virus, tracing the contacts of positive cases, and isolating them in quarantine, they could completely eradicate the virus. If the whole citizenry stuck together, buckled down, and followed the rules, then after a few weeks something like normal life could and did return. Ironically, communist Vietnam’s ultra-aggressive state response meant the government ended up meddling far less in citizens’ lives than most Western democracies have, at least in terms of pandemic controls. In this as in many other contexts, bold state action is necessary for citizens to be able to live free, normal lives.

At any rate, we have seen that with a total economic reconstruction America could be one of the most pleasant places to live on earth. All workers could have a decent, safe workplace, where they are paid a fair wage and get plenty of time off, and all nonworkers would get income from the state so that they could participate in society. The national wealth would not be controlled by a tiny ultra-rich elite but by everyone through our democratic institutions. All we must do is recognize our helpless interdependence and our commonality with all our fellow citizens.
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HOW TO ARGUE WITH PROPERTARIANS

IN THE SUMMER OF 2011, President Obama was thinking about compromise. The economy had barely started to grow again in mid-2009, but for the past year the propertarian establishment had been demanding austerity, supposedly with the goal of cutting the budget deficit. Among them was Obama himself—in February 2010 he had convened a bipartisan commission to come up with a plan to cut the deficit, chaired by Democratic insider Erskine Bowles and Alan Simpson, a former Republican senator from Wyoming.1 (The commission could not agree on what exactly to do, and failed to produce a consensus report.)

In August 2010, the Washington Post editorial board had warned that Social Security was no longer taking in enough revenue to cover its outlays, and in 2037 it would exhaust its trust fund.2 They called people downplaying this issue “deniers” and argued for some “combination of revenue increases and benefit adjustments.” In September, William Galston and Maya MacGuineas published a report for the Brookings Institution arguing for more sweeping austerity.3 They predicted that excessive borrowing would “crowd out” private investment, thereby slowing growth, and interest rates would soon rise, putting a heavy burden on the federal budget. Besides, with healthcare costs growing so quickly, there would be no choice but to cut Medicare at some point.

The federal debt ceiling would be reached at the end of July 2011, and Republicans—who had taken control of the House of Representatives in the 2010 midterm elections—decided to demand austerity in exchange for raising it. This had never happened before in American history, but Obama decided to go along with it. He sought a “Grand Bargain” with Republicans in which he would agree to sweeping cuts to Social Security and Medicare if they would agree to some tax increases.

Supposedly nonpartisan reporters openly slanted their coverage in favor of austerity. In March, Lori Montgomery of The Washington Post, citing a Congressional Budget Office estimate showing more borrowing over the next decade, said that the borrowing would have a “negative impact on the nation’s budget outlook.”4 In July, she celebrated the news that Obama had decided to agree to slash Social Security and Medicare, writing that this would “defuse the biggest budgetary time bombs that are set to explode as the cost of health care rises and the nation’s population ages.”5 That same month, CBS News published an article titled “18 Scary US Debt Facts” (which amounted to the observation that a trillion is a very large number).6 “The national debt is big and problematic,” asserted Rick Newman at US News & World Report.7

Luckily for the American people, the attempted Grand Bargain quickly unraveled. Obama proposed broad cuts to Medicare, Medicaid, Social Security, government pensions, and various agencies in return for much smaller tax increases.8 Initially, Speaker of the House John Boehner accepted this rough formula, but he quickly faced an internal rebellion from the extreme right in his own caucus, who rejected any kind of tax increase out of hand, and the deal fell apart.9 Two years later, Montgomery was still mourning the failure to cut social benefits. The two parties “have done nothing to improve the finances of Social Security and Medicare, programs that already account for more than a third of federal spending and are forecast to push the debt skyward again at the end of the decade as the baby-boom generation retires,” she wrote in June 2013.10

It’s worth taking a step back to emphasize the utter insanity of this fiasco. In the first place, even allowing a negotiation over the debt ceiling was catastrophically irresponsible. Remember, this has nothing to do with spending or borrowing as such; it is simply a legal stipulation that the government can borrow only a specific dollar amount. Indeed, almost no other country even has a debt ceiling, because it is logically assumed that when the legislature passes a budget authorizing some mix of spending and taxation, it has thereby agreed to borrow the balance.

Congress had already passed budget measures that required borrowing; Republicans were just taking a legal anachronism dating from World War I and using it to hold the government hostage in order to extract unrelated policy concessions. Obama’s countenancing of such behavior set an appalling precedent.

But more important, the policy objective of the Grand Bargain was utter poison. In July 2011 the unemployment rate was 9 percent, and per capita GDP was about 3 percent below its peak in the last quarter of 2007—or perhaps 10 percent below where it would have been if the previous growth trend had continued.11 What the economy very obviously needed was an additional big stimulus to get back to strength. Instead, we had almost the entire political establishment, including the Democratic president and the Republican congressional leadership, agreeing to make things worse in both directions. Obama would have traded huge cuts to some of America’s most popular programs, which would slow the economy, in return for tax increases, which would slow it even more. Furthermore, as noted in chapter 2, the world needs a supply of dollar assets to lubricate international trade flows, and if the government refuses to provide them in the form of debt, then they will be obtained by market forces boosting the value of the dollar and boosting up the trade deficit relative to where it otherwise would have been. The United States did indeed gulp down a ton of austerity over the following years, cutting the budget deficit considerably, and, predictably, the trade deficit stayed very high.12

All told, this gruesome incident was a world-historical episode of moronic policy incompetence. It’s as if your house were on fire, and the mayor and the fire department were arguing furiously about which grade of gasoline should be sprayed on the blaze.

But it was also a striking example of propertarian ideological hegemony, and one we might learn from. At the time, counterarguments from the left were barely heard against the foghorn blast of propaganda that saturated mainstream media and politics. Arguing against such a well-funded school of thought is a very steep uphill battle, but it can and must be done. So in this chapter I’ll suggest a number of strategies to counter propertarian claims. Simple argument or rhetoric can’t defeat a hegemonic ideology on its own, but it has its place in politics.

One place to start, of course, is with evidence. A central claim from propertarian deficit scolds is that borrowing must of necessity place a burden on the economy, and that a great deal of borrowing will draw capital away from the rest of the economy, thus crowding out private investment and slowing the rate of growth. This is in keeping with the propertarian vision of the government as basically a parasite feeding on the back of the self-regulating market—indeed, the assumption runs so deep that even when the Obama administration released a paper predicting the results of their Recovery Act stimulus package, their model implied that by 2016 the effects of all the borrowing would be a drag on economic growth relative to where it would be without any stimulus.13

But as we saw in chapter 5, the exact opposite of propertarian predictions happened. Interest rates did not rise—on the contrary, the Fed kept its target rate at nearly zero from late 2008 all the way through late 2015.14 Despite all the massive borrowing, government interest payments as a share of GDP barely budged after the recession, rising from 1.3 percent in 2009 to 1.5 percent in 2011, then falling again to 1.2 percent in 2015 (that share rose somewhat after 2016 thanks to the Trump tax cuts).15 That 2015 figure was a little more than a third of what the government had been paying in 1991, which itself was not all that high. Indeed, routinely during the Obama presidency demand for government debt was so strong that Treasury bonds sold at interest rates lower than the expected rate of inflation, and occasionally at actual negative rates—literally less than nothing.16 It’s as if you went to the bank and they offered you a $10,000 loan that you could pay back with $9,500 in a few years. You’d be a fool not to take the money, but that’s precisely what happened.

The reason, as we’ve seen, was that thanks largely to the propertarians, the Great Recession was never fully fixed, and the United States remained mired in economic depression. So long as there is excess economic capacity, in the form of idle workers, factories, and so on, the government can borrow without limit. The ultimate result was that following the pro-austerity advice from Galston and MacGuineas created exactly the growth catastrophe they were supposedly trying to avoid.

The hysterical fearmongering from Montgomery about future deficits is similarly blinkered. Now, the projection she worried about so much comes from an assumption of ever-greater increases in healthcare spending, and as I detailed in chapter 7, medical spending is already a severe problem. If it continues on its current track, healthcare cost bloat really will devour the economy. However, it follows that the generosity of Medicare and Medicaid has nothing whatsoever to do with the issue—the problem is prices. Cutting benefits for the poor and the elderly will merely shift the costs onto individuals. Montgomery assumes that cutting benefits will help reduce medical spending because propertarian thinking always tries to divorce the state from the economy, but in truth the two are inherently intertwined, and the only way to tackle healthcare prices is through even more state action. In any case, any government-side savings from cuts would quickly be eaten up by future price increases anyway.

Incidentally, this is why the propertarian attack on Bernie Sanders’s Medicare-for-all plan was so preposterous. American healthcare is already the most expensive in the world by a gigantic margin. Fully $1 trillion per year is flushed down the toilet of administrative inefficiency and profiteering from medical providers and drug companies. As I showed in chapter 7, it would be conceptually trivial to redirect that spending such that all Americans had high-quality healthcare, and save a considerable sum to boot.

There is a similar story for Social Security. Here there is also a genuine problem, but it is not nearly so immediate, and again it has nothing to do with the deficit. Propertarians fundamentally misunderstand this issue because they think the problem is about money, when the real problem is demographics.

The Washington Post editorial mentioned earlier raised a great deal of fuss about the Social Security trust fund being depleted, but this is totally irrelevant. The reason the program’s trust fund is starting to be depleted is that there is an increasing proportion of retirees relative to the population paying payroll taxes compared to previous decades. When someone is retired, they of necessity receive goods and services without working. Therefore, the capacity of a country to support a retired population depends entirely on the size of the working population and how much economic output they are producing. Contrary to the common belief that millennials will not get Social Security because “the money will all be gone,” the viability of the program will rest solely on the size and characteristics of the generations coming up behind us.

All retirement scenarios are like this, even private investment accounts. People tend to think that when they have piled up enough financial assets to live on for the rest of their lives, that means they have provided for their own retirement exclusively through their own work, but to be able to retire on your own hoard of money, you still need a population of working people to produce goods and services that you can buy with your assets. Without those workers, your investments are worthless. Indeed, this is also true of how Social Security is currently being funded in part by drawing down its trust fund. This trust fund is stocked with special U.S. Treasury bonds, and in order to fund benefit payments, they are currently being gradually sold off to other investors, the value of whose money must be based on current production.

Social Security itself perpetuates the money myth by structuring its benefits based on past earnings, as if it were a savings account where people get back what they paid in. That is not true either in terms of the benefit formula (many people get back more than what they contributed) or in terms of accounting, as most of the payroll tax revenue taken in by the program is paid right back out again to beneficiaries.17 At bottom it is a welfare program, not some kind of investment fund.

So in terms of funding Social Security under its current structure, the problem could be fixed easily by bumping the tax rate up a small amount—either by removing the payroll tax cap or by some other method. Indeed, as I outlined in chapter 6, the actual biggest problem with Social Security retirement pensions is they are not generous enough. They should be boosted to compensate for the failure of the 401(k) system and the gradual disappearance of private pensions. This would require a slightly higher rate of tax on the working population, but since productivity has been chugging along, there is more than enough production to go around.

A third propertarian error is the treatment of climate change. Senator Marco Rubio, Republican of Florida, whose state is probably the most vulnerable of any in America to unchecked climate change, has grudgingly come around to thinking we may need to do some adaptation—but that’s it. “I’m also not going to destroy our economy. There’s a reality here. There’s a balance on that end of it that we need to be focused on,” he said on CNN in 2018.18

This attitude is a truly striking false dichotomy. Consider just one aspect of climate change, sea level rise. Miami, the second-largest city in Florida, has an average elevation of just six feet, and much of it is mere inches above sea level.19 A recent study found that the rate of sea level rise has accelerated over the past twenty-five years, and if it continues at that pace, oceans would be twenty-six inches higher by 2100.20 The study’s lead author, Steve Nerem, further emphasized that this was “almost certainly a conservative estimate,” because melting of the Greenland and Antarctic ice sheets is likely to accelerate as time passes. A sea level rise of more than two feet would drown big chunks of Miami, and should some of the worst-case scenarios come to pass, the city would be miles out to sea. What’s more, it would be nearly impossible to construct a seawall around the city, because it is built on porous limestone.

Again, we see the classic propertarian brain at work. Government action to fight climate change is seen as something that must slow the economy by definition, rather than what it really is—absolutely necessary to head off economic (and social) calamity. In effect, Rubio would obliterate half his state for a few more years of private fossil fuel profits. However, as covered in chapter 8, it’s not just conservatives who fail to grapple with climate change. Liberal propertarians such as William Nordhaus may favor a modest carbon tax to fight climate change, but their orthodox models mean they drastically underrate the possibility of gigantic economic harms from extreme climate events.

So when it comes to climate change, what we can’t afford is to keep spewing out greenhouse gas emissions. It is propertarians who should have to come up with the price of deleting half of American agriculture, or building seawalls around our coastal cities, or being forced to engineer new water supplies for cities in the Southwest.



However, evidence can only get us so far. As we saw in chapter 3, propertarians’ key rhetorical tactic is not argument but constraining the terms of debate. By the 2010s, practically the whole Washington establishment bought into an ideological framework that automatically produced propertarian conclusions. The result is a general depoliticizing of policy questions—if the budget deficit is bad by definition, then the only argument is about the best way to cut it, not whether it should be cut in the first place. Reporters such as Montgomery had been so thoroughly indoctrinated that they could not even see that they were expressing a contestable opinion, let alone the fact that the opinion was horrendously mistaken.

A related propertarian strategy is trying to naturalize economic outcomes. They tend to portray things such as unemployment or poverty as inevitable developments that can only be addressed (if at all) by massaging the self-regulating market. Again the function is to forestall policy options that might challenge the power of the rich. If Rust Belt towns suffer deindustrialization thanks to a biased global trade system that enables offshoring, it is very convenient for the business owners involved to be able to shrug and say, “It couldn’t have been any other way.”

So in addition to pointing out the fact that this is not true—the trade system is founded on laws and regulations that could be changed at any time—one should always attack this naturalizing tendency and repoliticize policy questions. There is no such thing as a natural economic system, and if someone is suffering, they can be helped.

The sad truth is that no kind of argumentative strategy can probably get very far with individuals. It is very, very difficult to lever someone out of a frame of mind they have accepted and internalized. This is a disruptive and painful process, and most people will instinctively resist, often angrily. People whose incomes depend on the propertarian status quo, meanwhile—such as the people who work at think tanks funded by fossil fuel barons—will either just lie or talk themselves into believing the arguments are wrong.

However, it is still worth doing. Simply attacking someone’s presumptions can put them on the back foot and make them more cautious—especially in the case of “neutral” reporters, who often have no idea why they are writing what they do. What’s more, onlookers can be convinced of the truth and justice of collective economics.

So as part of all these arguments, one should attack the propertarian ideological framework at the root, and advance an alternative ideology. In this way we can start building a counterhegemony.

Taxes are a good place to start. Americans have long accepted the idea that, in the words of economist Yanis Varoufakis, “wealth is privately produced and then appropriated by a quasi-illegitimate state, through taxation.”21 By this view, taxes are a simple taking of one’s hard-earned wages, for which one receives little benefit; instead the poor (usually coded as Black) are thought to receive the benefits. Republicans are constantly trying to strengthen this anti-tax attitude by making the process of tax filing as onerous as possible.

However, no modern country can possibly exist without some kind of welfare state. As the scholar Suzanne Mettler documents in her book The Submerged State, the United States has accommodated propertarian ideology by hiding a large proportion of its middle- and upper-class benefits in the tax code. The Treasury Department describes 172 such tax benefits.22 The Joint Committee on Taxation estimated for the 2021 fiscal year that the top five largest tax credits were the exclusion on employer-sponsored health insurance (at $190 billion), the low rate on capital gains and dividends ($168 billion), tax benefits for defined-benefit retirement pensions ($158 billion), various child tax benefits ($119 billion), and tax benefits for defined-contribution retirement plans such as 401(k) accounts ($109 billion).23

Now, these cost figures are likely not quite accurate in terms of what would happen if these benefits were repealed, especially taken together, because people would probably change their behavior to compensate somewhat (though the Center on Budget and Policy Priorities roughly estimated that they reduced federal revenue by $1.5 trillion in 2018—a figure that is more than one and a half times bigger than the cost of Social Security, and more than twice the defense budget).24

Nevertheless, a tax benefit is still a government subsidy. Consider an analogy: a condo complex where all the owners have to pay a fee to cover maintenance and so forth. One of the residents loses his main source of income and is scraping by on unemployment. The management wants to help him out, and so they decide to cancel his fee of $500 that year. That has precisely the same effect as handing him a check for $500—he has that much more money in his pocket, and the rest of the residents will have to cover the increment of whatever maintenance expenses come up that year. At bottom, tax subsidies are basically like this—a way to increase someone’s disposable income through state action by reducing their tax liability rather than cutting them a check. It’s just another way the government can divert income streams around the economy.

One might object that if tax breaks are just another kind of subsidy, what’s the big deal? The problem is twofold. First, they are generally unfair. Most of the tax subsidy total consists of deductions (a reduction in your taxable income) or exemptions (when you do not have to pay tax on some income). These are more valuable the more income you have, because you have a greater tax liability to reduce. Certain tax breaks help the rich almost exclusively—more than half of the benefits of the low rate on capital gains and dividends, for instance, flow to the top 0.1 percent.25

These kinds of tax benefits are therefore very inefficient, because they pay out inversely to need. If we look at direct state social spending (that is, check-cutting programs like Social Security, not including tax breaks), the United States comes in far below most rich nations, at just 19 percent of GDP in 2018, as compared to France at 31 percent.26 However, if we include all types of social spending, both public and the private kind enabled by tax benefits, the U.S. figure rises to 30 percent of GDP—the second-highest in the OECD, again just behind France.27 America actually has a very expensive welfare state; it’s just designed horribly.

More important in terms of ideology is that tax subsidies reinforce propertarianism by allowing people to pretend as though they do not benefit from government. In a 2010 paper, Mettler cited polling on the proportion of people on various government programs who report they “have not used a government social program.”28 Tax benefit beneficiaries, unsurprisingly, registered the highest proportion of this false belief, with 64 percent of 529 or Coverdell education tax break recipients and 60 percent of home mortgage interest deduction recipients expressing this belief—as compared to 28 percent of those on Medicaid and 25 percent of those receiving food stamps. Tax subsidies allow people to collect government benefits while still posing as rugged individualists.

Still, those figures for Medicaid and food stamp recipients are bizarrely high, which raises the flip side of this problem—welfare shaming. In an American context, “welfare” refers to means-tested aid for the poor, and it is heavily stigmatized, both in the press and in popular media. For instance, in the 2005 film Cinderella Man, the main character views taking government relief aid—during the Great Depression, no less—as so shameful that when he gets some work again, he goes to the relief office and pays back everything he received.

In another book, The Government-Citizen Disconnect, Mettler explores this attitude in detail. In an interview with Vox, she explained, “About 44 percent of Americans have unfavorable views of welfare. And the people who have very unfavorable views about welfare have strong attitudes about government that are shaped by this view. They believe that welfare is unfair, or that undeserving people are receiving it, and that deserving people like themselves are not getting anything.”29 This kind of stigmatizing is no doubt a big reason why even some people on food stamps—which is about the most blatant and intrusive kind of social program it is possible to imagine—think of themselves as not receiving any government aid. It’s also the main reason why something like a quarter of people who are eligible for food stamps do not actually enroll. “Stigma seems to be a big barrier to participation,” a welfare researcher told NBC News in 2013.30

In reality, of course, 100 percent of the American citizenry is a beneficiary of some kind of government program, and none more so than the rich. Propertarianism is the ideological underpinning that allows people living high on the government hog to look down on the poor, who feel guilty about being on benefits that are meager indeed compared to those lavished on the top 1 percent. And overall, the welfare state thus constructed is both threadbare and incredibly pricey.

Americans must come to understand that for the vast majority of us, taxes are not only about redistribution but also a way to fund things we all have to pay for. Currently we pay quite a substantial sum in tax, and then on top of that we are forced to pay still more for private health insurance, retirement, childcare, and so on. As we saw in chapter 9, the main purpose of the welfare state is to provide income to all nonworkers. But only a small proportion of that nonworking population is that way for their whole lives. Most nonworkers are at a particular point in their life cycle, such as children, students, parents, and the elderly, or have suffered a turn of bad luck, such as the unemployed.

Collective economics is based on social solidarity. This is not just about caring for the worst-off in society but also about caring for everyone, including yourself. Under a classic social democratic welfare state, my family receives child benefits when I am young, I receive a student allowance when I am in college, and I receive family benefits when I have children, all funded mainly by the middle-aged people in their prime working years. Then, when I have reached my top working years in turn, I pay taxes to care for the kids coming up behind me, as well as the now-elderly people who looked after me when I was in need. With such a lens, one should look at the payroll tax report card the Social Security Administration sends you from time to time with pride—proof that you are doing your part to prevent the elderly and disabled from starving.

The coronavirus pandemic actually provided some encouraging evidence that Americans will respond to a collective economics message under the right circumstances. The March 2020 CARES Act contained $1,200 checks for most individuals, which the IRS sent out without people having to apply (for the most part). Despite being only a modest portion of the bill, the checks quickly seized public attention and became one of the most popular programs in American history. Polls consistently found support at around 78 percent, including two-thirds of Republicans.31 Journalists such as myself discovered that including the phrase “$1,200 checks” in a headline was practically guaranteed to produce a gusher of web traffic, and random people took to pestering Capitol Hill reporters online with questions about when the next round would be coming. It demonstrates that at least one fundamental part of collective economics—handing out free money through the welfare state—is popular so long as it isn’t poisoned with propertarian ideology. It turns out that even Americans like getting free money, so long as they aren’t brutally shamed for it and don’t have to jump through a million flaming hoops first.



Another reasonable rhetorical strategy is uncovering the hidden motivations for propertarian arguments, as a way of mounting a frontal attack on their legitimacy. When someone advances an argument for cutting Medicare or Social Security that obviously makes no sense on its own terms, or when they predict something, the exact opposite happens, but they continue to advocate the same idea, it is natural to speculate about their real motivations.

As we saw in previous chapters, propertarian ethics is designed at all points to reinforce the political domination of the capitalist class. Therefore, for example, propertarians will tend to oppose any kind of welfare state program that makes unemployment less unpleasant, because by their lights the point of government is to force people into working for business making profits. The Washington Post argument about the Social Security trust fund is particularly striking in this respect, because it amounts to saying “unless we cut benefits, we will have to cut benefits.” Cutting benefits, it seems, was the overriding goal. Another tell could be seen when Alan Simpson (co-chair of the deficit-cutting commission mentioned earlier) compared Social Security to “a milk cow with 310 million tits,” and another when the commission’s partial report (not endorsed by all its members) endorsed large tax cuts for the rich and corporations along with hikes for the middle class.32 It couldn’t be more obvious that the deficit was merely a fig leaf—the whole miserable thing was propertarianism through and through.

Socialized healthcare programs such as Medicare come under attack for the same reason: because where government is providing some service, private business could be making a profit doing a worse job. Indeed, Medicare has been partially privatized for exactly this reason, with the introduction of Medicare Advantage—a program that allows private insurers to provide worse Medicare service at a dramatically higher cost.

This also ties into a related warped view in the Washington establishment of what constitutes “responsible” government. American political elites tend to regard wise policymaking as forcing through unpopular decisions to inflict pain on the citizenry. There are times when that is necessary, such as with wartime rationing. But most of the time today this amounts to a sort of political sadism—as in Obama’s Grand Bargain mentioned earlier, a stupid and pointless idea that would have deeply harmed tens of millions of people. Propertarians tried to make it a bipartisan compromise to launder the responsibility between both parties.

It is worth excavating the motivations here, but this realization can equally well be used to create blunt, cutting slogans such as “They’re trying to steal your retirement.” Lefties achieved some success when they dubbed the Bowles-Simpson group the “cat food commission,” implying it would force poor retirees to survive on cat food.

The value of sheer repetition should also not be underestimated when it comes to political rhetoric. Most people are not at all familiar with the details of policy or political negotiation, and any one person is vanishingly unlikely to read any particular article or hear a single speech. But advocates can compensate for that by repeating the same point as often as possible, or by making it again every time a new applicable situation comes up. With each additional repetition there is a chance that a new person will hear the idea. As the Republican political consultant Frank Luntz advises his candidates about communicating a message: “You say it again, and you say it again, and you say it again, and you say it again, and you say it again, and then again and again and again and again, and about the time that you’re absolutely sick of saying it is about the time that your target audience has heard it for the first time.”33

That leads to the final aspect of contesting propertarian arguments: simply running them over. We should muster evidence, argument, rhetoric, and repetition to build our own conventional wisdom that can replace the existing one.

Once again, Social Security provides an illustrative example. In late 2012, a great many leftists had become roundly sick of simply defending Social Security from cuts, and started considering the opposite idea: that benefits should instead be expanded. One of the first was the old-school blogger Duncan Black, better known by his pseudonym, Atrios. On his widely read blog, and in a column in USA Today, he used all the tactics I have articulated to argue for “MOAR SOCIAL SECURITY,” as he put it in several posts.34 He argued convincingly that America was facing a looming retirement crisis because traditional pensions had vanished, private retirement accounts were not working out, and Social Security was not nearly generous enough to fill in the gap, especially for lower-income folks. He lambasted people who had blinded themselves to the crisis so that they could keep down taxes on the rich. On his blog, he posted over and over about the idea, keeping the issue bubbling. Progressive politicians including Bernie Sanders and Elizabeth Warren took up the call, joined by activists, progressive groups, and other writers (I participated in a small way at the time).

After the Grand Bargain failed, this group effort began to chip away at the propertarian consensus. Democratic politicians started to feel the pressure (especially in that many constituents contacted them) and began to distance themselves from efforts to cut Social Security. When Elizabeth Warren gave a speech endorsing a benefit increase, and that resulted in a deranged attack in The Wall Street Journal from the propertarian think tank Third Way, even many moderate Democrats who supported the group stood behind Warren, and one disavowed the think tank.

The effort got further momentum with Bernie Sanders’s 2016 presidential campaign. This brought huge attention to his aggressive agenda, which included a big boost to benefits, especially when it turned out he was giving Hillary Clinton a run for her money. By January 2016, the notoriously staid and cautious New York Times editorial board was endorsing an increase in benefits, and by June President Obama had signed on as well.35 All told, it was a remarkably quick about-face—but it would not have happened without those years of ideological trench war and popular mobilization.

Another example can be seen in the early New Deal. When Franklin Roosevelt took office, he wanted to be “a balance wheel between management and labor,” as historian William Leuchtenburg writes in his book Franklin D. Roosevelt and the New Deal: 1932–1940.36 He had long emphasized economic interdependence, and he wanted the capitalist class to participate in his programs. But business would of course have none of it—they wanted to dominate everyone else as they had before 1933. They cooperated with extreme reluctance if at all, and in 1935 the Chamber of Commerce openly denounced the New Deal, which both soured Roosevelt on the capitalists and opened an opportunity for his more left-wing advisers and allies in Congress. (One of Roosevelt’s greatest strengths as a politician, given the bizarre American constitutional system, was his ability to turn hard to the left when it was to his political advantage to do so.) Harvard’s Felix Frankfurter, an antitrust advocate, argued that the time had come to attack business. Leuchtenburg writes:


The Harvard professor insisted that the attempt at business-government co-operation had failed, and urged Roosevelt to declare war on business. Once the president had understood that business was the enemy, he would be free to undertake the Brandeisian program to cut the giants down to size: by launching antitrust suits, and by taxing large corporations more stiffly than small business.37



This led to the Second New Deal of 1935, the most radical period in Roosevelt’s presidency. He and his allies in Congress set up Social Security, helped unions, jacked up taxes on the rich, and passed several other measures:


By Black Monday [May 27, 1935], the president had already begun to move decisively in a new direction.… Roosevelt insisted on the passage of four major pieces of legislation: the social security bill, the Wagner labor proposal, a banking bill, and a public-utility holding company measure. A few days later, he added a fifth item of “must” legislation: a “soak the rich” tax scheme. In addition, he demanded a series of minor measures, some of them highly controversial, which in any other session would have been regarded a major legislation.… Thus began the “Second Hundred Days.” Over a long period Congress debated the most far-reaching reform measures it had ever considered. In the end, Roosevelt got every item of significant legislation he desired.38



By the time of his reelection campaign in 1936, Roosevelt was campaigning openly against the business class. In a campaign speech at Madison Square Garden that year, he said, “They had begun to consider the Government of the United States as a mere appendage to their own affairs. We know now that Government by organized money is just as dangerous as Government by organized mob. Never before in all our history have these forces been so united against one candidate as they stand today. They are unanimous in their hate for me—and I welcome their hatred.”39 He won in a landslide even bigger than in 1932.



Finally, I want to emphasize that political argument is not some kind of magic solvent here. We can’t defeat propertarianism with just one weird trick. But argument has its place. In the first instance, it is important to actually be correct on the facts and understand how policy works. An ideology of collective economics must not be divorced from reality—the Soviet Union shows that one can get immense power out of a utopian ideology that purports to be the master key for all history and politics, but if reality diverges too much from the ideology, it eventually cracks apart. Conversely, Soviet Communism, nineteenth-century classical liberalism, and late twentieth-century neoliberalism demonstrate that a hegemonic ideology can continue inflicting terrible damage for a long time even when most of its predictions do not bear fruit. We don’t want that either.

But argument can still move belief and change people’s views, even when things seem to be going well. And in times of crisis, when advocates of the status quo are discredited or even questioning their own beliefs and the mass of the population is confused and looking for answers, critics can advance by leaps and bounds. Intellectuals are far from the most important part of any collective economics movement (that would be labor unions), but they still provide the important functions of contesting policy arguments and translating the movement’s demands into workable policy.

Today is certainly a time of crisis. The 2008 crisis broke the legitimacy of the propertarian consensus, and the coronavirus pandemic has ground up most of the remaining shards. The millennials just reaching middle age today are probably the most left-wing generation in American history, rivaled only by Generation Z, coming up behind us.40 Donald Trump, with his record of tax cuts for the rich and catastrophic bungling of the pandemic, has discredited the right-wing propertarianism of the Republican Party.

At the time of writing, Joe Biden—previously known as the handmaiden of the credit card industry in the Senate and a guy who was buddy-buddy with Dixiecrat segregationists—was shaping up to be the most left-wing president since Lyndon Johnson at least. In March 2021, Democrats, who had just fifty votes in the Senate, passed a $1.9 trillion pandemic relief package—more than twice the size of Obama’s Recovery Act—with $1,400 checks and a huge expansion of the child tax credit that basically turned it into a social democratic child allowance. The overall effect, if implemented perfectly, would be to cut child poverty in half.41 This change was made for only one year (thanks to goofball Senate rules), but Democrats and left-wing groups immediately began gearing up to make it permanent.

That said, the Biden administration and the rest of the Democratic Party are still full of people who were deeply implicated in all the neoliberal atrocities of the last forty years. If and when the pandemic is gone, calls for austerity will likely return. It has seldom been more important to press the case for collective economics on all fronts. The Democrats will probably have to be dragged kicking and screaming to the promised land, but with a strong enough tug, they might just get there.
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PAID MATERNITY LEAVE SYSTEMS, 2014

Country

Duration

Size of
benefits (%
of previous

earnings)

Source of

funding

Czech Rep.

28 weeks

70%

Social insurance

18 weeks

100%

Mixed public
and employer

funds

France

16 weeks

100% up to a
ceiling

Social insurance

Germany

14 weeks

100%

Mixed public
and employer

funds

Social insurance

and public funds

Japan

14 weeks

Social insurance
and public funds
for 1/8 of the

total cost

Latvia

16 weeks

80%

Social insurance

Norway

35 (or 45) weeks

100% (or 80%
for 45 weeks)

Social insurance

Poland

26 weeks

100%

Social insurance

UK

40 weeks

6 weeks paid at
90%; lower of
90%/flat rate for
weeks 7-39

Mixed (employ-
ers reimbursed
up to 92% by
public funds)

N/A

N/A
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TABLE 2: PAID SICK LEAVE COMPARISON

Location

Paid sick leave
base period

Accrual
method/
requirement

Wage
replacement
rate

Cialifornia

1 hour per 30
hours worked,
starting after 30
days employed,
usable after 90
days employed

100 percent of
prior average
non-overtime

wage

Massachusetts

26 weeks for
family member’s
illness, 20 weeks
for own illness

80 percent of
wages up to half
of the average
weekly wage, 50
percent beyond
that up to a cap
of $850 per
week ($42,000/

year)

1 month worked
at same job

100 percent of
previous average
wages up to
608,106 kroner

per year (about

$69,700)
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Net worth to income ratio by percentile for ages 50-64, 2016

Source: Author's calculation of Survey of Consumer Finances data
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Source: OECD

100

N P R S T P SN B NI S R R R
S F TS TS CLE LS EES
T I A & F R
S & ¥ & o
NN e





OEBPS/images/author.jpg
HEAQUO(L.O WO






OEBPS/images/Cooper13.jpg
Retirement assets to Income ratio by percentile for ages 50-64, 2016

Source: Author's calculation of Survey of Consumer Finances data
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Source: Economic Policy Institute
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TABLE 1

PAID MATERNITY LEAVE SYSTEMS, 2014

Country

Duration

Size of
benefits (%
of previous

earnings)

Source of

funding

Australia

18 weeks
(either parent)

Federal mini-

mum wage

Social insurance

Austria

16 weeks

100%

Social insurance

Belgium

15 weeks

82% for the first
30 days; 75% for
the remainder

(up to a ceiling)

Social insurance

Canada

17 weeks (fed-
eral)

55% for 15
weeks up to a
ceiling

Social insurance
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Source: Our World In Data
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Finance share of domestic profits, 1946—-2019
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Hours worked In rich countries
Source: OECD, 2019 or most recent data
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Rich countries work less, except the USA

Source: OECD, author's calculations
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Most under- and overworked nations

Source: OECD, author’s calculations
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Source: OECD, author's calculations
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