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-XXIV: Rolling Back the Social-Insurance State?-

[UNFINISHED]


“The reforms advocated by the Second International were supposed to make working-class life under capitalism endurable and dignified, and to enable the workers themselves to organize freely and independently. But the more successful  the socialists became, the more dependent they found themselves on the prosperity of capitalism. Though they dreamt of its final crisis, they gradually realized a dangerous a moribund social system could become. We now know that the first political casualties of capitalist crises in Western Europe would be the parties of the Left—as was the case in the 1930s—while their greatest successes occurred during the thirty glorious years of capitalist growth (1945-1975)—the Golden Age of Capitalism.”  Sassoon, p. xxii

Problems of social democracy:

If social-democratic parties “adopt[ed] the cost-push explanation [of inflation, they] … would commit themselves to the containment of wages and prices. Restraining wages would bring them into a clash with trade unionists…. It was clear that an incomes policy would have a better chance of success if it were part of a package in which there would also be control of prices…. In reality, the control of prices in a market economy is virtually impossible…. Incomes are marginally easier to control, provided unions or weak or accept an incomes policy…. But for how long could unions deliver?

“By embracing the demand-pull explanation, socialists would commit themselves to cutting demand… curtailing public spending… increasing taxes and accepting more unemployment.”

“In Italy working-class unrest resulted in a legal enshrinement of extensive working-class rights. The Statuto dei Lavoratori… made it illegal for employers to discriminate against workers engaged in trade union activity, banned company trade unionism, and  gave workers unfairly dismissed the right to be reinstated.”

“Uncertainty surrounds the economic effects of incomes policies [but not] … their political and social consequences. The incomes policy saga contributed to the systematic deterioration of the relationship between  the Labour government and the trade union movement…”

“The most salient feature [of the student movement] was the assumption that politics could be based on semi-permanent mobilization. When the German “Extra-Parliamentary Opposition”… advocated direct democracy, democratic councils, rule by the assembly of students (or workers in factories), rather than by delegates, it made demands which ran counter to the fundamental principles of Western representative democracy…. It seemed clear to… [political] parties that the historical models from which one could draw analogies with the forms of direct democracy advocated by the students—the Paris Commune, the Russian Soviets, the Italian occupation of the factories in 1920—belonged to a rejected insurrectionary past, probably unrepeatable and certainly unsustainable.”

“Politicians of the Left (and the Right) could fairly retort that the assumption that a post-scarcity age had been reached could only be entertained by privileged students, temporarily removed from the world of gainful employment, detached from its competitive ethos and unencumbered by family responsibilities. The real electorate had mortgages or rents to pay, children to feed and clothe, jobs to obtain or preserve. The student radicals arrogantly or childishly ignored these fundamental truths. They were right, however, when they held that human dignity should not be satisfied merely with the riches available on the shelves of supermarkets and department stores; they were wrong when they believed themselves to be the first to hold these truths.”

IKEA: “Mai 68, on a refait le monde; Mai 86, on refait la cusine…”

“The [French] elections of 1968 were a serious blow for the [French] PCF and the socialists. Mitterand’s FGDS lost sixty-one seats, with 16.5 percent of the votes…. The entire left now held only ninety of the 487 seats in the National Assembly. There is little doubt that this result represented a vote for law and order. The Gaullists made inroads among industrial workers, obtaining more working-class votes than the communists.

“As Mary Quant put it, there was ‘something in the air’ in the early 1960s. Much was changing. The Roman Catholic church, led by John XXIII… the brief presidential term of John F. Kennedy seemed to herald a modern approach to statesmanship—in style, if not in substance. In the USSR Khrushchev attempted to lead the country towards economic reforms and consumerism. Under the impact of Maoism, the international communist movement was irrevocably split. The ‘winds of change’ of decolonization… were creating a politically-independent Third World…

“The post-World War II form of capitalism, “which dominated the West so successfully during what Jean Fourastie called les trentes glorieuses (1945-1975), afforded social democracy a key role. Thanks to constant capitalist growth and full employment, the minimum social-democratic program… had been accomplished during these thirty glorious years. A considerable proportion of the surplus produced was allocated by political means (i.e., not by the market) to education, transport, health care, ‘high’ culture, child-care, old-age protection, and so on. These measures stabilized the capitalist system, enabling it to endure the regulations which legislation and trade union strength imposed on it: restriction on the working day, paid holidays, health and safety standards, minimum wages.”

Jean Fourastie (1979), Les trentes glorieuses our la revolution invisible de 1946 a 1975 (Paris: Fayard: ).

“When this [post-World War II] model of capitalism entered into crisis, so did the concommitant model of social-democratic politics. A new political conflict ensued between social democrats and conservatives…. The left tried to expand the prevailing regulatory regime even further. The Right advocated  a substantial retrenchment of the state and the liberalization of a market expanded by privatization.”

“By the early 1990s the Left had been comprehensively defeated in all the West, while in the East the smouldering ruins of the communist experiment marked the apparent global triumph of the system of private capitalist accumulation. The parallel decline of social democracy and regulated capitalism, and the intricate contest between Left and Right during the 1970s and 1980s, are the chief concerns of the rest of this book.”

“Conservative thinkers began to argue that the main cause of Europe’s poor economic performance was the excessive role of the state. The welfare state was accused of stifling initiative by subsidising inefficient firms, imposing minimum wages, diverting resources from productive investment, substituting itself for enterpreneurship, discouraging success by punitive marginal rates of taxation. High unemployment benefits were said to discourage people from looking for work, while non-market allocation of resources… led to rationing…. These anti-welfare arguments had always existed and had been unsuccessfully peddled throughout the 1950s and 1960s…”

“The importance of unemployment cannot be overestimated. Only full employment, Thomas Balogh wrote, ‘removes the need for servility, and thus alters the way of life, the relationship between the classes. It changes the balance of forces in the economy. This is its outstanding, indeed revolutionary consequence.’ Unemployment is the single most important factor in the decline in trade union strength. Social democracy is unsustainable in a situation of high unemployment. By 1992, when the Maastricht Treaty was signed, it had become generally accepted that the struggle against inflation was the fundamental task of government, while that the struggle against unemployment was hopeless or secondary. This was the clearest indication of the ideological victory of the forces of conservatism.”

Thomas Balogh (1982), The Irrelevance of Conventional Economics (London: Weidenfeld and Nicholson).

“Where the consumer is ‘sovereign’, those who have no gainful occupation and no personal fortune are de facto disenfranchised…. It is the possession of money that transforms many formal rights into real, effective rights. No amount of liberal rhetoric, no shrill protestation of concern for the rights of the individual, can possible disguise the fact that where the market rules, those without money effectively lose their membership in the consumer society.”

“No amount of liberal rhetoric, no shrill protestation of concern for the rights of the individual, can possible disguise the fact that where the market rules, those without money effectively lose their membership in the consumer society. As they sink into the demoralizing morass of poverty, they are not only disempowered from obtaining so-called luxuries… and those commodities which make life comfortable and pleasant, but they are also effectively denied ‘access’ goods, such as culture and education.”

“Eventually [the poor and unemployed] are condemned to a life dominated by an obsessive preoccupation with the cash nexus, by the endless worry of making ends meet, by the anger of being unwanted, unemployable, unacceptable, by the frustration of having become a human surplus which cannot be absorbed—a human mass whose only economic reason for being is to keep those who are in employment pliant and disciplined and their wages lower than they would otherwise be.”

“Jobless workers in high unemployment areas do not move to prosperous areas, driving down high real wages. They stay put, anchored by housing policies and subsidized by unemployment benefits…. [T]he unemployment sector can be divided into two categories, the long-term unemployed or ‘outsiders’ who are, in effect, unemployable and therefore have no impact on wages; and the temporarily unemployable and ‘insiders’, who are still in the real job market…. [I]n Germany in 1977, 75 percent of all long-term unemployed… were over fifty-five and/or had impaired health and/or no vocational qualifications.”

The diagnosis of American economic distress that the Republican coalition elected in 1980 carried with it had several parts. The ﬁrst part was that the U.S. in the late 1970's had a high rate of both inﬂation and unemployment because earlier governments had been unwilling to accept moderate unemployment. As Herbert Stein wrote in the late 1970's:



the main reason we have such a high rate of inﬂation difﬁcult to reduce, is that we now have a history of a high rate of inﬂation and that the announcement of government intentions to curb the inﬂation has little credibility. I think the emphasis on ﬁscal and monetary restraint was correct and our mistake was in not realizing how critical it was. We did not recognize how difﬁcult it would be to reverse course once we had gotten on to the inﬂationary path, and therefore how essential it was not to set foot on that path. This isa reminder of how essential it is to get off that path before we move much further along it



The ﬁrst principle, therefore, was to ﬁght inﬂation, and to accept whatever unemployment was necessary no matter how high it might go in order to reduce inﬂation from nearly 10 percent to a level at which it would once again be so low as not to be a major element in workers', ﬁrms', and investors' calculations. Monetary policy was to be turned over to Federal Reserve chairman Paul Volcker-who had already decided that his job was to lower inﬂation no matter what the cost-and he was to be allowed free rein. Soon, the administration and its supporter believed, the fact that a strong Federal Reserve chairman had been given a blank check to stop inﬂation would lead people to expect that inﬂation would be stopped, and so they would no longer be building inﬂation premia into their demands for wage raises or interest payments.

The second principle was that much of what had gone wrong in the 1970's was the fault of too large a government. Therefore the government needed to shrink. Too many of its policies and programs were destructive. As Martin Feldstein put it:



Expansionary policies were adopted in the hope of lowering the unemployment rate but without anticipating the inﬂation. High tax rates on investment income were enacted and social security retirement beneﬁts were increased without considering the subsequent impact on investment and saving. Regulations were imposed to protect health and safety without evaluating the reduction in productivity that would result or the effect on an uncertain regulatory future on long-term [activities].[T]he government never considered that [high]unemployment beneﬁts would encourage layoffsthat Medicare and Medicaidmight lead to an explosion in health care costs; that welfare programsto help [the] poormight weaken family structures; or that federal aid through the tax lawsto encourage [suburban] homeownership would have such adverse effects on the cities, precipitating relocation of businesses [to the suburbs] and [creating] poverty and other problems for those left behind...



The perception that there were substantial ﬂaws in the fabric of the welfare state was not wrong. Why, in Britain, did social democratic education policy turn out to give children of doctors and lawyers the right to go to Oxford without paying for it? The system was ﬂawed when social democratic industry policy used the nationalized "commanding heights" of the economy not to accelerate technological progress and keep employment high, but rather to retard the shift of labor out of "sunset" industries. 

The sociologist T.H. Marshall had looked forward to an extension of the concept of equal rights to equal social and economic rights: the right to work, the right to an education, the right to a fair and equal share of what society can produce. This extension stalled: you had a right not to a share of society's wealth but to opportunity and to social insurance. You can only buy insurance in proportion to your resources. And opportunities can either be seized or missed. Taken all in all, it was possible to argue that late twentieth century social insurance states placed most of the tax burden on the relatively poor, while providing services-subsidized higher education systems, air trafﬁc control systems, subsidized broadcasting systems, unemployment insurance payments that varied proportionately with pre-unemployment wages, and so on-that were at least as much use to the rich as to the poor.

The chosen instrument to use to enforce a reduction in the size of the government was a tax cut. Tax cuts are always popular. A new tax cut enacted by a new president would be very popular and, politicians and strategists calculated, would greatly weaken opposition to subsequent spending cuts: for the alternative proposed by those who wished to maintain spending would then necessarily include large budget deﬁcits as a consequence. This tied into the third principle: tilt the distribution of income in favor of the rich. Industry should be rewarded, and sloth punished. The rich were industrious. Moreover, the rich saved and invested, thus enriching everyone in the future. The third principle, therefore, was to tilt the distribution of income in favor of the rich by cutting their taxes most.

Things did not work out well. Two other considerations got added to the political stew at the beginning of the 1980's. The ﬁrst was the the partisan claim that the Carter administration had dangerously weakened the U.S.'s defenses vis-a-vis the Soviet Union. Ironically, the decade to follow would see the weakness of the Soviet Union become obvious as the process of reform began. Steps would be taken by Republican administrations to gradually cut the defense budget as a share of total national product far below what the Carter administration had planned. And the rapid restoration of the emir to Kuwait would show that the technology gap between NATO and Warsaw Pact equipment had always been immense, and thus that NATO forces in Europe had always been far, far stronger than necessary to stand off a Soviet offensive.

In the short run of the early 1980's, however, the Reagan administration planned a massive buildup of the armed forces, and thus an expansion-not a contraction-of the size of the government.

The second consideration was the unwillingness of the administration to be to identify in advance which programs and subsidies would be cut in the shrinking of the government that the administration to be had planned. To reduce anxiety, politicians looked benignly on and encouraged the growth of the story that no spending cuts at all would be required: the tax cut alone and the lifting of the hand of regulation from the economy would create such a spur of economic growth that even domestic programs could be expanded, not contracted.

No one with a quantitative grasp of the government's budget and its pattern of change ever meant this story to be taken seriously. But administration makers welcomed its dissemination. Policy elites assured each other that their candidate would say a lot of silly things before the election, but that the candidate and his principal advisors understood the important issue. Tax cuts were to be followed by a ruthless attack against "weak claims" on the federal budget: programs like farm subsidies, subsidized student loans for the relatively rich, the exemption from taxation of social security income, the subsidization of the southwest's water projects, and so forth would themselves be slashed in order to balance the budget after the tax cut. "Weak claimants"-people for whom government subsidies and assistance truly served as a "safety net"-would be protected, while "weak claims" would be reduced.

But too many of the Reagan administration's allies and supporters claimed, after the election, that they had taken this story seriously. They would not support spending cuts, for they were the "weak claimants" whose subsidies and programs were to be targeted for reduction. These two factors-the expansion of the military budget and the claim by key legislators and inﬂuence peddlers that the Republican trip they had purchased was not for a tax cut and spending cut, but just for a tax cut-left the United States with large and only gradually controlled budget deﬁcits throughout the 1980's. Previous decades had seen one or perhaps two years of large budget deﬁcits in recessions. Previously, large budget deﬁcits had been seen only in years of deep recession. But the 1980's saw budget deﬁcits, very large by the standards of the post-World War II era, persist throughout years of prosperity and low unemployment as well.

Large budget deﬁcits threatened to become a drag on the American economy. Funds saved might not now be invested-they might be borrowed by the government and used for current spending. The large budget deﬁcits of the 1980's thus threatened to seriously reduce the rate at which the United States' capital stock grew. This would have had extraordinarily destructive effects on economic growth.

This was especially bitter for those who had worked very hard to elect a Republican administration because they thought that Democratic administrations were pursuing policies that reduced investment in and thus impoverished America's future because"the long-run beneﬁts" of investment "apparently lie beyond the political horizon"-beyond, that is, the Democrats' political horizon. They had hoped to elect an administration committed to increasing savings and investment-to lowering taxes on those who did save and invest-in order to empower America's future. Yet the large budget deﬁcits of the 1980's created by Reagan's administration threatened to be an order of magnitude more destructive of America's economic future than any of the inﬂationary, redistributive, or regulatory policies pushed by Democrats had been.

The deﬁcits did, however, do substantial indirect harm: for more than half of the 1980's the U.S. dollar was substantially overvalued as the U.S. budget deﬁcit sucked in capital from outside and raised the exchange rate. When a domestic industry's costs are greater than the prices at which foreign ﬁrms can sell, the market is sending the domestic industry a signal that it should shrink: foreigners are producing with more relative efﬁciently, and the resources used in the domestic industry should be transferred to some sector where domestic producers have more of a comparative advantage. This was the signal that the market system sent to all U.S. manufacturing industries in the 1980's: that they should cut back on investment and shrink. In this case, it was a false signal, sent not by the market's interpretation of the logic of comparative advantage but by the extraordinary short-run demand of cash to borrow from the U.S. government. But ﬁrms responded to this signal even so. The U.S. sectors producing tradeable goods shrank. And some of the ground lost would never be recovered.

Given the high cost of capital seen in the U.S. in the 1980's, the uncertainty about whether investments in the U.S. were worth making because of the unstable exchange rate-all due to false steps of economic policy-and also other, outside factors like the rapid growth of the labor force as the baby boom generation became adults, it is not surprising that productivity growth in the United States lagged during the Reagan years. Figure 3 shows that the upward pace of productivity growth in the United States, which had averaged two percent per year for a century and came to an end in 1973, did not resume in the 1980's. Compared to what might have been reasonably anticipated from the 1948≠1973 or the 1880≠1973 pace of productivity growth, the U.S. in 1991 fell more than thirty percent low.

Other countries did not see such stagnation in productivity over the 1980's. At the end of the 1980's the U.S. still had the highest standard of living among the industrial nations of the world because of its immense spaces: people in the United States live in large houses and have ample lawns. But the U.S.'s edge in living standards over the rest of the industrial west comes from of the luck of its location rather than, as it came before, from of the skill and industry of its people. At current exchange rates, the United States ranks not ﬁrst but ninth among industrial nations in total economic productivity: behind Switzerland, Japan, Iceland, Sweden, Norway, Finland, Denmark, and West Germany.

Around 1970, at least, the two income gaps were of about the same magnitude. Skilled workers earned about thirty percent more than unskilled workers, and young college graduates then earned about thirty percent more than high school graduates.

Around 1980 the income differential takes a substantial leap upward. In no more than ﬁve years, by far the larger part of the 1929≠1950 equalization of the U.S. income distribution is reversed among young workers. This shift toward greater inequality should not be overstated. So far the shift to inequality is much greater among workers with less than ten years' employment experience than among older, more experienced workers. Perhaps the gap will narrow as the present group of young workers ages. Moreover, while class and education-based income differentials have widened, status and race-based differentials have continued to fall at least through the end of the 1970's.

Moreover, this shift should be viewed with some skepticism: it is not certain that the college-high school wage differential plays the same role in the American economy today as the skilled-unskilled wage differential had at the beginning of this century. And it is not certain that the shift will be permanent. It is, however, clear that there is no longer any reason to believe that the wage distribution will narrow in the future. In the ﬁrst two thirds of the twentieth century, both market forces-a shift to more balanced technological change and a declining ratio of less-skilled to more-skilled workers-and wage setting institutions-minimum wage laws and a strong union movement-worked to reduce income differentials. This allowed the relatively poor and unskilled would share fully in modern economic growth.

The determinants of the sudden upward leap in income inequality, especially among the young, in the 1980's are also somewhat uncertain. There are three possible causes: a rise in the relative numbers of the unskilled, the near-collapse of the private sector union movement under the pressure of the 1982 recession and of governmental hostility, and the large shift in the U.S. pattern of trade that came about in the 1970's and 1980's and led to the transfer to overseas of jobs for the less-skilled (and the transfer to the United States of jobs for the more skilled). Whichever of these factors is most important, there is no reason to expect the near future to see any reversal of the leap in inequality. International trade is likely to continue to increase, further reducing the employment of the less-skilled in high-wage sectors. The union movement is unlikely to recover. And the labor force is likely to continue to see a disproportionate growth in the numbers of the less skilled.

The 1970's and 1980's also saw rapid growth in the number of Americans whose households did not have access to the labor market. Divorce reduced the number of adults per household and multiplied the number of households. People choose to get divorced, and would most likely not appreciate being forced to stay together. But two households cost more to maintain than one; divorce is usually followed by a substantial drop in living standards for women and children (and a rise in living standards for men); and one parent living as the sole adult in a household trying to raise children has a very difﬁcult time taking advantage of whatever opportunities can be found in the labor market. The declining economic position of lesser-skilled males, coupled with the rise in female-headed households with no access to the labor market and with reductions in public sector support together caused something extraordinary to happen in the 1970's and 1980's: the proportion of the population living in poverty increased.

The "poverty" line, as calculated by the U.S. government, does not shift upward as time passes and as expectations of what is needed to maintain a minimum decent standard of living rise. The poverty line is that amount of money required to purchase a ﬁxed basket of commodities: the proportion living in poverty is the proportion of the population that do not attain a ﬁxed absolute level of material well being. The proportion of the U.S. population falling below the poverty line in 1990 was about 13 1/2 percent-as large a proportion as it had been in 1966. The two decades from 1949 to 1969 saw the poverty rate using the ofﬁcial deﬁnition fall from about 32 percent to about 12 percent; the two decades of the 1970's and 1980's saw the poverty rate remain stagnant or rise.

This was the ﬁrst two decade period in United States history in which anything at all similar had happened: previous decades that saw poverty rise, like the disastrous Great Depression-ridden 1930's, were followed by decades like the 1940's which saw tremendous economic growth and poverty reduction. The 1970's and 1980's marked the ﬁrst time when, over the span of a generation, the rising tide of economic and productivity growth had failed the lift the boats of America's poor.

The 1980s also saw the halting of Black Americans’ progress toward economic equality with white Americans. This did not seem to be due to a resurgence of ofﬁcial, open racism and discrimination. Instead, Black Americans were caught up in the widening of the income distribution. Since more of them were poor, a larger proportion of Black Americans than whites lost ground in the 1980's because the poor lost ground. Because more Black Americans lived in female-headed households, a larger proportion of Black Americans than whies lost ground in the 1980's because female-headed households lost ground. Because more Black Americans lived on the edge of poverty, a larger proportion of Black Americans fell into poverty in the 1980's because those on the edge of poverty did badly during the decade.

From the perspective of many Black political leaders, the fact that the relative decline in the economic status of Blacks was not the result of ofﬁcial, open racism was cold comfort. Ofﬁcial, open racism in the past had put Blacks on the bottom of the American income pyramid. White society owed them redress. And for white society to adopt policies that moved the distribution of wealth and opportunity against those at the bottom-and then to claim that such policies were not racist-appeared a joke: analogous to ﬁrst ﬁring you, and then foreclosing on your house because you don't have a job, while claiming that the foreclosure is nothing personal.

x. Financial instability
As the 1980s turned into the 1990s, it became increasingly clear that serious dangers were produced by the freedom of international trade and international investment that had followed the collapse of Bretton Woods in the 1970s and the rollback of regulation in the 1980s. The 1980s saw one major international financial crisis: the third world debt crisis that followed 1982. The 1990s saw three major international financial crises happen one after the other, approximately 2.5 years apart: the collapse of the European Monetary System in 1992, the Mexican peso crisis of 1994-1995, and the East Asian financial crisis of 1997-1998.

The reaction to the first such crisis—the debt crisis that followed 1982—was that it had been due to borrower fecklessness. Borrowers in the third world had willingly borrowed large sums at relatively low floating interest rates, thus taking on themselves and their countries the risk that monetary policy might tighten and the prices of their exports fall. The prices of their exports fell, and monetary policy worldwide was tightened as a result of Paul Volcker’s decision to fight inflation first, a decision echoed by other industrial-core central banks. Much of the borrowed money turned out to have been used not for productive investment but to finance government deficits, or support elite consumption.

The second financial crisis, the collapse of the western European system of fixed exchange rates in 1992, also provoked few thoughts of systemic failure. The conservative government of Britain—and governments of other countries that had effectively pegged their currency to the deutschmark—had claimed that their commitment to their exchange rate peg was near-absolute: that they would accept a considerable domestic recession rather than abandon the peg.

When conflict between the German government and the Bundesbank over the financing of the absorption of East Germany into West Germany led to a substantial rise in interest rates, the governments of Italy, Britain, Sweden, and others were faced with the choice between severe domestic recession and abandoning their peg to the deutschmark. Markets judged the commitment to the peg incredible and unbelievable, and placed heavy one-way bets on devaluation. And markets were right: they did abandon their peg to the deutschmark.

The principal lesson drawn from the European crisis of 1992 was that governments should not make promises and commitments about exchange rates that they do not truly intend to keep: doing so leads to an embarrassed government, a Treasury drained of foreign currency reserves, and large profits for cynical international currency speculators.

Some saw the Mexican financial crisis of 1994-1995 as following the same pattern. 

“At the end of the twentieth century, the fundamental political conflict in democratic capitalist countries was over the extent and form of the regulation of capitalism. Its abolition was no longer sought. Beyond the advanced countries where capitalism appears to be firmly implanted, conflicts concern nationalism, religion, and the speed or form of capitalist development. No one, any longer, pursues a non-capitalist path.” Sassoon, p. xxii.



