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-XXII. The High Tide of Social Democracy-

From one perspective, governments have been the major obstacle to economic growth in this century. Communism was a century-long economic disaster that has retarded the economic development of half the human race. Nazism and its tamer fascist cousins were nearly as inept as Communism at nurturing economic growth—and, fortunately for all of us, ineffective at mobilizing for and winning the wars that they had started. In the industrial core, governments proved massively incompetent at managing their economies. At the periphery anti-developmental states attempting to pursue state-led development imposed economic stagnation on economies that should have been rapidly moving up the escalator to modernity.

Yet there is one political movement in this century that has met with economic success: the countries where it has come to dominate politics have become the richest (and also the freeest) societies the world has ever seen. This movement is that of social democracy—the more limited form of socialism, demanding not a total commitment to the comrades but instead a partial commitment to ameliorating the rough edges of industrial capitalism, that after World War II became married to the mixed economy and to the idea of Keynesian macroeconomic management.

But even social democracy imposed substantial drags on its economies—most clearly in the social-democratic commitment to have public ownership and operation of the “commanding heights” of the economy. So this look at the high tide of social democracy will look, first at its biggest failure: the idea that the public sector would be good at running an industrial enterprise. It will then look, second, at the political popularity and success of social democracy; third, at whether social democracy did enhance economic growth; fourth, at whether social democracy contributed to political stability; and, fifth and last, at social democracy and economic welfare.

A. The commanding heights

Even the most successful governments have made significant missteps in promoting economic growth. All over the industrialized and developing parts of the world, governments—even the most anti-Communist of governments—somehow got it into their heads that they should run and operate businesses. Public control and operation of the “commanding heights” of the economy was seen as a proper goal.

And almost everywhere it proved to be unfortunate.

[Figure: nationalizations]

In this one significant sphere social democracy was nearly a complete failure. Few today even try to justify its ventures into public ownership and operation of industry—government control of the so-called “commanding heights” of the economy.

In retrospect the most puzzling aspect of twentieth-century social democracies is the insistence on government provision of goods and services—not government demand, not government distribution, but government production. All over the world the belief that large chunks of productive industry ought to be publicly-owned and managed dominated the mid-twentieth century, and is still present—although in retreat—at the end of the twentieth century. And as a result railroads, coal mines, power generating facilities, steel works, chemical factories, hospitals, and schools became state-run enterprises.

This is puzzling because governments’ core competence has never been in running a hospital, or a steel mill, or a railroad. Such organizations ought to be run with an eye on efficiency: getting the most produced with the resources available. But governments’ logic of operation is very different: it is a logic of the political adjustment of conflicting interests. As a result, all over the world in the mid- and late-twentieth century, government-run enterprises—whether the coal mines of Britain or the telecommunications monopolies of western Europe or the oil-production monopolies of developing nations—were overwhelmingly inefficient and wasteful. And it was the recognition that the scope of enterprises that should be run by governments (as opposed to those that should be producing to satisfy government demand, or that should be regulated by government) was relatively small that provoked the mass drives toward privatization that started in Britain under Prime Minister Thatcher in the 1980s.

Now there are times when you do not want “efficiency”—at least not in the sense of maximizing the total amount of measured output given the available resources. There are times when you want “soft” rather than “hard” incentives: a health clinic that is paid by insurance companies should not be replacing antibiotic solutions with colored water in order to decrease its costs. A company running an electricity distribution network should not skimp on maintenance of the system as a whole in order to boost its current profits.

But the cases in which “soft” incentives are desirable are not that many. Ultimate consumers must be poor judges of quality, or must be unable to vote-with-their-feet by switching to alternative suppliers, or there must be no alternative suppliers to switch to before one reaches the stage where one would rather rely solely on the professionalism and the pride of accomplishment and usefulness of the producers and eschew the material incentives for efficient performance provided to the for-profit enterprise in  market context. And even in those cases, regulation is often a much more attractive alternative than is public ownership and management of the enterprise.

As best as I can judge, the sources of demand for public ownership of the “commanding heights” of the economy had three sources:

· First, an inordinate fear of monopoly: a belief that economies of scale would ultimately lead to the domination of one single firm in most industries, and that that one single firm would exploit the public unmercifully if it were not state-owned.

· Second, a fear that the monopoly bosses would own the government: that regulation would be ineffective because the monopoly bosses would simply buy off the regulators, and that only public ownership that destroyed the monopoly bosses could avoid this problem.

· Third, the echoes of the classical Marxist belief that the market was inherently corrupted by exploitation—and that such exploitation could be avoided by eliminating the private ownership of the means of production.

All of these sources seem naïve to us now. If the market is inherently corrupted by exploitation, what do we now think of bureaucratic hierarchies? In the aftermath of the falls of U.S. Steel, GM, and IBM, monopoly power appears to be much less stable and durable—and economies of scale much less prevalent—than they seemed to our predecessors. 

Moreover, there are many votes to be gained in elections by protecting the people from the dominant monopolists. It is not clear whether regulators are more likely to be captured by the industries that they regulate (so that regulation serves the interests and profits of private industrialists), or whether regulators are likely to play for political points by exaggerating the extent to which they have managed to curb and control what would otherwise be rapacious monopolists.

Of the third reason—the belief that if the large basic industries of the economy were “owned” by the people, that they would be sources of collective wealth rather than of worker exploitation and the gouging of consumers by plutocrats—it is hard for us at the end of the twentieth century to imagine how this could ever have been found convincing. To change the shareholders of an enterprise from a group of private individuals to the government may redistribute some wealth from rich to poor.
 Yet it has no other effects—save to replace the private-sector imperative of increasing efficiency and making money with different public-sector imperatives aimed at different objectives. 

In the end it is not clear what was achieved by nationalization. Consider the case of Britain’s Attlee government. In the late 1940s the Attlee government nationalized the Bank of England, the railways that became British Rail, airlines, telephones, coal mining, electric power generation, long-distance trucking, iron and steel, and natural gas provision.

Officially, management policy did not change once industries were nationalized: commercial profitability remained the official objective (although pursued with less vigor, especially as far as possible plant closings were concerned). Coal workers and railroad workers hoped that the public sector would be more benevolent and higher-wage employer than the private sector. They were apparently mistaken.

Sassoon quotes from official histories that “Very little thought had been given to the organization of the nationalized industries either in the Labour movement or in Whitehall,” and asks the natural question: “Why was there such a wide extension of public control if Labour did not know what to do with it?” He answers his question by pointing to “the traditional left-wing bias against private ownership…. [T]he extension of state ownership was good in itself, because it brought the ‘end-state’ of socialism that much nearer.”

Few today think that such a focus on nationalizing specific industries was a productive or a helpful use of social democracy’s political capital.
 

B. Social democratic successes

1. Political success

The fact that nationalized industries quickly transformed themselves into relatively inefficient monopolies did not seem to harm the political popularity of social democracy. The political popularity of social democracy was high after World War II, and remains high today. 

In fact, no mainstream political party today is opposed to “social democracy”—the construction of the infrastructure necessary for the private economy to flourish, the provision of “rules of the road” that have kept the economy a positive-sum enterprise, and the construction of systems of “social insurance” to greatly diminish the vulnerability of individuals and families to the individual and collective economic catastrophes that might befall them.

From one perspective, the political success of social democracy marks the triumph of the ideas and policies of the nineteenth century socialists who looked forward to a better social system than the high inequality of the Gilded Age and the dangerous and desperate working conditions of the dark satanic mills of the nineteenth century. In 1891, meeting in Erfurt, the German socialists set out their program. It had two parts—a reform part and a revolutionary part. Aside from some peculiarly German causes (like wresting control of foreign policy away from the Emperor, the Junkers, and the army), the reform part called for:

· Universal adult (including female) suffrage

· Popular referenda to control parliaments and bureaucracies

· The election of judges

· The separation of church and state

· The secularization of education

· The eight-hour day

· Government regulation of health and safety in the workplace

· The right to unionize

· Unemployment insurance paid by the state and administered by the workers.

All of these have been attained in modern social democracies. The concrete reforms that the nineteenth-century socialists thought would make the world better have been enacted, and the agenda of politics for the past half-century has been their exact shape and extension.

Of course, the socialist program of the nineteenth century also had a revolutionary component: abolition of exploitation, abolition of private property, and the construction of a free and equal society of associated producers. But in the process of accomplishing its reformist program, socialists in the industrial core of the world economy have been transformed into social democrats. The intellectual and political descendants of the nineteenth-century socialists have given up the revolutionary part of their program as vague, unclear, self-contradictory, and impossible to implement—in a word: utopian.

[Figure: Social democratic vote shares]



In the United States today social democracy includes the interstate highway system, airport construction, air traffic control, the Coast Guard, the National Parks, government support for direct research and development through agencies like the National Institute of Standards and Technology, the National Oceanic and Atmospheric Administation, and the National Institutes of Health. It includes the antitrust lawyers of the Department of Justice and the Federal Trade Commission, the financial regulators in the Securities and Exchange Commission, the Office of the Comptroller of the Currency, the Federal Reserve, and the Pension Benefit Guarantee Corporation. It includes the National Labor Relations Board to regulate and guide the bargaining between workers and employers. It includes the promise by the federal government to insure small bank depositors against bank failures. It includes Social Security and all of its means-tested and non-means-tested cousins—Supplemental Security Income, Food Stamps, Aid to Families with Dependent Children, and Head Start. It includes (with much less success) farm subsidy programs.

None of these programs would be seen as a proper use of the government by even a moderate liberatarian. None of them fit under the definition of the “night watchman” state. And America’s version of social democracy is distinctly anemic relative to the public sectors of western European nations.

Yet these programs—together with local provision of policy and fire protection, and of public schools—are the government, or at least that part of the government that is not natioanl defense. And over the twentieth century as a whole these government programs and their analogues in other advanced industrial countries have been remarkably successful.

They have been remarkably successful in two ways. First, they have been politically successful. Voters distrust politicians who seek to cut back on the major programs of the social insurance state. Voters find taxes earmarked to support social insurance programs less distasteful than taxes that flow into general revenues.

Throughout the twentieth century, social democrats produced plans for social welfare programs: workers’ compensation, health insurance, state-run pension programs, and unemployment insurance were universal in western Europe by 1950, and present in most western European countries by the middle of the Great Depression. Outside of the United States, right-of-center parties did not attempt to make a stand against social democracy. In the middle of World War II Britain’s conservative Prime Minister, Winston Churchill, could call for the postwar abolition of unemployment, and compulsory public insurance “for all purposes for the cradle to the grave.” As Donald Sassoon writes, “standing up boldly against the welfare state after [World War II] would have taken either some guts and/or a strong urge to court unpopularity. The Conservative Party was too wise to have either.”

[Timetable of social democratic reforms]

Social democracy was far from socialism—it was not collectivism, and throughout western Europe and the United States voters remained hostile to the idea that the state might attempt to direct their private life. Parties of the left were elected to the extent that voters believed that they were best suited to carry out the reforms and institute the programs of social democracy. Their opponents were elected to the extent that voters feared that parties of the left would begin to attack personal liberty, or feared that social programs would be turned into pork barrels for public employees.

All forms of social democracy shared important principal features, including:

· A powerful commitment to maintaining full employment.

· A willingness to tolerate at least creeping inflation in order to avoid recessions.

· A belief that it was the government’s responsibility to provide the infrastructure investment for the private market economy to grow.

· A belief that the private market economy had an important role to play: that it was the principal engine of economic growth, and that the government was there to provide support for it and to redistribute wealth to some degree.

· A belief that penury and starvation were unacceptable—and that eliminating them was the government’s business.

However, there were important differences. Gosta Esping-Andersen distinguishes three types of social-insurance states, three worlds of welfare capitalism:

The first is along the lines that the social insurance state took in the United States, with:

· benefits seen essentially as a form of public charity: means-tested benefits provided to the poor.

· a few “universal” benefits provided to all on the basis of universal contributions or entitlement.

This type of social-insurance system minimizes the extent to which economic rights to support and resources become a part of the basic bundle of citizenship. Instead, to draw on the means-tested benefits of the social insurance system is, in a sense, to renounce one’s full citizenship. In this type of social-insurance system, social rights to economic goods are restricted to limited categories of particularly essential goods and services: citizens have a right to a free (or nearly free) public education, to Social Security when they are old, to medical care when they are old, and to state-provided disability and unemployment insurance. Other benefits are reserved to those of explicitly limited means.

The second type of social-insurance system is the German:

· with benefits provided only when the family can no longer support all of its members

· group bargaining refereed by the government as the principal means of reconciling conflicting interests.

Gosta Esping-Anderson claims that the redistributive effect of this type of social-insurance system is minimal.
 Such systems were powerfully shaped by two forces: first, relatively authoritarian governments (in the late nineteenth and early twentieth century) that saw such systems as a way for the government to invest in its subjects; second, the influence of the social stability-seeking Christian church. This second type of social insurance is hostile to day care; eager to encourage motherhood with family allowances; and seeks to put the power of the state on the side of preserving traditional family structures.

The third type is the “universalist” typified by the social-insurance state constructed in Britain by Attlee’s Labor Party, and later on in Sweden by the Swedish social democrats:

· based not an equality of minimum needs, but on “equality of the highest standards.”

[Gosta Esping-Andersen diagram]

The appeal of the third type of social-insurance state—the “universalist”—is largely ideological as opposed to practical. The preamble to the British National Insurance Act of 1946 announces that this “insurance scheme is one for all citizens, irrespective of their means,” for rich as well as poor. This universalism performs the political function of trying to bind the entire population to the program: this is for you too, whoever you happen to be. The political appeal of such universalism can be quite high. It is one reason for the popularity of the U.S. Social Security and Medicare systems, in sharp contrast to the unpopularity of the explicitly means-tested Medicaid and Aid to Dependent Children and Temporary Assistance to Needy Families programs. When a Franklin D. Roosevelt advances a social-welfare program in a universalist guise, you can bet that he is doing so because he wants to frame the issue in social insurance terms: what can this program do for us, because we are all entitled to it (even though some of us turn out to need it more than others). He is trying to keep it from being framed in terms that allow for sharp divisions between citizens: keep it from being that this program is the government spending our taxes for the benefit of them.
But when a social philosopher like T.H. Marshall talks of universalism, a different dimension emerges. Human rights, according to Marshall, have historically come in three flavors: civil, political, and social. Civil rights are rights to trial by jury, to equality before the law, to choose one’s place of domicile, to make whatever contracts one wishes—essentially they are those rights needed for you to be an independent actor in society, rather than an unfree or second-class member. Political rights are the rights to speak in (and listen to) public debates, and the right to vote—the rights needed for you to be a full member of the political community.

Social rights—rights to welfare, health, security, education, and so forth—are the rights needed to fulfill the promises made by and only half fulfilled by the other kinds of rights. A market economy pretends that all are equal: anyone can buy any good. But this pretense is false: only those who have money can afford to buy.

Universal social-welfare benefits remove entire classes of goods from the status of “commodity.” Your ability to be a full member of the community is no longer conditioned on your possessing enough money to buy what you need. Thus full citizenship—originally restricted to the noble, then to the propertied, and then to those who can afford to pay, will thus be extended to everyone. Universalism is a declaration that some degree of equality of result is a good thing to have.

2. Economic growth


It is difficult to maintain that social democracy has had much of a direct positive impact on rates of economic growth. To the extent that social democracy has maintained political stability economic growth has certainly been more rapid: especially in an integrated world economy in which capital can seek safety relatively easy, riot and revolution are bad for economic growth. But otherwise it is hard to make a case that those countries that were the most social democratic among those of the industrialized core grew faster than those in which the welfare state was smaller and the social insurance safety net less comprehensive.

Conversely, it is even harder to argue that large social-insurance states hobbled economic growth to any degree at all in the first two or three post-World War II decades. The western European economies exhibited what were then historically-unprecedented rates of economic growth at the same time that social democracy achieved dominance and constructed the welfare state. Just how, exactly, was the welfare state supposed to have harmed growth?

[Economic growth and the social welfare state]

3. Social insurance

The growth of Keynesian doctrines of macroeconomic management as a result of the Great Depression carried with it an expansion of government social insurance spending: if the government was to be spending a fortune to stimulate the economy and avoid depression, then it should at least spend its fortune in a way that enhanced the general welfare. Few sought, after World War II, to see the government return to its pre-Depression role. Centrists feared that abandonment of social insurance would lead to abandonment of the Keynesian stabilization mission, and a return of the Great Depression. Left-wingers and unions saw in an expanded role of the government a way to eliminate, or at least to reduce, the evils of laissez-faire. Right-wingers and industrialists hoped that the “cooperative” social and production climate could be continued, and saw the social insurance state as offering the possibility of doing so at a low price in terms of taxes levied to finance the programs.
Moreover, the developed social insurance state has proven successful at providing social insurance, and reducing poverty in this century. The “safety net” has provided the middle class with substantial insurance that economic or personal disasters will not leave them wholly impoverished.

Whether called “mixed economy,” “social democracy,” or “social market economy,” the major business of government has become social insurance: progressive tax systems, income support, and benefit provision programs to partially counterbalance the extremes of economic inequality produced by the market distribution of income, and to create countries that are more middle-class societies—even though its redistributions of wealth have been primarily within the middle class, rather than to the relatively poor.

4. Political stability

The existence of social democracy has played a large part in drawing the fangs of potential revolutionary movements. A standard nineteenth-century fear among the elite was that the possible arrival of universal suffrage would see the end of economic growth: redistributive and confiscatory taxation would destroy enterprise and provide “bread and circuses” to the working class—which would then succumb to the flattery of ruthless demagogues. Dire analogies with the Roman Empire were drawn. When the French dictator Napoleon III reviewed the army, the cavalry cried “Viva the sausages!”, for Napoleon III had staged banquets for the army—he got credit for the banquets, but the taxpayers had paid for them.

Friedrich Hayek was only the most eloquent of those who feared that the coming to power of social democracy would unlock Pandora’s Box, and inevitably lead to increasing power in the central government, the use of that power against others, a reduction in personal liberty, and in the end totalitarianism.

He was wrong. The social democratic regimes found in industrial economies in the second half of the twentieth century have exhibited remarkable stability in democratic institutions, and remarkable success in preserving incentives for entrepreneurship, investment, and enterprise. With the social insurance state in place, the risk of penury and destitution has been sufficiently diminished that further drives toward the confiscation of the wealth of the risk have not been on the political agenda. The ability of social democracy to deliver more-or-less constant economic growth has created a powerful consensus in favor of the status quo.




C. Social Democracy and Economic Welfare

1. Politics and income

The past fifty years in the industrial, democratic west marks one of the few eras in history in which the distribution of wealth and economic power has been to a degree the result of political choice, instead of the distribution of economic power largely determining political organization. The idea that the people, or rather their government, could choose how much inequality in income and wealth there would be was a new one. 

It soon became a standard way of thinking about problems of social policy. Arthur Okun proposed the metaphor of the “leaky bucket.” After a while, increases in redistribution from rich to poor might begin to create incentive problems that would reduce the benefit to the poor from a policy that would cut the income of the rich. How leaky could the bucket get before redistribution had reached an optimal level? Socialists tended to argue that any leakage up to 100% was acceptable: anything that made the poor better-off was worth doing, and perhaps some things that made both poor and rich worse-off were worth doing, because excessive wealth was a scandal. Conservatives argued that any leakage at all was unacceptable: the point ought to be to maximize the size of the pie, rather than to redistribute income. (True conservatives argued that the question was illegitimate: public policy had no business trying to shift the distribution of income at all.)

[Figure: leveling effects of social insurance programs]

Social democrats took the middle ground: redistribution was fine—was a good thing, because ex-ante behind a veil of ignorance all citizens would have wanted to be insured against the risk of poverty—but incentives for maximizing production were fine too. How leaky the bucket could be allowed to get was a matter of judgement: social democracy should strive for programs that were buckets with small leaks and avoid programs that corresponded to buckets with large leaks.

2. Political stasis

Perhaps the most extraordinary thing about politics in the age of social democracy is how statis they have turned out to be. Opposing pressures have balanced: populist calls for taking “unearned increment” from the rich balanced by an admiration for entrepreneurs and savers, and a realization that economic life is a positive sum game; compassion toward the poor balanced by resentment of those seen as trying to get something for nothing—even if the something is small by middle-class standards. 

Pressures from the left that existing inequalities are “savage” have been balanced by pressures from the right that the mechanisms of the social insurance state are economically “inefficient” and have slowed growth. From my perspective the consensus is too far to the right—we tolerate much more poverty than we should in the name of “incentives” and “entrepreneurship”. But even on the right there has been for more than half a century solid recognition that social democracy is politically necessary to maintain democratic support for the market economy.


But the political and economic balancing act of social democracy appears possible only when economic growth continues. And the record of the twentieth century is that modern mixed economies are not stable, and require the most delicate management to avoid economic chaos. Much of post-World War II discussion among economists has been consumed by sterile debate over whether the market economy is “naturally” “stable” or not. The answer is obvious: that if the government acts properly to reinforce the stabilizing factors and counteract the destabilizing ones, then the market economy is stable. But what reason is there to think that governments are qualified to properly tune policy?.

Even if the government accepts its responsibility to stabilize the overall economy, and to avoid inflation or deflation, the story of economic policy and economic reality is not necessarily a happy one. Governments can prove themselves incompetent at the task of macroeconomic management.

Even the best macroeconomic management is no guarantee that on average the business cycle will produce the levels of employment or of income distribution that you want. Structural policies to level out the income distribution and maintain a high average level of employment face their own tradeoffs. Structural labor market policies are expensive; if you try to do them on the cheap you wind up with an unfavorable distribution of income, or a high level of employment; if you commit the appropriate level of resources to education and training, to job search assistance and employment subsidies, you will surely hear complaints—not always unjustified—that taxes are too high and regulations too burdensome and pointless to sustain growth and investment.

Thus social democracy’s successes during its high tide were vulnerable: they rested on a half-acknowledged foundation of rapid and uninterrupted economic growth.


D. Beyond Social Insurance
 

1. Civil Rights

In 1940 the average African-American worker in the United States had three years fewer of education than the average white worker. A substantial majority of white Americans approved of discrimination—in employment, in housing, in education, and in voting. African-American men were concentrated in unskilled agricultural labor, primarily in the low-productivity and low-income (even for whites) south of the United States; African-American women were concentrated in unskilled agriculture and in domestic service. Both were extremely low-paid occupations: African- American men and women earned an average weekly wage some forty-five percent of their white counterparts. African-American male college graduates earned some $280 a week (in today’s dollars); white high school graduates earned some $560 a week. In 1940 some 48 percent of white families fell below today’s “poverty line” according to official statistics; some 81 percent of African-American families were in poverty.

[Figure: Black-white income differences]



All indications were that this combination of offical discrimination against African-Americans would continue to enforce relatively low rates of education, relatively low wealth, and rampant poverty into the indefinite future. As Gunnar Myrdal entitled his book, the inconsistency between an “American creed” of equality of opportunity and the actual position of African Americans was An American Dilemma. But there seemed to be no reason why the country could not live with this dilemma. The contradiction had been there in 1775. Yet it had managed to coexist with the institution of slavery for ninety years—and would have coexisted with slavery much longer had nto the issue of opposition to slavery become attached to the issue of preserving national union. President Abraham Lincoln could abolish slavery in the Civil War because it was seen as a means of preserving the nation in a strongly nationalist context. Myrdal’s “American creed” managed to coexist with official state-sanctioned discrimination and disenfranchisement for another full century. There are still some who think that the Democratic Party’s rejection at its 1964 convention of a Mississippi delegation with no African-American representation was an unconscionable mistake. Discrimination is still a reality in America today.

Yet by the end of the century things were very different. Virtually all whites would publicly espouse the principle of equal employment opportunity for African-Americans. Educational attainment by race was almost identical for those finishing school in the late 1980s and 1990s. African-American men’s average weekly wages were two-thirds those of whites; African-American women’s average weekly wages were more than ninety-five percent those of whites on average.

It is impossible not to credit the change to the extremely wise leadership and the extremely skillful use of moral force by the leadership of the African-American community. Civil rights leaders played an extremely weak hand with immense skill and patience, and with extraordinary long-run success. They are among the greatest of the heroes of the twentieth century.

[Figure: reduction in discrimination]



The major sources of gains from 1940 to 1970 involved three factors: the end of formal, legal, state-sanctioned discrimination; the migration of African-Americans from the rural south to the urban north; and the associated shift from low-paid low-skill agricultural employment to industrial and service industries. The period was accompanied by large increases in African-American’s educational levels, and high rates of employment growth and productivity growth in the rest of the economy.

Title VII of the 1964 Civil Right Act made employment discrimination illegal. There is every reason to think that civil right enforcement made a significant difference in speeding the economic advance of African Americans. Employment discrimination lawsuits acted as a spur to boost hiring. Government contractors expanded their African-American workforces much faster than did non-contractors.

[Figure: sources of civil rights gains]



The period from 1940 to 1970 was one of substantial relative advance. The picture from 1970 to 2000 was more mixed. By the end of the 1980s at least one in five of African-American prime-aged men (aged 25-54) reported no earnings in a given calendar year. Real per capita family income for African-Americans at the end of the twentieth century was some sixty percent of whites: almost exactly what it had been at the end of the 1960s.



2. The declining significance of race—and the rising significance of class

The less favorable relative income performance of 1970 to 2000 had two causes. The first was a general, economy-wide cause: the growth in income inequality as changes in technology and production appeared to greatly diminish employers’ relative demand for less-skilled and educated workers, and to greatly increase employers’ relative demand for more-skilled and more-educated workers. The second were changes in family structure: the rise in divorce, the rise in births outside of marriage, and the consequent rise in single-parent almost inevitably female-headed households. The poverty rate for two-parent African-American families with children today is 12.5%. The poverty rate for single-parent African-American families with children today is 56.3%. More than half of African-American children in the last decades of the twentieth century spent more than half their childhood below the poverty line.

[Figure: the declining significance of race]



The traditional explanation for the decline in African-American two-parent families—the explanation provided by ideologists like Charles Murray and George Gilder—was that more generous welfare payments had triggered the collapse of the African-American family. But it was hard to escape the conclusion that those advancing this traditional explanation simply had not done their arithmetic. Welfare and food stamp payments for a mother with three children rose by one-third between 1960 and 1970, but then declined. By the mid-1990s welfare payments were lower in inflation-adjusted terms than they had been in 1960; real wages were some one-third higher—some fifty percent higher for African-American males. Maintaining a two-parent household was, in material terms, a much more advantageous option relative to split-up and welfare receipt in the 1990s than it had been in the 1950s and 1960s.

A better explanation was that African-American families were caught in the backwash of broader society-wide changes—but were especially vulnerable to them. The 1980s saw the election of America’s first divorced president, Ronald Reagan. By the 1990s the children of one Speaker of the House of Representatives—the Republican Newt Gingrich—had grown up in a single-parent family. And trends in the 1990s suggested that a majority of white children in America would spend at least some time in a single-parent household.

[Figure: the rising significance of class]

3. Women’s rights


In 1900 in the United States paid male workers outnumbered paid female workers by a margin of perhaps four to one (although census procedures undercounted the number of women whose work products were in fact sold on the market,
 and economists’ procedures have acted to minimize the economic value of within-the-household production). By the end of the century the paid labor force was nearly half female.

At the start of the twentieth century, the bulk of female workers in the census-counted, formally-paid segment of the labor force were unmarried. In 1900 some 43.5 percent of single women greater than fifteen years old were in the officially-counted labor force—41.5 percent of white and 60.5 percent of nonwhite women. By contrast, only 3.2 percent of married white women (and 26 percent of married nonwhite women,
 for a national average of 5.6 percent) participated in the labor force. In 1920 only 4 percent of married white women around 30 worked: by 1980 nearly 60 percent of married white women near 30 worked. Labor force participation by married nonwhite women near 30 rose less, but from a higher base and to a greater level: from approximately 33 percent in 1920 to 72 percent by 1980.

From at least one perspective, economy-wide averages of labor force participation among women understated the magnitude of the social and economic changes in progress. Women born around 1920 reached adulthood around 1940 and were sixty in 1980. The labor force participation rate of those who were married rose from roughly 15 percent when they were 20 to approximately 45 percent when they were 50. By contrast their younger sisters born around 1960 already had a 60 percent labor participation rate (among those married) when they were 20—and every sign is that married women’s labor force participation rises with age.

The large increase in female labor force participation in the twentieth century has not been accompanied by any rapid closing in the earnings or wage gap between male and female workers. Although various sources report substantial rises in female relative to male wages across the nineteenth century, and some rise in relative wages up to as late as 1930, since 1930 female wages have remained roughly sixty percent of male wages.

One source of the failure of female relative earnings to rise throughout the middle years of the twentieth century is the rapid expansion in female labor force participation. Rapid expansion in labor force participation means that at any moment a relatively low share of the female labor force has high experience. Because firms pay more for experienced workers—both because experienced workers are more productive and because the promise of regular pay increases along a well-established career track can serve as a powerful way to motivate employees—the relative lack of experience of female workers lowers their relative wage.
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A second source was the relatively constant degree of occupational segregation by sex. In years between 1900 and 1960, roughly two-thirds of  female labor force would have had to change occupations in order to produce the same distribution across occupations as for the male labor force.
 Occupational segregation has fallen somewhat since the end of the 1960s, but it is still the case that women are concentrated in a set of occupations that are relatively low-paid.

A third source is women’s failure to possess characteristics that employers value, or valued. Sheer physical strength is one such. But education has, historically, been another. Women back at the start of the twentieth century had little opportunity for formal education. And they had little opportunity to gain economically-valuable skills through informal education and on-the-job training as well. Women at the start of this century by and large were employed only in tasks that were relatively easily and quickly learned, and in which the benefits of experience on productivity were slim. But conditional on these factors, Claudia Goldin estimates that the gap between what a group of women were paid at the start of this century and what a group of men with similar experience and education would have been paid is relatively small.

By contrast, today—and for most of the past half-century—the gap between what women are paid and what men are paid are typically due less to differences in women’s and men’s experience, education, and other job-relevant characteristics than to what is apparently wage discrimination: simply paying women less than men. Goldin traces the emergence of such wage discrimination to the development of the large modern firm with its personnel department. Before the development of the large, bureaucratic firm the market provided substantial insulation against discrimination to women. Before there were personnel policies, the labor market was relatively close to a spot market in which one could change jobs at will suffering little penalty: thus should any one firm begin to discriminate—to pay women less for the same work than men—women would have the opportunity to vote with their feet for some other, less- or non-discriminatory employer.

By contrast, as Goldin writes, once firms had established personnel departments with centralized human resource policies:

Wages, hours, benefits, and the other components of the earnings package were no longer just part of the market-clearing mechanism of the labor market. They were the means by which workers were bonded to firms, and were used to sort workers by ability or quit propensity, and to elicit appropriate effort by different types of workers…. Firms found ti profitable to have occupational ladders…. [F]irms often used sex as a sign of shorter expected job tenure…. By segregating workers by sex into two jobs ladders (and some dead-end positions) firms may have been better able to use the effort-inducing and ability-revealing mechanisms of the wage structure.

In other words, if you do not expect the typical woman to remain on the job for long enough to value the regular wage increases that come with good efficiency reports and loyalty to the firm, it is a waste of money to reward the atypical woman who does remain on the job with such increases in pay.
 

This is not to say that all discrimination against women in wages—past or present—has a rationale in terms of the policies of a profit-maximizing firm. Groups of male workers fearing competition from an expanded supply of workers had an incentive to try to bar women from their occupation. And there is prejudice: on the part of male workers, employers, and customers.

From today’s perspective, the most surprising thing about the economic transformation of women’s role was how very long it took. The birth rate had fallen to its post-World War  II average level by the 1920s. A large clerical and retail sector in which physical strength was completely irrelevant had emerged by the early years of this century. And female education had taken hold in the United States even before the twenteith century began. Yet barriers to women’s employment proved pervasive and powerful up until the last years of the twentieth century: hours of work that assumed that workers worked full-time posed—and still pose—difficulties; discrimination that was pervasive until the last few decades of the century; sociological pressures that held that certain occupations were inappropriate for women; firm personnel policies that not just restricted but prohibited the employment of married women.

In the long run it was federal government action that eroded away the framework of restrictions and customs that kept women’s economic role from expanding. The 1964 Civil Rights Act prohibited discrimination in employment on the basis of race, color, religion, national origin, or sex. Claudia Goldin concludes her book on the gender gap by pointing to “the convergence between men and women in the percentage graduating from college… we can forecast the future by observing the experiences of young cohorts today, and these experiences give us ample ground for optimism.”
from “A Supermarket in California” 


by Allen Ginsburg



What thoughts I have of you tonight, Walt Whitman...

In my hungry fatigue, and shopping for image, I went into the
neon fruit supermarket, dreaming of your enumerations!

What peaches and what penumbras! Whole families shopping
at night! Aisles full of husbands! Wives in the avocados, babies
in the tomatoes!—and you, Garcia Lorca, what were you doing
down by the watermelons?...

We strode down the open corridors together in our solitary
fancy tasting artichokes, possessing every frozen delicacy, and 
never passing the cashier.

Where are we going, Walt Whitman? The doors close in an hour.
Which way does your beard point tonight?...

Ah, dear father, greybeard, lonely old courage-teacher, what 
America did you have in mind when Charon quit poling his
ferry and you got out on a smoking bank and stood watching
the boat disappear on the black water of Lethe?



� Shleifer


� Thatcher.


� Shleifer.


� Fear of monopoly.


� Fear of captured regulators.


� Echoes of Marx. Che Guevara and Mao. Changing the mainsprings of human motivations.


� Not, however, if the nationalization compensates former property holders—as nationalizations in western Europe did. In fact, there is some evidence that most western European nationalizations overpaid for industries when they were nationalized (in order to reduce political opposition to nationalization), and forty years later sold public industries to private shareholders for less than they were worth (in order to create a class that had clearly gained from privatization).


� See Donald Sassoon (1996), One Hundred Years of Socialism: The West European Left in the Twentieth Century (New York: New Press: 1565843738).


� The use of popular referenda as tools for outmaneuvering bureaucracies and entrenched politicians is no longer popular among social democrats today, or on the left in general. In the late nineteenth century referenda were supposed to confer destabilization rights on outsiders who could stir up popular outrage against the—noble-dominated, rich-dominated, anti-labor, anti-democratic—government. But the democratic governments in the industrial core are in main the crystalized accomplishments of past generations of social democrats who sought to use the government as a counterweight to private market- and wealth-based economic power. Thus destabilization by referendum undertaken by those who stir up popular outrage is usually directed from the right against the programa and policies that past social democrats achieved. See Robert Kuttner (), The Revolt of the Haves (). Today social democrats and other left-wing groups prefer rights-based judicial interventions to public-opinion based referendum interventions into legislative and parliamentary politics.


� See Donald Sassoon (1996), One Hundred Years of Socialism (New York: New Press: 1565843738).


� See See Donald Sassoon (1996), One Hundred Years of Socialism: The West European Left in the Twentieth Century (New York: New Press: 1565843738).


� The argument that social democracy was contrary to the ideological hopes of western European socialists, and that socialists were chosen to implement it only because true liberal parties had been squeezed between socialists and conservatives, is made by Donald Sassoon.





He writes:





… [al]though capitalism was defeated, socialism did not triumph on the [post-World War II] battle of ideas. The economic theory that would guide the construction of the West European welfare states was the achievement of a liberal, John Maynard Keynes; while the document that constituted the nearest approximation to a blueprint for the post-World War II welfare state—the Beveridge Report—was written by another liberal…. Socialist theorists contributed little to an understanding of how to institute social reforms… or how to run the system





See Donald Sassoon (1996), One Hundred Years of Socialism: The West European Left in the Twentieth Century (New York: New Press: 1565843738).


� I am not convinced that he is correct. See Gosta Esping-Andersen (1990), Three Worlds of Welfare Capitalism (Princeton: Princeton University Press: 0691028575).


� See T.H. Marshall, “Citizenship and Social Class”


� This would have come as a surprise to Adam Smith, who argued that governments were instituted by the rich to make their property secure against the violence of the poor.


� See Claudia Goldin (1992), Understanding the Gender Gap: An Economic History of American Women (New York: Oxford University Press: 0195072707).


� In 1890 and 1930 agriculture and domestic service accounted for roughly 90 percent of the employment of female African-Americans. Agriculture and domestic service accounted for 44 percent of the employment of female African-Americans in 1930.


� Claudia Goldin (1992), Understanding the Gender Gap: An Economic History of American Women (New York: Oxford University Press: 0195072707), provides a good discussion of how the full economic impact of the feminist revolution can be seen in the labor force participation of younger cohorts, and is somewhat masked by the presence in the cross-section at any one point in time of older cohorts born and raised before the mid- and late-twentieth century third wave of feminism.


� Is this discrimination? To the extent that firms pay higher wages to experienced workers because experienced workers are more productive, most economists would say no. To the extent that firms pay higher wages to experienced workers not because they are more productive but because a well-defined career track of wage increases is a powerful way to motivate employees, economists would speak with two voices. They would say that this pattern reflects a disparate impact of policies on men and women, but not disparate treatment of men and women. Some would say that there thus is, by definition, no discrimination: employers do not discriminate between the wages they pay men and the wages they pay women once all job-relevant characteristics are taken into account. Others would point out that one of the characteristics claimed to be job-relevant—experience—isn’t, or isn’t as important a determinant of worker productivity as it is of earnings. They would go on to say that as long as women bear and nurse children, their experience levels will be less than those of men—and a firm policy of paying for experience over and above any benefit in added productivity is bound to always penalize women.





Then there are three choices: (a) abandon any attempt to achieve equality in any sense other than an absence of disparate treatment narrowly defined; (b) demand that women work until they go into labor, give birth in a ditch, hand the child to the wet-nurse, and be back at work that afternoon; and (c) make the social decision that businesses should not be allowed to use promises of pay raises in excess of productivity increases in order to motivate employees. 


� Such an “index of dissimilarity” is a standard way to calculate the degree of occupational (or other types of) segregation. See Edward Gross (1968), “Plus ca Change…,” Social Problems 16 (Fall), pp. 198-208; cited in Claudia Goldin (1992), Understanding the Gender Gap: An Economic History of American Women (New York: Oxford University Press: 0195072707), p. 75.


� See Claudia Goldin (1992), Understanding the Gender Gap: An Economic History of American Women (New York: Oxford University Press: 0195072707), pp. 101-105. Note that equality of pay for women and men with the same experience and educational characteristics does not mean that women were not discriminated against. Discrimination took place earlier in the process: in the social dynamics that generated the amount of work experience and the degree of discrimination.


� Claudia Goldin (1992), Understanding the Gender Gap: An Economic History of American Women (New York: Oxford University Press: 0195072707), pp. 114-118. This point—that a competitive market with freedom to enter and exit provides members of groups potentially discriminated against with a degree of insulation against discrimination—is often overlooked, but has been a powerful source of Chicago-school fear of governmental (and bureaucratic) intrusion into competitive markets. See George Stigler (); James Heckman (1998), “Comment on the Discrimination Symposium,” Journal of Economic Perspectives.


� Claudia Goldin (1992), Understanding the Gender Gap: An Economic History of American Women (New York: Oxford University Press: 0195072707), p. 116.


� See Edward Lazear and Sherwin Rosen (1989), “Male/Female Wage Differentials in Job Ladders,” Journal of Labor Economics (); cited in Claudia Goldin (1992), Understanding the Gender Gap: An Economic History of American Women (New York: Oxford University Press: 0195072707), p. 116.


� Those of us who attended graduate school in economics at Harvard in the early 1980s will remember the declaration by the department’s chair that the reason that Harvard had no tenured female economists was because there were none available who met Harvard’s high standards.





