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Inequality and Power

This book is about the causes and consequences of economic inequality in the advanced market economies of today. It is commonplace that in market systems people choose their own individual economic destinies, but of course the choices people make are importantly determined by the alternatives available to them: economic disparity arises mainly from unequal opportunity. Yet this merely begs the question; from whence do the vast existing inequalities of opportunity arise? This book theorizes power and social class as the real crux of economic inequality.

Most of mainstream economics studiously eschews questions involving social power, preferring to focus instead on “individual choice subject to constraint” in contexts of “well-functioning markets”. Yet both “extra-market” power structures and power structures arising from within the market system itself are unavoidably characteristic of real-world market-based economies. The normal working of labor and financial markets engenders an inherent wealth-favoring bias in the distribution of opportunities for occupational choice. That bias is greatly compounded by the economic, social, political and cultural power structures that constitute the class system. Those power structures work to distribute economic benefit to class elites, and are in turn undergirded by the disparities of wealth they thus help engender.

Inequality and Power offers an economic analysis of the power structures constituting that class system: employers’ power over employees; the power of certain businesses over others; professionals’ power over their clients and other employees; cultural power in the media and education systems; and political power in “democratic” government. Schutz argues that a “class analysis” of the trend of increasing economic inequality today is superior to the mainstream economic analysis of that trend. After considering what is wrong with power-based inequality in term of criteria of distributive justice and economic functionality, the book concludes with an outline of various possible correctives.

This book should be of interest to students and researchers in economics, sociology, political science and philosophy, as well as anyone interested in theories of social class.

Eric A. Schutz is a Professor of Economics at Rollins College, USA.
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1   Introduction

The recent trend of increasing economic inequality in the U.S. is by now universally acknowledged, yet certain critical aspects of it apparently remain proscribed from mainstream public discussion. Liberal commentators rightly lament increasing inequality as an injustice and a rising threat to democracy, while conservatives, having given up trying to disprove it is happening, argue it is not a serious matter. For both, discussion of the real heart of the issue of inequality, the problem of class, is mostly avoided as a kind of taboo. This book is offered in the hope that readers’ understanding of this momentous trend, and of the larger history of inequality in modern market societies generally, may be clarified by looking closely at that mostly unspoken problem of class.

Great inequality such as that seen in the U.S. today is not historically unusual. In the relatively egalitarian post-World War II period up to the late 1970s, it was not true that “the rich got richer, the poor got poorer”: all income groups’ standards of living rose about equally. Yet the U.S. was anything but exemplary even then, despite its own popular self-congratulatory mythology. Many Americans saw their society as one that did not need the kind of draconian and largely self-defeating approach toward real, egalitarian democracy taken by its arch-rival, the Soviet Union – they felt the U.S. was already a society of equals in freedom. But from the viewpoint of many of its post-war allied nations, this was pure pretension, for the European social democracies were making genuine and successful efforts toward the real thing. Today, as the American experience of a rising disparity between the rich and the rest progresses, the old pretension of America as a “classless society” is rapidly losing its appeal.

However, that is no thanks to the mainstream of public commentary on the subject. The fact that economic inequality has been discussed at all in the mainstream today is some indication of its seriousness, given that discussion of the subject was basically non-existent in the U.S. for decades. But as welcome as it may be, mainstream media commentary on the issue is narrow and shallow, effectively downplaying some of the most important ramifications of rising inequality, and reducing the concept of class itself to something harmless and apparently not greatly interesting alongside the main currents of the American experience today. The perspective of this book, by contrast, highlights economic inequality of the kind seen throughout American history all the way up to the present as essentially manifesting the reality of social class. More critically, it acknowledges class itself to be the worst possible violation of those aspirations of democracy that are proclaimed so much a part of this culture.

What precisely is class? It is a division of society into strata defined by positions of power or relative powerlessness for those occupying them. While some mainstream commentators might recognize this much, most see class as a phenomenon not of power but merely of privilege or status. Thus, the extensive New York Times (2005) online series on inequality and class does not even mention “power” in the sense of individuals decisively influencing other people. It portrays the American “class” system as one of conspicuous privilege and status for the affluent and relative degrees of pain and anonymity for the rest, an important enough observation and one that certainly deserves elaboration – but it does not even begin to get at the critical heart of the class system as constituted in structures of power.

What then is power? The term connotes a range of personal capacities, from that of simply accomplishing tasks to that of subjecting others to one’s will. The latter of these two extremes of connotation constitutes the essence of power as a social problem, and it is that social problem that is the heart of the problem of class: in a word, class is a form of power in the sense of domination or rule. That most commentators on the trend of increasing inequality today fail even to consider this historic development in relation to the underlying realities of a class system in that sense is not surprising. Class as a form of rule is not a particularly pleasant subject for public discussion; the taboos against serious comment upon it are invariably quite strong, jobs and livelihoods depend on knowing how to skirt matters upon which superiors would frown. This book contends, however, that the problem of increasing economic inequality is essentially one of class as a system of power in the sense of domination, and that the problem cannot be effectively dealt with otherwise than by acknowledging as much.

It is not that class as a system of rule is something new in the U.S., or that increasing economic inequality manifests the rise of a kind of social system previously absent in the U.S. Class has been with us all along, what has changed is some of the specific contours of the power structures of which the class system of the modern market economy is constituted. This book does not provide a thorough account of the recent trend of increasing inequality and the specific changes that have brought it about, but instead an account of inequality in general in the modern market system and the class and power structures that are of a piece with it. The theoretical debate over the exact causes of the trend of rising inequality today has included some excellent accounts based in class analyses, even if these are not widely acknowledged in the mainstream of public discussion. Taken altogether, the literature from the perspective of class-based analyses provides a sufficient account of the real roots of rising inequality today.1 What I hope this book might add to that literature is a kind of synthesis of the economic foundations of the class system of modern market societies, a general framework for comprehending those class-based analyses of increasing inequality today.

Such a framework has been lacking to a large extent because of the neglect of the economics of power, class and inequality. The distribution of income and wealth is now a respected research agenda in mainstream economics, where not too long ago it was considered of little interest. Nonetheless, not only are mainstream economists as a group poorly prepared to provide the kind of analyses that will be required for real progress in dealing with the trend of rising inequality, they are actually to blame for much of the misleading and obfuscating public discussion taking place on the subject today. Their past neglect of distributional matters was of a piece with their continued, studied avoidance of issues of power, the single concept most critical, this book argues, not only for comprehending economic inequality but for appreciating its importance in the first place. Their colleagues on the “fringes” of the field, along with analysts in the other social sciences where the concept of social power is a theoretically respectable and widely employed analytic tool, are far better prepared to provide fruitful insights on the causes and possible remedies of rising economic inequality than are mainstream economists themselves. Given the special weight naturally carried by the pronouncements of the latter on economic matters, their eschewal of all discussion of power in this context makes them, in effect, a major part of the problem. It is hoped this book will help remedy that by providing a conceptual framework firmly based in mainstream economics but applied for consideration of issues long and assiduously neglected by mainstream economists.

Inequality on the rise

Mainstream economists would probably not even have discovered an interest in the subject of the distribution of income and wealth were it not for the increasingly obvious trend of rising economic inequality at the turn of the twenty-first century.2 This trend may well prove to be one of the most momentous events of our era. Just how bad has the rise in inequality been as of this writing?

The end of World War II marked the beginning of an exceptional period in the recent history of the U.S. and other advanced market economies. All the way up to the 1970s, these economies experienced uninterrupted high rates of growth unlike anything seen before or since. It was, moreover, shared growth. The social democracies of Europe worked on redistributing the gains from growth away from those who would, under other, more usual circumstances, have monopolized them, and down to the middle- and lower-income classes. In the U.S. all income classes participated roughly equally in the unprecedented material bounty, a consequence partly of extensions of the Social Security system, of the “War on Poverty” and the efforts to lessen racial disparities in the 1960s, and of an historically exceptional balance in American labor-management relations.

Many commentators looking at the steady growth experience of the time believed policy-making in the capitalist economy had finally matured into a mere management science, and that the field of economics had become, as J.M. Keynes had hoped, a kind of “humble and competent” trade peopled by trusted, easily trained, social engineers. Considering the even distribution of the gains from growth to all groups across the income-class spectrum, many mainstream economists had actually come to believe the distribution of income in modern market economies was fixed by the institutional requisites of the market system and essentially unchangeable. Since all boats were being lifted on the rising tide, there was apparently little of interest for mainstream economists in the subject of the distribution of income and wealth. Few seemed to care much about why some boats were so enormous while most were pretty small, why some others were barely large enough to hold their passengers, and why some others yet failed even to float despite the apparently benign flow of things generally.

Although it is not completely clear, looking back on the recent trend of rising inequality in income and wealth it appears to have begun because of the same developments that led to the end of this happy era of strong economic growth. As the post-war global economy gradually came into its own – “globalization” in today’s sense of the term began around the 1960s and 1970s – the competition among advanced national economies grew keener, and the post-war system of international finance began to collapse under the developing stresses. In combination with the consequent “stagflation” then arising, these led to stresses also on the post-war labor-capital accord that reigned throughout the period. A kind of multi-national corporate-oriented free-market approach began to develop in public governance and private business policy as an incipient reaction to the rising welfare state and was now greatly strengthened by the government’s apparent inability to deal with the changing economy in a sufficiently business-friendly manner.

Along with globalization, the growth of this attitude in business and government policy was the other major cause of the rise in the degree of inequality in the distribution of income and wealth. As will be explained later in this book, the resulting increase in economic inequality further fueled both these processes of globalization and “free-market corporatism” in business and government in a vicious circle. Today, the disparity in the distribution of wealth present in the U.S. today is roughly equal that prevailing just prior to the Great Depression.

Many commentators acknowledge the apparent connection between great inequality and the “great recession” that reigns at the time of this writing, certainly the worst downturn since that of the 1930s. Most do not see such inequality as causal (as I argue it is in this book),3 but rather as an undesirable side-effect of those things that do cause large recessions and depressions, for example, speculative excess in a lax regulatory environment. As the current great recession proceeds, perhaps the corporate free-market attitude in public and business policy will continue what seems now to be a reversal of direction in the face of the obvious need for major policy changes. Perhaps too the accompanying trend of rising inequality will reverse as well with the progressive policy changes that may follow. As things stand at the moment, however, the enormity of the economic disparities seen in the U.S. today is astounding. It is worth dwelling upon for a moment.

Various common measures of the overall degree of inequality have reached almost unprecedented levels for the U.S. (in other advanced countries they have also risen, although for many they have not risen as much, while in some they have not risen at all).4 In terms perhaps more vivid, where once top corporate CEOs in the U.S. made about 24 times what their average worker made (that is about the same ratio that still holds today in many other advanced market economies), even after the stock-market crash that began the current recession CEO pay is still hundreds of times average worker pay (Mishel et al. 2009: 221). The average real income of the top 1 percent of households more than tripled from 1979 to 2005, while that of the highest growth category of households in the bottom four-fifths of the population grew by only about 23 percent. The income share of the top 1 percent of households more than tripled, rising from about 8 percent of total income in 1975 to 24 percent in 2005; the share of the top one-tenth of 1 percent (0.1 percent) of households rose fourfold (from less than 3 percent of total income to 12 percent of total income; see Atkinson and Piketty 2010). Inequality in the distribution of wealth has advanced equally greatly. Thus, the ratio of the average wealth of the top 1 percent in the U.S. to that of the median household rose from 125: 1 in 1962 to 190: 1 in 2004 (Mishel et al. 2009: 269).

At the very bottom of the scale, while the rate of poverty as officially measured fell from 22.4 percent in 1959 to 11.1 percent in 1973, its lowest on record in the U.S., it has mostly remained in the 12–13 percent range ever since, rising to about 14–15 percent only in 1991–1994. In the first year of the current recession (2008) it was 13.2 percent, and will certainly be seen to have risen significantly since then as the recession continues. The long-term trend in the official poverty rate generally has not been clearly upward, but the trend among the poverty population itself has been one of deepening poverty since the mid-1970s. Thus, the average real “poverty gap” for families has risen: the shortfall between their actual real income and the poverty threshold income level rose from about $6500 to about $8200 (in 2006 dollars) between 1975 and 2004.5 And the fraction of the poverty population living below half the poverty income threshold rose from 28 percent in 1975 to about 42 percent in 2005 (Mishel et al. 2009: 269).

It might be thought that even apparently dire indications such as these of increasing income and wealth disparity are not of much concern in a mobile society like the U.S., where the sting of inequality is greatly lessened by the very real prospect for every individual of moving “up the ladder”. Mobility is, however, merely another part of the myth of American “classlessness”: other nations show significantly greater mobility up and down the income ladder, both between generations and within one generation, than does the U.S. Measurements today indicate that the ease of movement from one income level to another in the U.S. is actually declining (Mishel et al. 2009: 105, 109, 110). Thus not only is the “length of the ladder” increasing as the degree of wealth and income inequality rises, it is also getting harder to climb the ladder as mobility both upward and downward is decreasing.

But was it not always so?

This is a major event if things continue along these lines: the not-so-distant future will be dark indeed, with a kind of corporate feudalism looming over the horizon. Still, we do need to develop some perspective: the increasing disparities of these times are no small matter, yet the disparities that prevailed before them, in the “relatively egalitarian” post-World War II period of American history, were not at all insignificant. Thus, by the end of that period the U.S. still had troubling economic disparities of race and sex, and its level of poverty remained twice that of its competitors in Western Europe. And measures of overall inequality in that period, even if perhaps considered moderate by today’s standards, were nonetheless quite staggering.

Thus, Dutch economist Jan Pen (1971) described the situation in the U.S. in the late 1960s with his famous parade metaphor: Imagine a street parade walking past as one stands on the curb. It will last one hour. The heights of the people marching in the parade are proportionate with their incomes, and paraders march past in increasing order of their height, i.e., income. Suppose a six-foot-tall marcher represents the mean income level. At the ten-minute mark, marchers are still not up to the spectator’s waist in height; at the 30-minute mark, halfway through the parade, the paraders are still not yet five feet tall – the six-foot-tall average-height parader does not even pass until around 45 minutes into the parade. As the parade advances further and marchers’ heights continue increasing, with six minutes to go the top decile of income earners march past, 20 feet tall and growing with dizzying rapidity from one to the next into the hundreds of feet tall. In the last few seconds, the spectator can see not much further than paraders’ knees. At the end is J. Paul Getty, the Bill Gates Jr. of his time. As he strolled past, thousands of feet tall, spectators looking upward to get a glimpse of him could barely see beyond the soles of his shoes.

That was the 1960s, again the most “egalitarian” period in modern U.S. history. Pen’s parade would be something else again today – readers are invited to calculate the height of the tallest individual passing at the end of the parade in these times.6 Still, while the outlandish increases in inequality in these times are certainly astonishing, so too is the extent of inequality in the modern market economy in “normal” times at least as astonishing, whether it be times of increasing inequality or not: even in relatively “egalitarian” times, inequality in this economy has been extreme. Increasing inequality is a call to action, as many commentators have by now emphasized and as this book too attests, but the kind of inequality present in our economy at any time in our history should never have been a matter for complacency.

Class and inequality

It is the thesis of this book that understanding inequality entails understanding class. In a society of significant inequality such as has prevailed in this society throughout its history, the association between an individual’s economic status in the broadest sense of that term and his or her class standing is a critical one, as this book will explain in depth. In common parlance today, however, that association is reduced to one of a simple equivalence between class and the kind of income and wealth differentials so graphically illustrated in Pen’s parade: monetary differentials are simply what one means by “class”. Precisely how much of an income or wealth difference between people constitutes a difference of “class” in this view is, of course, somewhat hard to define – presumably small quantitative differences, such as usually hold between people living in the same or similar neighborhoods, do not really count as “class” differences. Of course, sizable quantitative differences of income or wealth definitely indicate qualitative differences in physical and emotional comfort as well as social presence: these then are what are most often referred to as differences of “class” in mainstream discussion in the U.S. today.

Currently the median household income in the U.S. is around $50,000 a year more or less. Four-person households living on roughly half that amount experience a level of deprivation sufficient to be classified by the federal government as officially in “poverty”, the poverty threshold presently for such a family being around $25,000. When the poverty threshold real income level was originally defined in 1960, it was set in terms of a minimally adequate household food budget and was not conceived as an income on which a household could healthfully sustain itself for any length of time. So defined, poverty is a life situation the stresses and hardships of which are certainly profound.7 It definitely puts one in a different “class” from that of households with a median-level income or more.

Some commentators like to point out that nonetheless poverty in the U.S. is nothing like that found in the under-developed world, where literally hundreds of millions of people make their living by begging on the street or scrounging from land-fills or trying to farm on non-arable land. Yet almost a million people were estimated to be homeless on any given day in 2007 in the U.S., the most affluent nation in human history, and about 3.5 million people were homeless at some point during that year (National Coalition for the Homeless 2009). Even if most of the “officially poor” in the U.S. do not live in homeless camps or charity shelters, most of them do consistently experience the threat of “food insecurity, that is, insufficient food to provide a healthy life for all household members.8 No wonder the life-expectancy and infant-mortality statistics, along with a variety of medical measures of illness, indicate a population experiencing more than their share of health difficulties.

On the other hand, a household living on twice the median $50,000 income level has a degree of comfort and security that makes its members mostly immune to all of that. Decent health care is merely one of several factors allowing relatively affluent “upper-middle-class” people longer and healthier lives than “middle-class” or “lower-class” people who cannot afford it. Comfortable and congenial homes; quality food; reliable transportation, including that required for vacation travel; varied and plentiful leisure, entertainment and recreation opportunities – these are some of the things such an income can secure that provide for not only a long but also a full life. In the U.S. today, most people in a range of income of around $100,000 a year would refer to themselves as simply “middle-class”, even though that level of income puts them in the top 20 percent of the population of households (U.S. Census Bureau 2008a).

And of course, those living in the upper reaches of the wealth and income scale can take advantage of the greatest imaginable variety of the very best of these things available – and some may shop for them across the face of the entire globe as they move multiple times a year between homes in different countries. Many can even avoid the grueling hardships of shopping itself, with staffs of cooks, housekeepers, drivers, personal planners, attendants and consultants of all sorts taking care of it all. Such people are certainly of another “class” entirely.

The differences in quality of life associated with quantitative wealth and income inequalities such as these represent enormous and profound disparities among people’s life prospects and abilities to fulfill their potentials and aspirations. They are certainly dramatic enough to merit strong designation such as the term “class”, as in common discourse. With the degree of wealth and income inequality rising – with both the “length of the ladder” increasing and mobility up and down the ladder decreasing – the consequence is certainly a kind of steepening and hardening of what might fittingly be called “class” boundaries. We should rightly be concerned about “class rigidification” on those counts.

Yet this simple equation of “class” either with economic inequality in the merely quantitative sense or with differentials of material comfort, prestige and status is nonetheless a great mistake. As deeply as these kinds of disparities among people matter, they do not get at the essence of what class means. Class is really about power, and the critical connection between class and economic inequality understood as disparities of income and wealth has to do with that. The mostly unstated but supremely critical concerns in the increasing rigidity of class boundaries today are its ramifications for society as a structure of power.

Class and power

Like “class”, the term “power” too has multiple meanings. In the context of issues involving economic inequality, power is sometimes used to designate people’s capacities to do things, to get things accomplished. In market societies, individuals’ powers so defined are, in effect, directly and closely determined by or even equivalent to their purchasing power – since in such societies doing things usually requires first buying things – and unequal “powers” so defined mirror existing quantitative disparities of wealth and income. Such a definition reduces class, as a form of “power”, to simple quantitative purchasing power, and is equivalent to defining class by mere quantitative income or wealth.

Certainly the most common usage of the term power in social contexts refers to an individual’s ability to influence other individuals: to cause them to behave and/or to think differently from how they would otherwise. Power in that sense is not strictly determined by an individual’s wealth and income: even a wealthy individual may be unable to put his or her wealth to effective use in influencing others in certain kinds of ways, while even a poor individual may have significant social influence. Yet such power is nonetheless strongly correlated with income and wealth, since the latter enable an individual to have at his or her command goods or services that may allow him or her to take actions having various influences upon other people.

Power as influence is commonplace in discourse on politics or business dealings. There, reference is often made to the “movers and shakers” involved in some public issue, or the “wheelers and dealers” effecting some significant business change or transaction. In both cases the powerful are often recognized as not the same people as those in officially designated authority positions. The relationship between influence and wealth is often well appreciated, and duly recognized political and business officials are often acknowledged to be routinely overruled by sometimes less conspicuous but usually monetarily better-endowed individuals “behind the scenes”.

Yet in mainstream public discussion of economic inequality, power as influence is itself all too often understated or downplayed, and the precise form of “influence” exerted by powerful individuals on particular events is too often left unspecified. The influential are only vaguely so, and precisely why they are to be noted or respected is unstated. Exactly what “influence” itself may be is left for speculation, and when it is more or less clearly noted as importantly a function of wealth and income, the influence possessed by the affluent is treated as if it were mostly a harmless and only occasional attribute of riches. It is worthy of note, respect and admiration but otherwise generally benign. It is not acknowledged to be a consistent function of wealth but only coincidentally associated with some notable wealthy individuals.

As this book will explain in detail, however, there is far more to the influence of the wealthy than is usually recognized openly in such public discussion. It is true power, and while definitely worthy of note and respect it is not at all to be assumed generally benign: power, as that which is associated with wealth, is power over people, or to put it more strongly and clearly, domination or rule. It is not merely an occasional attribute of wealth, with some wealthy people having it while others do not. It is a general attribute of wealth: if you have considerable wealth, then you very likely have power in that sense along with it; if you lack wealth, then you are more or less consistently subject to someone else’s power in that sense.

That is the real heart of power, and the real heart of class as a form of power as well. The social classes may indeed be more or less accurately delineated by people’s wealth or income or lack thereof, as will be discussed in detail in this book. But the real heart of what defines the classes is power as domination or rule, that is, the social groupings that actually constitute classes are groupings according to people’s power over other people.

While class as power in this fullest sense of the term is rarely mentioned or alluded to in mainstream public affairs discussion, in the social sciences, at least those other than economics, it is a commonplace element in theory and analysis, empirical work and description of all kinds. Power in all forms both inter-personal and social constitutes a major portion of the concerns and studies of sociology, anthropology, political science and history, as well as psychology and philosophy. And class, understood as a particular arrangement of power, is a critical dimension of most analyses of social bodies in anthropology, sociology and political science as well as in social and political history. Nor do these social sciences limit their use of the concepts of class and power to consideration of past societies: social science discussions of current affairs equally incorporate these concepts as meaningful and critically useful for comprehension of present-day social reality as much as of that of the past.

In the mainstream of public affairs discourse outside of academia today, however, it is as if the market society of modern times had somehow escaped the historical lineage of societies constituted by power and class arrangements. This kind of inattention to what is surely one of the more notable connections of modern society with its past is understandable as a general feature of the cultural self-image of class societies throughout history: ruling elites have always most valued and advanced those ideas in circulation that least shed light on the reality of their positions, and the mythology of the modern market society is as effective at this as any other mythology in history. Moreover, the kind of dynamism and turbulence characteristic of the modern market society – it has brought what amounts to a perennial revolution in human life – tends to distract further inquiry into the matter with a continual succession of major problems, issues and trends of its own. It is easy then to lose sight of even these glaring commonalities with older historical realities.

The inattention to power and class in mainstream public discourse today is also significantly aided and abetted by the avoidance of these subjects in one particular field of inquiry in which it might be expected they would be of special interest: economics. Turned to for insight on “how things really work” in the modern market society perhaps more than any other social science, economics is also especially ideologically sensitive (see the Appendix to this chapter). Alone in eschewing so completely these two most critical topics, economics has confined itself thoroughly and exactingly to whatever in social life may be abstracted and disjoined from considerations of power and class, and has thus contributed greatly to making them taboo in public discussion as well.

Choice, opportunity and power

Especially when it comes to the study of economic inequality, how could power not be at least suspect as a major causal factor? Presumably whatever other import they may have, enduring power relationships imply redistributions of economic benefit, i.e., to the powerful at the expense of those subject to their power. Avoiding such glaringly obvious suspicions requires some effort, and the field of economics has been an important contributor to that.

Neoclassical economic theory, the foundational body of thought of all mainstream economics today, is in itself an ideologically neutral tool of analysis, and does not at all necessarily preclude analyses based on power. Indeed it is the entry point for the particular analysis offered in this book. But as it is routinely applied in the ideologically sensitive field of economics (again, see the Appendix to this chapter), it does discourage inquiry into power relationships, to say the least, even in the face of such clearly suspicious connections as that between power and economic inequality.

This is partly because of the foundation of neoclassical theory in a model of individual choice. All neoclassical economic theory is built carefully upon a groundwork of individuals making decisions. If groups or aggregates of individuals are the object of theorizing, as is so in all social sciences, then in the neoclassical approach behavior at the group or aggregate level must be directly derived from the behavior of the individuals involved, with the latter being modeled as instances of rational individual decision-making. This individualist methodology of neoclassicism, when taken as if it were the only valid approach to social theorizing, however, as if other more social or structural approaches could not be relevant to the economic inquiry – as is all too often done in economics – unfortunately inclines many followers of economics toward what I refer to in this book as a “pure choice model” of inequality. In such a model, individuals’ economic fates are thought to be virtually solely determined by their own choices, and no individual’s economic fate is significantly affected by others’ choices. The distribution of income and wealth in a society is then seen as no more than the simple aggregation of the individual choices made by its people, and is of no further importance in the matter either.

Although it has had a regrettably significant influence on public discourse, this is, of course, a most naive “theory”, for the pure choice theory tends to precludes any discussion of the greatly varying opportunities available to people in different circumstances. In reality, people’s choices are always choices among available alternatives, and these greatly differ among different groups and individuals. Just as significantly, the pure choice model also precludes any role for power relationships in shaping people’s economic fates, that is, it precludes recognition of the fact that the specific alternatives available to people are affected by the choices of other individuals, particularly those in positions of power.

The pure choice model, as naive as it is, might end up having little credibility but for the particular approach taken in the neoclassical theory of markets, a kind of benchmark theory in which nearly all students of economics are virtually smothered as undergraduates at least, and as graduates even more thoroughly if they proceed that far. In theoretical systems of “well-functioning” markets, not only would people engage in exchanges that are completely mutually voluntary, but there would be no “distortions” like monopoly or market dominance, imperfect or asymmetric information, transactions costs or externalities that might cause imbalances in people’s positions in bargaining. The theoretical upshot is a (hypothetical) system of total equality of opportunity among people for pursuing occupations of their own choosing: inequalities of income then represent nothing more than what people choose for their own economic destinies, people having weighed their preferences of occupation against their desire for income. Such inequalities then are merely apparent disparities of income, not real disparities in people’s overall economic well-being.

Every application of neoclassical theory begins with this model, and all references to policy are made by comparing actual realities with this hypothetical construction. In as ideologically sensitive a field as economics (again, see the Appendix) it is thus fairly easy to slide into the supposition that the purely theoretical construction is actually not far from reality “most of the time”. Thus does mainstream economics tend to bypass questions of economic inequality generally, and especially insofar as they relate directly to major or systemic inequalities of opportunity.

It is nonetheless both possible and reasonable to begin an analysis of the place of power in the economy in terms of neoclassical theory. Power is, among other things, a relationship between individuals, and therefore, as this book shows, may be formally theorized, at least in the initial stages of inquiry, in terms of the neoclassical individualist approach to understanding social behavior. And where the neoclassical theory of markets may incline economists to err on the side of blithely favoring markets as unambiguously benign, it may instead be used to highlight precisely where markets systematically and unavoidably “go wrong” in biasing transactors’ bargaining positions and economic statuses.

That is the approach taken in this book. In the chapters that follow, an account is given first (in Chapter 2) of the “pure choice model” of the distribution of income, that is, in which individuals make their choices in a context in which markets are supposedly “well-functioning”. Quickly enough, important complications are seen to arise in that felicitous and purely hypothetical case, complications both acknowledged and explored among mainstream economists—specifically, those having to do with information and transactions costs and market monopolization. The upshot is systematic inequalities of opportunity among different groups of people that totally confound the easy conclusions otherwise holding.

Following that account, in Chapters 3 and 4, we explore the implications of acknowledging some even more important systematic disparities of opportunity that have not been as widely examined in mainstream theoretical economics. Race- and sex-based differentials of opportunity are appreciated and have been analyzed by economists, albeit not – in the mainstream at least – in the kind of depth with which other social scientists have explored these subjects. Wealth- or “class”-based disparities of opportunity, while widely appreciated on the fringes of economics and elsewhere in the social sciences, have been considered hardly at all among mainstream economists. Many of the important connections between race-, sex- and class-based economic inequality have also thus been missed in mainstream economics, and these are considered here as well. The upshot is that an individual’s opportunity to gain income is importantly a function of his or her family’s already accumulated wealth – as in common parlance, “it takes money to make money”.

Having thus shown just how critically opportunity matters, this book then proceeds in Chapter 5 to an explication of power based in the neoclassical model of “individual choice subject-to-constraint”. Briefly, a power relationship between two individuals is one in which the constraints to which they are each subject differ in their restrictiveness (the person with power has less restrictive constraints), and in which one person (the one in power) may non-reciprocally affect the constraints upon the other, and thus may affect the other’s choices and behavior. The choices people can make depend upon the opportunities available to them, and in a world of power relationships, the opportunities available to people depend upon the decisions of people in positions of power over them. The implications, both generally and especially those specific to the class system of the modern market economy, are the concern of the rest of this book.

Chapter 6 introduces the class system of the modern market system with a simple model of its power arrangements. Class is, in the modern market economy, constituted most fundamentally in the relationship between working people and their employers in private businesses. That this relationship is one of power is as easily seen in theory as it is experienced in practical daily work life. First, lacking wealth, working people must sell their labor services in order to receive income, while their employers, possessing sufficient wealth to own businesses themselves, need not. Second, the market system works in such a way that sufficient unemployment is generally assured so that employees are more or less continually threatened by the possibility of job termination, which threat then enables their employers both to command their labor and to take economic benefit from it. In the class system of the modern market economy, this taking from employees accrues mainly as a portion of the business profit and other forms of property income received by employers and other property owners. It is also the main material resource for the maintenance and strengthening of the various structures that constitute the class system.

Of course the modern class system is not as simple as this basic “two-class model” suggests. In reality, the class system is a vast and complicated set of economic and social structures within which a framework consisting of a stratified hierarchy of power relationships and positions may be distinguished. I find it convenient to view the class system of the modern market society as constituted in employers’ power, as just described, plus four other distinct power structures, which are the subjects then of Chapters 7, 8 and 9:


• Professionals’ power. Those in “knowledge” and other fields requiring extended formal education and certification, e.g., doctors, lawyers, professors, more or less run things in the modern market economy, and have, to one degree or another, agency power over their various clients; business managers, a special group of professionals, have the same relationship vis-à-vis their “clients”, i.e., firms’ owners, and also have owner-delegated managerial power over their inferiors in the business firm, a pivotal form of power required for running the firm.

• Business power. This is found in the hierarchical relations among business firms that not only command the broad directions of economic investment but also channel business profit “upward” in the business sector hierarchy; it is constituted from monopoly/oligopoly power, financial and network power among businesses, and like all the other structures of power rests importantly upon disparities of spending power, in this case, among firms rather than individuals.

• Political power. In an important sense, this is the most critical structure of power in the class system, being required for the existence, maintenance and effectiveness of all the power structures in the creation and enforcement of the relevant specific laws, regulations and policies carried out by the state; exercised in the “political sphere” of the society, like the other forms of power, disparities of political power correlate closely with disparities of “prior wealth endowments”.

• Cultural power. Class societies require the allegiance or at least acceptance of the larger part of their populations, and this is achieved importantly by the exercise of “value power”, that which influences people’s values, preferences and attitudes; the class system of modern market societies is thus promulgated in such institutions as churches, families, the mass media and education systems, and this book looks closely at the latter two of these.



The power structures of the class system have by no means remained fixed and unchanged over the history of the modern market society. Recent developments, however, merit particular attention insofar as they appear to be moving things in the direction of greater economic inequality and a greater strengthening of these structures. The consequent rising economic disparities have not gone unnoticed in mainstream economics, where a whole new field of inquiry on the distribution of income and wealth has thus developed along with several variations on a neoclassical account of the trend of rising inequality. Other analysts more attentive to the class dimensions of the problem have developed, in effect, a kind of “power theory” explanation that is based in a recognition of the same fundamental economic developments – in a word, technological change and globalization – but that is theorized in terms of the changing “balance” of power in the class system. Such a theory is arguably superior to that of mainstream economics, at least insofar as it successfully encompasses a broader and richer range of phenomena than does the latter. In , after looking a little more closely at the trend of increasing inequality, this book gives an abbreviated account of the “power theory” explanation.

But what, after all, is wrong with economic inequality? While there is much hand-wringing over the trend of rising inequality today, American culture glorifies more than ever the rich and their lifestyles in the midst of the dreariness and mediocrity of the middle classes and the real hardship of the rest. Having theorized rising inequality as a phenomenon of the developing power structures of the class system of recent times, I then argue, in Chapters 11 and 12, that unless the trend is reversed the future consequences are quite bleak. Economic inequality both arises in and undergirds the class system – it is both manifestation and foundation of social class – and reversing it means attenuating the power structures of the class system. It is imperative then to be clear about why that would be desirable. I discuss the profound injustice of inequalities associated with class: while that may seem obvious, some important arguments offered today would say otherwise. Aside from their unfairness, however, such inequalities are also inimical to economic growth or vitality, contrary to the widespread notion of an “equity-efficiency tradeoff” promulgated importantly by mainstream economists. Perhaps most importantly of all, class-based economic inequality is destructive of both human community and ecological sustainability, the two most critical foundations of a congenial and worthwhile human life on Earth.

The fact that economic inequality and class rigidity have been on the increase in recent decades itself suggests, however, that the trend could be, with sufficient social commitment, perhaps halted or reversed. The institutional structures of which the class system is constituted have changed in specific ways that have led to the increase in inequality and class rigidity of these times, and in principle can be changed in other ways as well. The modern market system is actually amenable to quite a bit of institutional variation, as the breadth of historical cases clearly shows, and it is of course important to consider some of the possibilities.

How is it possible to reverse the hardening of the class system and the economic inequalities associated with it? The fact that these inequalities are rooted in structures of social power means that this most important task for coming generations is, at best, also a most difficult one. This book cannot offer to chart a path toward lessening the hegemony of the class system of the modern market society, but in the concluding chapter I do at least give an account of the kinds of public policy changes that might be sought by those who would be so committed. Some of these merely amount to re-establishing many of the traditional social programs and policies that are being rolled back in the current march toward a dark future of feudal capitalism. Other such policy changes would probably be seen as novel but not particularly drastic or sweeping. Others still would certainly be considered radical – some might require significant constitutional amendment, some would institute economic structures alternative to those of capitalism itself. Thus, as this book began with an account of people making their own individual choices, it ends with an account of some of the choices this society will need to make.

Appendix

Mainstream economics, power and class


If the state is the executive committee of the great corporation and the planning system, it is partly because neoclassical economics is its instrument for neutralizing suspicion that this is so.

(J.K. Galbraith)9



Economics, it may be observed, is the most politically or ideologically conservative of the social sciences, in the specific sense that economists tend to look far less critically on the economic system in which they actually live, the modern market system, than do other social scientists. “Neoclassical” economics, the body of theory that underlies the bulk of what is taught and practiced in the mainstream of economics, is often singled out as a major source of that conservatism. Arguably neoclassical theory itself is not necessarily “ideology bound” but merely a tool, useful for some things and harmful for others. Among those who adhere to it more or less are to be found economists leaning both right and left. The analysis of this book begins from a neoclassical entry point, and while neoclassical theory is indeed a major part of what underlies the conservatism of economists in comparison with other social scientists, it is more complicated than that. If neoclassicism tends to incline economists toward market conservatism, the more important question may be, why did that particular body of theory come to be selected from among a variety of possible approaches that could have been adopted for use in economics? That is, historically what is it about mainstream economics that inclined it toward market conservatism in the first place?

Discussions among historians of economic thought suggest a couple of alternative hypotheses as cogent. (1) There is something about the market system itself that imposes a kind of “veil” on those who would understand it, making it difficult to penetrate beyond its fairly benign appearances.10 Economists generally are just ordinary people, not particularly adept at peering behind manifest phenomena, hence are mostly just taken in by appearances. (2) Among the social sciences, economics is most proximate to the concerns of business, finance and those public policies relating to them. Being more closely engaged with these areas of social life than have been the other social sciences, economics is consequently more subject to the influences these realms have exerted on academic inquiry.11 The truth, I would offer, is somewhere in between these two hypotheses.

The upshot, briefly, is that in providing what capitalists need from economists, the latter have more often than not failed to satisfactorily explain, and have even frequently obfuscated, the harsher realities of the class system that constitutes the market economy. The thoroughness with which issues of inequality, power and class are avoided in the field of economics must be striking when seen from the viewpoint of other social scientists. Every undergraduate economics textbook urges that as scientists, economists should leave it for others to consider such “value-laden” or “ethically complex” questions as those unavoidably arising with such issues – that is, questions of distributive equity, political or social democracy, etc. Economists, they say, should eschew “normative” thinking and stick with the strictly “objective” concerns of simple economic efficiency. (Notably, mainstream economics texts do not hesitate to refer to other values when it is convenient for defending the market system against criticisms of its own inefficiencies or other faults.) Elsewhere in the social sciences it is commonly acknowledged that such “value-laden” questions cannot be avoided, and therefore must be dealt with directly and in depth if one aspires to anything like scientific objectivity – that it is the failure to deal openly and clearly with such questions that is actually unscientific.

Thus while economic inequality is accepted as a legitimate subject of inquiry in economics today, traditionally when it was addressed at all it was with proper nods to the difficulties of maintaining “objectivity” with such a subject. When distributive equity or fairness was acknowledged to be a real value, it was invariably strongly qualified with reference to the supposed “equity-vs.-efficiency trade-off”, and noted that great care must be taken not to violate the important requisites of efficiency. Many economists, perhaps a majority, moreover believed that the distribution of income and wealth would be “mostly fair” in a hypothetical system of well-functioning markets, a major theoretical error (as will be discussed in this book) that inclined them to believe also, even more egregiously, that the distribution in fact was mostly fair as well. Elsewhere in the social sciences – in sociological, political and anthropological theory – economic inequality has been traditionally and remains still an important background reality to be taken account of in all other inquiries, as well as a major topic of inquiry itself. And inequality such as is found in the modern market system is not widely considered “mostly fair” in any social science but economics.

It is in its refusal to incorporate concerns with power and class per se, however, that economics most shows its bias toward market conservatism. As this book will show, the concept of power is easily adapted into the foundation of the neoclassical paradigm – the “constrained choice” model of individual behavior – yet as a subject of both theoretical and empirical enquiry power has been nearly totally ignored in economics.12 In the other social sciences, the concept of power plays a role at least as critical as that played by the concept of the atom in the physical sciences. In economics, at least judging from the claims of many of the most respected economists over the years, most in the mainstream of the field either see power as mostly irrelevant or even believe there is no such thing.

Until recent decades, mainstream economists who did acknowledge the existence and relevance of power as a significant concern for their field mainly found it important in two places: the state, and private business monopoly. The power of the state, while seen as useful for some important tasks necessary for the management of market systems, is mostly feared among economists, whose advocacy of free markets rests importantly on such markets being considered the only viable counter to the state. Monopoly power was a major concern for earlier generations of economists, beginning with Adam Smith himself, but today the terms “monopoly power” or “market power” are used in economics textbooks on related subjects only infrequently (moreover, the entire set of concerns relating to power, i.e., the distributional consequences of monopoly, is totally eschewed in favor of the narrower focus on efficiency effects).13 Even in the “new industrial organization” and the closely related new institutionalism” – movements which have by now achieved broad acclaim in economics while ostensibly “challenging” the mainstream – private-sector power of any form is of little interest. For mainstream economists, it would seem, including those in the “non-traditional” mainstream, only state power merits much attention.

That should be no surprise for a social science discipline as subject to the influence of business and private wealth as is economics. For the concept of power, even if it relates directly to a great variety of matters of concern and interest for all social scientists, also raises the specter of class, a topic modern economists are perhaps even more inclined to ignore. As anything more than the mere ranking of individuals by quantitative income or wealth alone, “class” simply does not exist for economists. Class as power is of no interest to them, indeed for them it is not even an actual phenomenon of the real world of modern market systems, judging from the scant few writings of mainstream economists directly addressing the subject.14


2   People make their choices

Why so much inequality? In a market or capitalist economy, it is said, people’s incomes and wealth accumulations are determined in markets for their labor, assets or other services: inequalities arise as markets evaluate people’s economic contributions differently. Why then are the contributions of some people apparently so much greater in market value than those of others?

There can be no question of the truth that people make their own choices. Yet that supposition, for all of its important consequence for human life, cannot by itself form the basis of a theory of economic inequality – much though many people in these times apparently presume that it does. For such an approach ignores the obvious critical insight that people are able to choose only from among whatever particular alternatives are available to them. That is, the specific opportunities presented to people matter at least as much as does the fact that invariably they do choose which among those available opportunities to pursue. Only if the opportunities available to people are the same or equal in the scope they allow for individuals’ pursuit of their aspirations can one then conclude that individual choice is all that matters in determining disparities of income and wealth. A theory of inequality that says as much therefore must actually begin with a credible account of how the opportunities available to people are indeed equal.

Thus the other of the two broadly contending perspectives on inequality begins by emphasizing the opposite side of the choice-opportunity duality. It is observed that the opportunities actually available to people – for education, job occupations, wealth accumulation and so forth – do indeed differ greatly and in clear and systematic ways among different groups. Apparently a free-market society cannot provide anything like equal opportunity for economic advancement among its citizens without government taking a major role in “leveling the playing field”. Many people, for example, on account of class position or race or sex discrimination simply do not have access to as much high-quality education as is available to others. Thus their job opportunities are accordingly restricted, as is their ability to accumulate wealth, and their limited economic status is mainly the result of their limited opportunities – and not, by and large, mistaken decisions they may have made. Individuals blessed by good opportunities can make the worst conceivable choices about what to do with their lives and still achieve high economic status, while those with poor opportunities cannot do so even if their decisions are unfailingly impeccable. Inequality is in fact a real issue, and while it may seem to be seldom discussed in the mass media, the latter do not reflect either the whole truth or the actual opinion of the broader population.

Among social theorists and other relatively disinterested commentators, economists as a group have too often seemed partial to the “choice” perspective over the “opportunity” perspective, and their participation in discussion on the matter should therefore perhaps rightly be suspect. Yet the field of economics itself provides a vocabulary that is actually fairly neutral on that particular issue, and also quite useful for discussing issues relating to income inequality. In fact, theoretical economics, perhaps more than any other social science, has been historically responsible for raising and clarifying the dichotomy of choice vs. opportunity in the first place.

In economics, people’s behavior is characterized in terms of a “constrained choice” model of individual decision-making. A person’s choices regarding what consumer goods and services to purchase, for example, are always constrained by limitations of income and the prices of whatever goods and services are available. Given the affordability of each and all of the possible purchases she could make relative to her spendable income, the consumer decides how much of each to buy on the basis of whatever selection of quantities best satisfies her overall. Even if her income is very limited, there is presumably still a whole range of possible “consumption bundles” available, since there are many goods and services among which to choose and she may “trade off” some of each item for additional amounts of any other. Yet while the constrained choice framework may therefore seem to place the emphasis on the plenitude of choices available, the constraints upon the consumer’s ability to get whatever she wants are acknowledged to be absolute: more goods and services simply cannot be bought, nor can a greater level of consumer satisfaction or “utility” be achieved, than are permitted by her total income.

The vocabulary of constrained choice theory is obviously the same as that of the choice vs. opportunity dichotomy in perspectives on economic inequality. People make their decisions on education, jobs and savings, but they may choose only from among whatever possibilities are available to them. Thus the costs of the education required for the various occupations, and one’s income and other resources relative to those costs and the various other costs of living, place limits upon how much education or training one may obtain toward any particular job occupation. If one is disadvantaged by class position or race or sex discrimination, for example, one’s available choices are more constrained than if one is not. Of course, people can make trade-offs – for example, if a college degree in engineering is required for a particular field in question, then with the right choices of consumption and saving there may be ways of obtaining it even for someone who is otherwise disadvantaged. But given the differences in the tradeoffs available to people in different circumstances of advantage or disadvantage, there is great disparity in the scope allowed for different individuals’ economic advancement, regardless of their competence in making choices.

The constrained choice theory of individual behavior upon which most of economics is built today can contribute greatly to answering the question of which of the two poles of the choice-opportunity duality is more important in determining the realities of economic inequality, for that theory forces a clear distinction between the two poles. Even though economists have tended to err on the choice side of the issue, their theoretical approach helps show precisely how individual choice works in a world of material constraints of various kinds, and by thus illuminating the important ways in which choice matters, it highlights with utmost clarity the ways in which it does not.

Thus we will begin our inquiry about why there is so much inequality by considering in detail a “choice”-oriented model of economic inequality. Again, such a perspective, since it essentially bypasses all questions about opportunity, supposes that equal opportunity prevails throughout the economy in the choices available to people that affect their economic livelihoods. If equal opportunity prevails, then material or monetary inequalities arise solely because of individuals’ own choices, and as we will see, this in turn implies that while great monetary inequalities may then exist, in an important sense real economic equality actually prevails. Alternatively, real or substantive economic inequality arises only in circumstances of unequal opportunity: if the opportunities available to people are equal in the scope they allow people for achieving their economic aspirations, then assuming there are no great differences in people’s ability to choose rationally, whatever the various choices they may make in pursuit of their different aspirations, and whatever monetary income and wealth they end up with, substantive equality actually prevails among them.

With substantive equality as our starting point, we will then proceed to consider the various kinds of inequalities that may arise as people pursue the choices that determine their livelihoods in various kinds of assumed circumstances. In this chapter, we begin by exploring the hypothetical world of “perfect markets”. There the only substantive inequalities that may arise are those due to innate differences in people’s abilities or aptitudes. Moving away from that hypothetical world and progressively closer to reality entails dropping the various restrictive assumptions of theoretical perfection in markets. As we do so, we depart from the “pure choice” model of inequality and move toward one in which differences of opportunity exist and have significant impact on different groups.

In the following chapters, then, we will consider a couple of the more restrictive assumptions with which economists in the mainstream of their field have been mostly preoccupied – namely, those involving “information and other transactions costs” and “immobilities” as economists typically understand them. And we will address some realities of the market system and its society that are not often taken up by economists, yet are quite far-reaching in their import for substantive economic inequality, specifically, the realities of the “social and cultural context” of the market system as a whole, and of “unequal prior endowments” in a world of “financial capital market imperfection”. What we will see there is that short of major corrective government intervention, inequality of opportunity is considerable and matters greatly, so much so that it should be taken as the primary determinant not only of material or monetary inequality but especially of all substantive economic inequality.

All of that serves as both preface to and conceptual foundation for the main theme of this book, to be taken up in later chapters, that social power is the ultimate key to comprehending economic inequality. Understanding how opportunity matters takes one a long way toward an adequate grasp of the roots of inequality, but having achieved that the critical question still remains: if differential opportunity mainly determines the great disparity in levels of economic success that different people are able to achieve, what is it that determines the different degrees of opportunity available to different people, that is, the wide disparities in the constraints to which people in different kinds of circumstances are subject in their decision-making about how best to pursue their economic aspirations? As I will argue in later chapters, power is the key to answering that question: people influence or affect the opportunities available to each other, and those in advantaged positions in social structures of power not only have disproportionate influence on the opportunities available to the rest but also in the course of exercising their influence are able to extract economic benefit from the rest. Briefly then, economic inequality is indeed mainly about unequal opportunity, but the latter is mainly about social power.

The basic economic model: substantive equality

Before we can address the critical ideas of opportunity and power, however, we need some perspective first on the notion that people make their own choices and that it is mostly those choices that determine their relative success in pursuing their economic aspirations. The most elaborately developed theoretical model of that idea is that which is offered in traditional neoclassical economics.1

Human capital

The neoclassical economics approach to the distribution of income begins with the idea of individuals making decisions about their job occupations.2 People consider the schooling and/or training required for various occupations, weighing the costs of getting the necessary skills for each kind of job against the income expected from employment in that field. On the cost side are the direct monetary costs of the schooling or training required, including the costs of obtaining whatever funding may be required (interest and related costs), as well as the indirect costs in the form of whatever income has to be forgone while attending classes, studying or otherwise being engaged in the education process. On the benefit side are the returns to this investment in education in the form of the expected increase in their labor income over what they could earn without the education or training.

The amount of the benefits from the individual’s investment in human capital is a direct function of how much investment the individual undertakes. Schooling and training yield improvements in the individual’s productive skills in the particular occupation toward which they are aimed: she gains knowledge and technical facility in specific production activities in that field. The more training or schooling she gets, the stronger are the skills she attains. She then takes these skills to the job itself, where her “productivity” as an employee is accordingly improved, i.e., her ability to do all aspects of the job effectively and quickly, and the greater has been her investment in her human capital, the greater is her contribution to production at work. The more productive people are at work, the more they are paid as employees: employers are willing and able to pay more for the greater productivity attained from improved skills because their own profit is thereby greater, and they compete with other employers for the services of workers who will contribute greatly to their profit by offering such employees higher compensation.3 Thus, since labor compensation is a direct function of labor productivity, the pay an individual receives from her job is a direct function of her investment in attaining human capital. The logic may be summarized like this:


Individual decision —>

Investment in schooling/training —>

Acquired productive skills —>

Increased productivity at work —>

Higher labor compensation

(2–1)



People choose which particular occupation to pursue in the same manner as would any investor choose among investment alternatives: they make the choice by considering the entire range of alternative investments available to them, weighing the costs and benefits of each. The costs and benefits of investing to obtain the human capital required for a particular occupation are weighed by means of the same kind of calculation as is used in any other financial investment decision. The decision is, of course, less purely monetary in nature – it involves such things as personal preferences about job amenities and the kinds of work different people enjoy, things that play only a relatively small role in financial decisions per se. Still while such things matter greatly in people’s occupational choices (and will be discussed below), the kind of calculation used in financial investment decisions is at play as well. Let us focus on that calculation first, by supposing that occupational choice is a purely financial decision, i.e., that other things like personal preferences about work and amenities do not matter.

While there is no need to dwell greatly upon it, it might be helpful to look briefly at the simple mathematics of this decision. Let Wt be the individual’s expected annual labor income t-years from now in the occupation in which she currently works, and Wt be her expected annual future income in some other specific occupation t-years from now. If It is the total (direct plus indirect) annual monetary cost t-years from now of the schooling or training required for that occupation, then 

[image: image]

gives the discounted present-value of the net return to her investment in obtaining human capital in that occupation. In this expression, r is the rate of return she can get on the best alternative investment available to her, including whatever financial, real or business ownership assets may be available for her to purchase. (The summation ranges from t=0, the present, to the last year in her time horizon, presumably the year of her retirement.) She would consider the net return NR for each available alternative occupation, choosing then that particular occupation with the highest net return, that is, that which yields the greatest return in labor income improvement relative to the required investment in skills acquisition.

To this logic of individual choice, neoclassical economics then adds an account of how labor markets work in bringing to bear the choices of the many individuals making similar decisions. Suppose, for example, that all individuals are “settled” in their chosen occupations, having considered the available alternatives, made their choices and moved into the jobs they’ve chosen. Suppose that for whatever reason the labor compensation in some specific occupation now increases – for that occupation Wt now rises in 2–2, and its NR term now increases. Some people would begin to move out of other occupations, finding that this one now returns for them more than their present ones. As they do so, several market effects would occur: (a) The costs of schooling/training in the rising occupation would increase, as the demand for education in that field rises. Thus, It for that occupation would rise in 2–2. (b) Wages or salaries in the rising occupation would decline, as the supply of labor there increases as people graduate from training and move into jobs in that field. The Wt term in 2–2 then would fall. (c) Wages rise in those particular occupations that people leave as they move into the rising occupation, since the supply of labor there is falling. In the net return expression, in those declining occupations Wt would be rising.

While the initial wage increase in the one occupation raised the net return to investments in human capital there, the effect of each of the market changes that then occur is then to reduce the net return in that occupation as people move into it from other occupations, and to raise the return in other occupations as people leave them pursuing the higher returns of the first one.4 The net returns of all occupations, while initially out of kilter due to the original wage increase in the one, thus converge back toward an equilibrium as people move around in markets seeking the occupation with the highest return. As long as the wage in the one field is “relatively high”, people will move into it, increasing the demand for education and training and ultimately the supply of labor in that occupation, and its wage will fall back toward an “appropriate level” as they do – while the wages and the costs of education and training in other occupations will similarly change toward an “appropriate level” as people leave them. These changes therefore would proceed until the wage is no longer high enough relative to the rising wages of other occupations, and relative to the cost of education/training in that field, to induce further movement into it. At that point, labor markets are in equilibrium, and people are “settled” again in their occupations with no further market incentives to move elsewhere.

The same sort of re-equilibration process would occur regardless of what sort of “disturbance” may happen in labor markets or markets for schooling/training. For example, if the cost of training in some specific occupation were to rise for some reason, thus diminishing the net return to that occupation, people would move out of it, i.e., the demand for that occupational training would decline, until the training cost falls sufficiently relative to the wage in that occupation and the wages in other occupations. Since wages are rising in that occupation (as the supply of labor there declines as people leave it), while in others wages are falling (since labor supplies there are rising as people enter them), the net returns in all occupations are, again, converging toward equilibrium, and will continue to do so until equilibrium is reached.

In equilibrium the labor incomes people get in their chosen occupations then are exactly “balanced” against the expenditures they make on attaining the human capital required in those occupations. “Imbalance” induces people to change occupations by making investments in whatever human capital is required in those occupations that momentarily yield relatively higher net returns, and they enter the latter occupations until they are no longer relatively higher-paying and the imbalance disappears. “Imbalance”, that is, causes a sequence of events that eliminate the imbalance.

How long the equilibration process should take has been a matter of great controversy in modern economics. Neoclassical economics is inclined toward the view that equilibration should take very little time – the “new classicals” even argued it would require essentially no time at all. If significant time is required for equilibration, as other economists argue, then since “exogeneous” dis-equilibrating events are virtually always happening, markets are unlikely ever to actually be in equilibrium and labor incomes are never in “balance”. For the moment, we will assume the neoclassical view on the matter, that equilibration takes very little time, but we will return to this issue again below, because the issue of equilibrium in labor markets is of special interest to the question of the determinants of inequality.

The question of equilibrium is of special interest because in labor market equilibrium, the wages people receive in each occupation exactly compensate them for their total expenditures on the educations their occupations require.5 If individuals in some fields, medical doctors, for example, receive a high income, it is merely compensation for the considerable education and training necessary in such occupations: only sufficient such compensation can induce people to enter those fields, and competition in the supply and demand for labor, schooling and training – that is, the movement of people around among the various occupations and the corrective equilibration processes thus at work in the relevant markets – ensure that doctors’ incomes do not more than compensate for that necessary investment in human capital, nor do they less than compensate either. Conversely, other fields, janitorial work, for example, require virtually no training, hence there is no investment in any human capital that need be compensated by the wages paid in such fields to induce people to enter them.

It follows, perhaps surprisingly, that while there is a great difference between the pay of medical doctors and that of janitors, individuals in such dissimilar occupations are actually receiving what amounts to effectively equal compensation overall: the entirety of the excess paid the doctor over the janitor is merely an exact compensation to him for his extensive medical education expenses, no more no less: it does not actually reflect any excess of the doctor’s real well-being above that of the janitor. The doctor chose to make the investment himself, and markets compensated. The janitor chose to make no such investment, and accordingly receives no compensation – and is no worse off in terms of real overall well-being than the doctor. This effective equality is quite important and we will return to it below.

The idea that excessive income in an occupation may be merely compensation for the educational effort borne by those entering it may easily be broadened to include other kinds of job-related burdens besides training and education. The theory of human capital investment as just described was first elucidated (less formally but equally rigorously) by Adam Smith in his The Wealth of Nations (1776) in the larger context of what has come to be called the “theory of compensating differentials”. According to this theory, pay differentials arise as compensation for all sorts of job attributes both negative and positive.

Compensating differentials and “hedonic wages”

Different occupations have different kinds of appeal to people. Some have various special satisfactions or amenities attached to working in them. Teaching, for example, yields various gratifications to those practicing it – they get to have others intently listen to them, to influence others’ thinking, to organize their work-time to a significant degree as they wish and to be relatively free of physically taxing labor. In medicine, doctors often have a great deal of freedom to arrange their work lives, great respect and regard from their patients and assistants and considerable influence over the people they associate with. Other occupations have disamenities instead: garbage collection, for example, is certainly foul work, involving considerable physical drudgery and is even dangerous. Among doctors, family practice presents its practitioners with not only something less of the kind of amenities other medical specialties enjoy, but also a real burden in what may often be rather boring work.

These amenities and disamenities may go far beyond matters of mere taste. Garbage collection presents real dangers to one’s health. Ironworkers (in building construction) bear a real mortal risk of accidental falling. Some medical practitioners bear great risk of contracting communicable diseases. Firefighters, miners and many machine operators bear the risk of bodily injury. On the other hand, there are “positive risks” attached to other occupations: for stockbrokers, realtors and other salespeople, there is some real likelihood of striking it rich with that one successful sale to that one great client. Of course, negative risks also attach to some of these occupations as well, and in fact, to the extent that people are generally risk-averse, the overall riskiness of an occupation, i.e., the overall risk that either positive or negative income fluctuations may occur, would in and of itself be a disamenity.

As free labor markets channel people into the various occupations, such amenities and disamenities are compensated with appropriate wage differentials. To the extent it provides amenities, the field of teaching, for example, may attract people to enter it with relatively little salary compared with that paid other professions requiring similar amounts of education. Were teachers paid as much as people in other occupations with fewer amenities (for simplicity, assume they require equal investments in schooling and training), people would flood into the teaching field, and as they do so, teaching salaries would then decline. As long as salaries remain “higher than appropriate”, entry would continue, until finally the value of such amenities would be completely offset by the salary reductions induced by the movement of people into teaching. The amenities of teaching thus would end up being exactly compensated by the negative differential in teaching salaries.

Similarly, a positive differential would attach to garbage collectors’ wages relative to those of other similarly unskilled workers, to the extent of the disamenities associated with garbage collection: given those disamenities, a higher wage would be required to induce people into garbage collection. So too will the wages of miners and ironworkers be sufficiently greater than otherwise, exactly compensating for the health risks posed by those jobs. If advanced degree-holding teachers (PhDs) require an amount of schooling/training similar to that of medical doctors, yet receive lesser salaries, the amenities of teaching and the various disamenities of certain kinds of medicine would explain the difference. Note that, again, in the view of neoclassical economics, some disequilibrium may prevail in markets and labor incomes are unlikely to be exactly in “balance”, but presumably all of this applies as a pretty close approximation.

Of course, the appealing and unappealing attributes of various jobs depend not merely on the nature of the jobs themselves but also, at least to some extent, on particular individuals’ attitudes or tastes about those jobs: what is an amenity or a disamenity depends to some extent on who is making the judgment. Some people like building construction ironwork, for example, and seem to have a real talent for body balancing, a significant preference for risk-based excitement and/or immunity to acrophobia. Such people would tend to gravitate toward tall building construction, accordingly reducing the wages paid in such work to something less than the premium level that would be required to compensate for what the rest of us would consider its disamenities. Those more suited to the work enter the industry and its wages fall – but on the other hand, those less suited will tend to leave it for other occupations. Similarly, perhaps very few people actually enjoy the presumed “amenities” of teaching – perhaps most people do not enjoy having such influence on others’ thinking, for example, or being paid such close attention by large groups of people. Teaching must attract those people most inclined to enjoying the particular attributes of that kind of work, while others would tend to look elsewhere for occupation.

The upshot of this logic is that the actual wages paid in the various occupations would reflect people’s “willingness to work” in each of them – roughly understood as being determined by the numbers of people in the labor force who consider each occupation to have overall amenities vs. disamenities, and the strength of their feelings about those job attributes.6 Economists refer to this way of thinking about unequal labor incomes as “hedonic wage” theory, and its general logic is, of course, very much in keeping with that of both the theory of human capital outlined above and the theory of compensating differentials. Indeed, these three theories may be taken as of a single piece: together they constitute the core of mainstream or neoclassical economic thinking on the subject wages and occupational choice today.

Note again one of the most important conclusions of this reasoning: people receive effectively equal compensation overall for their labor – wages or salaries in the various occupations (and we should include other monetary job benefits here as well) exactly compensate (or at least approximately compensate) for people’s investments in human capital and their relative willingness or unwillingness to work in those particular occupations. In effect, while monetary labor incomes differ very greatly, working people are actually equally well-off overall in terms of their real economic well-being. Alternatively, what economists used to call people’s overall “psychic income” from labor is effectively the same regardless of differences in their monetary incomes.7 The conclusion rests importantly on the assumption of labor-market equilibrium, and it also requires certain assumptions that we have not yet noted about labor and other markets being “well-functioning”. We will return to all of these assumptions later on. For the moment, however, let us explore further this conclusion of effectively equal compensation.

Choice and substantive inequality

For it is a striking conclusion. It flies in the face of what is likely a very wide-spread feeling that in reality some people are considerably better off in their jobs than others, i.e., not just monetarily but in terms of their overall “psychic” well-being. The conclusion of substantive equality seems quite unrealistic, to say the least, although logically it is certainly sound enough. In fact, only one particular kind of substantive inequality is consistent with the logic of this “pure choice” theory, namely that which arises due to differences in people’s innate abilities. Briefly, people who have innately greater abilities than others will earn accordingly greater monetary labor incomes than others in their own or similar occupations and thus will be substantively better off as well. It is worth looking more closely at just how that is so. Innate ability connotes “intelligence”, a subject of great controversy in recent times, and we should begin with a digression on some of the issues involved in that controversy.

Aptitude: the question of intelligence

Debate over the precise nature and role of differences in innate intelligence in economic inequality has continued for many decades, and while in our own time both sociological and bio-genetic knowledge have advanced our understanding of the issues considerably, the subject still remains opaque. Two broad sets of issues have been raised in the debate on intelligence per se: (1) What exactly is it, and how is it observed or measured? (2) To what extent is it actually “innate”? An adequate treatment of these questions is far beyond the scope of this book, but we should note a couple points relevant for our purposes here before turning to the question of how intelligence fits into the “pure choice” model of labor income.8

A tentative reasonable definition of intelligence would refer to an individual’s aptitude for or agility with intellectually complex and demanding tasks. Questions arise immediately with such a definition when the presumption is made that intelligence is a single general aptitude understood to be present or active in many very different contexts. For example, presumably a virtuoso musician has much “intelligence”, especially if he is a prodigy, yet many brilliant musicians show little or no exceptional intelligence in other contexts – some are verbally inept, others score poorly on standardized tests. Certain kinds of athletics are, many commentators would argue, demanding not merely physically but also in presenting athletes with complex situations requiring intellectual depth and agility – yet even many “stars” in those fields are not at all exceptional in what are usually seen as purely intellectual activities. And among the various kinds of purely intellectual activities, there are great differences between, for example, people’s aptitudes for manipulating vs. creating concepts, geometric vs. verbal tasks, etc.

The upshot seems to be that actually there are several or even many different “intelligences”. There is some evidence that some of these various aptitudes may tend to correlate – intellectual aptitude in one thing implies some likelihood of intellectual aptitudes in others. A sufficient breadth of such aptitudes would be “general intelligence”, and there is significant support for the existence of such a thing. Yet that support rests upon tests of various kinds, and while it is widely done, testing for some sort of general intelligence is highly problematic.

One of the most important difficulties with intelligence testing is that of sorting out the innate or genetically inherited from the learned or environmentally acquired. While the results of various kinds of tests for individuals do tend to correlate with each other, standardized tests have also invariably been shown to be culturally biased, such that test-takers’ responses to questions depend critically upon, for example, their cultural, educational and subcultural backgrounds. The evaluation of an appropriately specific intelligence test is, in principle, probably best done by specialists in the area in question, and requires moreover both multiple and diverse overseers of test content and multiple and diverse test evaluators in order to minimize biases. This is often a nearly impossible requirement, since in good part the particular biases found in standardized tests of all kinds are at the least class-based (if not also biased by race, ethnicity or sex/gender as well), insofar as testers and evaluators are more or less uniformly of professional class backgrounds.

Yet the real problem here is not just in testing per se, but in the concept of innateness. To begin with, “innate” must refer to something that is, first, in principle physiologically observable – a brain difference, or one of hormonal chemistry, etc., and second, genetically based, that is in individual differences in DNA. “Physiological” does not necessarily mean genetic, and many physical attributes that might be thought to be genetically based have been shown to be environmentally based instead. One of the better known examples is that of big-city taxi-cab drivers, who have been shown to develop a significant change in brain structure – and who even revert back to normal after leaving their job for a while. Determining what is innate and what is environmentally based requires not merely physiological observation but observation at the level of genes and DNA.

But while genetic knowledge has advanced almost unimaginably in the last couple decades, still very little is actually known about connections between genes and aptitude or intelligence. A wide variety of individual attributes have been cataloged as “heritable”, everything from “religiosity” to adolescent bullying, including virtually all the currently defined psychological dimensions of personality – while many things are not heritable, of course (e.g., food preferences and sense of humor). But these conclusions, being based on separated twin studies, can say next to nothing about specific genetic bases of individual attributes, and moreover fail to completely separate out the role of environmental and cultural context (since separated twins are seldom raised in radically different environments). Thus they do not clarify very strongly the role of “nurture” relative to “nature”.

The investigation of genetic biology per se (as opposed to behavioral genetics) has accumulated some astonishing knowledge about the physical bases of specific physiological traits. But when it comes to aptitude or intelligence, neither it nor the behavioral genetics of twin studies and the like have yet found any identifiable genetic basis of significant bearing. Given what is now known in genetic biology, as a practical matter finding genetic bases for intelligence will be a most forbidding if not impossible task.9 Even the most specific aptitude or intelligence (e.g., mathematical, verbal, creative, etc.), not to mention any more general intelligence, is most likely based on highly complex networks of relationships among a great number of distinct genes and their associated DNA. These relationships involve interactions in which genes are switched on and off, in which the “volume” of expression of genes is changed, not only by interactions with sets of other genes and other segments of DNA but also, in particular by the timing and sequencing of environmental events as well.

Yet as opaque as the genetic bases of aptitude remain, at the same time a great variety of very clear connections between environment and ability have been found: there is strong empirical support for environmental bases. Prenatal and childhood nutrition, for example, intellectual stimulation and engagement during early and late childhood, reduced physical and emotional stress, and general physical health – all of these and other environmentally based advantages have been shown to be directly and strongly related to measured aptitude, both general and particular, in adolescents and adults. In fact, developmental genetic science itself now lends support to these conclusions, having shown that the development of many individual attributes is dependent upon the timing and sequence of genetic “switching” with critical environmental events (Ridley 2004).

In general then, about all that can be said is that aptitude or intelligence appears to be at least as much an environmentally bestowed trait as it is an innate one. To the extent that it is gotten from the individual’s environment, for our purposes here it is perhaps best thought of as something akin to human capital. And while it is mainly not something that an individual may choose to acquire him- or herself in some sort of “investment” process like that of actual human capital, it is nonetheless easily accommodated by neoclassical economic theory.

Aptitude and income

Specifically, individuals who have it, whether it be environmentally bestowed or innate, and whether it be general or in some particular area, have advantages in labor markets over other individuals in two ways. First, people with aptitudes for the work of particular occupations would tend to gravitate toward those occupations. In effect, they would learn the tasks involved in those occupations more easily, hence may acquire any given amount of human capital, i.e., the content of the education or training required, more quickly and at less expense. Since the investment required is less for any given amount of labor compensation in a chosen occupation, the “return” on their investment in the human capital required in their suited occupations in 2–2 above is greater than that of other individuals in their suited occupations, and their “real” or “overall psychic” compensation therefore is greater. Able people are substantively better off because they need invest less to get the same amount returned on their investment in human capital.

It is important to note that in light of our earlier discussion on intelligence, this has nothing to do with the idea that “innately more intelligent people” necessarily gravitate toward “more intellectually challenging” occupations. Presumably, distinguishing intellectually challenging or complex occupations from those that are not is as problematic as is the testing of individuals for innate “intelligence”. Clearly, different occupations require of individuals different kinds and amounts of training and education, but inherent differences in complexity per se among different occupations are actually hard to discern: great complexity is to be found in all kinds of work, and what distinguishes some from others is not complexity so much as it is merely the extent to which conscious appropriation of a facility with the various tasks involved in the work is necessary. Thus, those kinds of work that may seem relatively “more complex”, on closer examination merely require more training or perhaps a certain kind of environmental upbringing. We may assume that the average aptitude among people for any particular kind of work varies greatly from one kind of work to another – hence different average amounts of training or kinds of upbringing are necessary for different occupations. But that is not the equivalent of saying that some occupations require a higher level of innate general aptitude or intelligence defined as the ability to handle complex tasks.

The other way by which intelligent people may attain more labor compensation than others has to do with the demand side of labor markets. As a general economic principle, the return to any production input that is “non-reproducible” – i.e., that cannot be produced – is a function solely of the demand for that input since its supply is effectively “fixed”. The prime example of a non-reproducible input is land: while it can be augmented with improvements, of course, built upon, etc., the land is also a production input in itself (as “space” or “location”-, and earns a return to its owner (net of improvement costs) that is, in effect, determined solely by the demand for its use given its fixed supply. Thus if its demand is high, its return will be high and will remain so in the long run; if demand is low, its return will remain low. That return, determined by the price of the land, is referred to in economics to as “rent” or “scarcity rent”, because it is an amount of monetary reward above and beyond what would have to be paid to get the land produced: as a non-reproducible input, one cannot induce its production whatever price one may offer.

To whatever extent aptitude too is a non-reproducible production input, the labor compensation attained by those possessing it is a form of rent. Their abilities are, by definition at least, not ordinarily obtained in processes of investment in human capital: those abilities cannot be gotten in any such processes because they are not “produced” by education and training per se but instead are simply bestowed by the individual’s given genetics or “pre-market” (e.g., cultural) environment. Consider the highly paid professional athlete. Ordinarily, were his or her athletic ability producible, other individuals, seeing the great return yielded on investment in athletic human capital, would undertake to attain that skill by investing in the appropriate training and education. After so attaining the athletic skill, they would then enter the professional athletics labor market, where the increased supply of labor would bring down the compensation paid to athletes. To the extent, however, that the athlete’s skill is non-reproducible, this process of attaining training for the profession cannot take place, so that given the fixed supply of innately skilled athletes, the wage remains at whatever level is determined by the demand for athletes, regardless of how high.10

“Choice” theory summarized

To reiterate the conclusions reached from the “pure choice” model, people’s monetary incomes from labor may differ significantly for two distinct reasons: First, people choose different occupations with different requirements of prior investment in education and training. i.e., human capital, and with different amenities and disamenities associated with them. Labor markets function in a way that ensures that occupations requiring more expensive investments in human capital, or with which people feel are associated significant disamenities, will pay those who choose them accordingly more. However, because the additional monetary pay is merely compensation (at least approximately) for the cost of obtaining the required human capital and/or for the disamenities of the work, in effect people actually receive the same “real” or “overall psychic” income regardless of which kinds of work they choose. Monetary labor income inequalities on this count then do not reflect substantive inequalities at all but only apparent differences in the outcomes of people’s choices: people are actually equally well-off.

Second, however, are income differences due to aptitude or ability, whether it be innate or environmentally bestowed, and whether it be general or specific. Those with greater aptitude earn greater labor income, everything else equal, either because they require less investment in the human capital necessary for any given occupation, or because they are able to attain scarcity rent on their non-reproducible skills. Thus they earn a greater return on their chosen human capital investments than others – and their “overall psychic” or “real” labor compensation is accordingly greater than that of others who are less able or intelligent, and they are thereby substantively better off.

Thus the pure choice model essentially says that monetary labor incomes differ among people mainly because of either differences in the compensation needed for occupation-related education and training and for amenities and disamenities of the work, or differences in people’s aptitude (again, whether the latter is innate or acquired, general or specific). Substantive labor incomes differ only because of differences in aptitude.

Note that the reasoning of this “pure choice” model is sometimes incorporated into a larger theory in which not only labor income but wealth and property income are also taken account of. In keeping with the logic of the model, if it is presumed that out of their total labor-plus-property income people choose their saving or investment on the one hand, and accordingly their consumption expenditures on the other, then their wealth accumulations are determined by their incomes and their savings choices in conjunction with the rate of return on financial savings. Of course, it is critical to also acknowledge that individuals begin life with different wealth inheritances from their families, hence some do indeed “start the race” ahead of others. We will consider this reality in detail in a later chapter. Still, in this account all additional monetary wealth accumulations made during individuals’ lives are determined solely by their own individual choices and abilities.

Moreover, acknowledging that one’s aptitudes are to at least some extent inherited from one’s family – either from family genetics or from the “family culture or subculture” (the latter will also be discussed later) – one’s total wealth accumulation, i.e., one’s own savings plus one’s family inheritance, actually measures ability at the level of one’s family. That is, presumably some families tend to be more apt or intelligent, whether it be genetically so or because of the passing down of family upbringing methods over generations. Monetary wealth too, then, and the unearned income it generates for its owners, is to that extent partly a function of individual choice and family-bestowed ability, just as is monetary labor income itself.

Again, however, what has been presented in this chapter is not much of a “theory of distribution”, given the unreality of the assumptions upon which it rests and to which we will turn in the following chapters. Labor and other markets, as we will see, simply cannot be supposed ever to be in equilibrium, and the “disequilibria” entailed are systematic, unavoidable and of major bearing for the concerns of distribution; and we will see that other equally unacceptable assumptions also have critical bearing for those concerns. The naivety of any “theory” such as that presented in this chapter with regard to the realities of unequal opportunity and power are glaring. Hearing such a “theory” at the family dinner table, on talk TV or from the mouth of a politician or a college professor, for example, as may actually happen all too often, is certainly embarrassing, to say the least of it. Let us now explore in some detail just what is wrong with this theory as we construct a better account of economic inequality in the real world.

Appendix

The marginal productivity theory of distribution

Neoclassical economics is at least as well-known for its marginal productivity (MP) theory of distribution as it is for its human capital theory. The account given in this book ignores MP theory, but as this Appendix explains, the omission is of no consequence for our purposes. Human capital theory is an explanation of the supply side of the labor market, while MP theory explains the demand side. Since the neoclassical account is one of long-run equilibrium in the labor market, in which quantities of labor supplied and demanded are equal, one may characterize the equilibrium wage as correctly from the supply side, i.e., in terms of human capital theory alone, as from the demand side, i.e., in terms of MP theory alone.

In MP theory,11 in perfectly competitive markets the firm’s demand for labor is identical with its value of the marginal product of labor. Thus, the market demand for labor being merely the sum of firms’ demands, the market wage in equilibrium must equal each individual firm’s value of its marginal product of labor. Thus it is said, in a kind of shorthand, that the wage “equals the marginal product of labor”, and that therefore, also in a kind of shorthand that is unfortunately somewhat misleading (see below), people’s labor incomes are completely “determined by their (job) productivity”.

But it is equally true in long-run equilibrium that their wages are determined by the costs of their schooling/training and by the dis-utilities of their jobs, for the wage equilibrates both sides of the labor market. In effect, abstracting from job dis-amenities and hedonic wage differences, since wages equal both the MP of labor and the costs of schooling/training, people invest in quantities of schooling/training up to the point at which those costs equal the value of the marginal product of labor in those occupations. As long as one is referring to long-run equilibrium, one may therefore focus on either side of the labor market and ignore the other, depending on one’s purposes, as is done in this book’s account in terms of human capital theory alone.

Note that the MP theory does not provide grounds for any suggestion that workers are paid “in accord with their productivity” as usually understood. Usually people mean by “productivity” what economists call workers’ average product of labor, i.e., output per unit of the labor used to produce it. If workers were paid their average product, of course, none of the firm’s income would be left for division among owners, creditors, landlords, etc., nor even for capital replacement: workers simply cannot be paid their average product. Since the logic of the MP theory extends to all other factors of production as well as labor, every factor of production “gets paid” its MP, and that, along with the firm’s input requirements, then determines the division of the total income of the firm among all factors.12

The major reason for the failure of the MP theory as a general theory of distribution lies in its inability to account for the distribution of the ownership of production factors. Since in the MP theory “each factor of production receives income in accord with its MP”, it may be supposed that therefore each factor owner receives personal income in accord with the factors owned. That statement is true as far as it goes, but a factor owner’s total income depends first and foremost upon how much of each factor is owned, and while the MP theory provides an account of the factor income per unit of the factor owned, it does not provide an account of why different individuals own different amounts of each factor. Thus the MP theory falls far short of being a complete theory of distribution.

Neoclassical economists shrugged at the critical question of the distribution of ownership, saying essentially that it was determined by things “beyond the economists’ rightful realm” of inquiry. Precisely why that should be so remains unclear to this day.


3   Opportunity matters

According to “pure choice” theory, to put it as starkly as possible, how well-off individuals are in substantive terms depends mainly on whatever ability or intelligence has been bestowed upon them by their family genetics or upbringing. Fortunately, not many people today would believe in a theory of economic inequality based solely on genetically endowed intelligence. While such a theory actually had considerable currency even in the U.S. in the earlier decades of the twentieth century, in these times not even most “hardliners” would openly adhere to a theory that is so questionable in terms of the empirical evidence. On the other hand, probably many people would accept a theory of inequality based primarily on differences in “family cultural background”. Of course, just as is true of their monetary inheritances and their family genetics, people do not choose but are simply handed their families’ cultural attributes. But while a “cultural theory of economic inequality” therefore represents a step in the right direction – i.e., toward acknowledging just how importantly opportunity matters – it also invites several important errors in thinking about the issue, correcting which is critical for beginning to get a clear understanding of the role of opportunity.

Attitudes and aptitudes, culture and material life

The question of innate ability as discussed earlier suggests the parallel question of the innateness of people’s preferences, especially, in the present context, their preferences regarding work-life and leisure, saving and consumption. Neoclassical economic theory virtually always assumes “for analytical convenience” that individuals’ tastes and preferences are given and unchanging. The assumption makes for a very powerful but also very narrow inquiry, and a great many critical aspects of what should properly be considered “economic” life are thereby left out of focus. Given the ambiguity of major portions of the available evidence on genetic bases of individual preferences, if one wishes to move beyond the neoclassical assumption of fixed preferences it is easy to suppose that instead an individual’s preferences are importantly a product of the culture” within which he or she has developed. One may then still leave it to the anthropologists, sociologists and psychologists to sort out the various precise connections between culture and preferences. There can be no question that individual preferences are influenced by such environmental realities as family socialization during upbringing, neighborhood and local community social interaction, school life, the media and so forth. Certainly in any theory that is to be applied to the real world, preferences cannot simply be taken as “given”.

Yet in thinking more broadly now about both preferences and aptitudes, it is also possible to err in the opposite direction from that of neoclassical economic theory. Accepting that these individual attributes are significantly determined by environmental influences, some commentators have settled on a “cultural determinism” theory of individual preferences and aptitudes, according to which it is the subculture of the family or community background of the individual, or his or her racial, ethnic or national subculture, that most matters in the formation of these personal attributes. For example, the culture of black America, it is often said – that is, the habits of thinking gained from interacting socially throughout one’s upbringing in the dense culture of African American families, neighborhoods and communities – inculcates attitudes and aptitudes that tend to incline people toward certain kinds of choices about occupations, work, saving and consumption. Similarly, the specific national cultures of immigrants are said to color their attitudes about work and to be the primary determinant of the particular occupations that various immigrant groups enter. In both these cases, the cultural determinist argues, certain aspects of these groups’ cultures are therefore mainly responsible for their having failed to achieve any great economic status, i.e., for the great disparities in their substantive economic well-being relative to people of other cultural backgrounds, where different kinds of individual preferences are inculcated that have enabled greater substantive economic success.

But while the profoundly important influence of culture on individuals’ social and psychological development is undeniable, to make of that observation alone a full-fledged theory of why different groups appear to pursue different occupations and to achieve different levels of substantive economic status is certainly a mistake. Thus, “culture” is merely one kind of environmental influence on people’s preferences. An adequate analysis must include also all those influences that constitute the individual’s material life experience along with it, that is, those aspects of the person’s surrounding life environment having to do with such things as the family’s or community’s provisioning of material goods, whether it is a farming or industrial or commercial economic environment, whether it is urban or suburban, what sorts of public and private amenities it provides, and so forth, and especially the overall level of material affluence or deprivation of the material environment. Regardless of the particular “culture” in which one has been immersed, these aspects have profound importance in determining not only on one’s attitudes and habits of living but also on one’s aptitudes.

Equally important, accepting that culture does play a critical role in determining individual attributes, the question of what determines the culture itself of an individual’s particular social surrounding still must also be answered. For example, the “culture of poverty”, some have said, is perhaps the main culprit responsible for the persistence of poverty in the most affluent nation in history. A subculture has developed that leads to certain attitudes and habits of behavior that either incline people toward occupations that pay little because they require little human capital investment or else incline them toward avoiding work altogether. It is usually attributed by adherents of this theory to “government handouts” and a “dependency syndrome” that supposedly follows. Yet attributing any such “culture” to specific government policies should be immediately suspect: why should not the state of poverty itself be considered the main culprit here, with or without government support? Presumably the material condition of poverty itself leads to precisely the same kinds of behaviors as are often attributed to some special features of a particular culture. Neighborhoods ill-kept and their schools underfunded, scarce local jobs and high involuntary unemployment among adults, especially males, low tax revenues and a lack of public educational, recreational and cultural amenities – all within the context of a conspicuously affluent but unattainable life in the larger surrounding society – these things are clearly important in the development of young people’s “attitudes and aptitudes” as well as in the development of the broader local subcultures in which they grow up, and all obviously exist as effects of poverty.

These important qualifications in mind, clearly individuals are simply given the cultural and material life surroundings in which they grow up. To the extent that these condition both their preferences about job occupations and their aptitudes for various kinds of work and economic participation, they constitute critical aspects of the “opportunity sets” that determine the choices people are able to make. Cultural and material life conditions differ greatly among different groups, of course, thus the opportunities available differ both qualitatively and quantitatively as well. Different cultural and material life surroundings incline people not only toward different kinds of occupations but also toward different amounts of investment in human capital. For example, even very bright lower-income children may be discouraged by their observations and experiences of the material realities of their lives from pursuing professional occupations for which they may actually be very well suited – thinking they are “just not that kind of person”. More affluent children, on the other hand, observe and experience cultural and material environments that may dispose them toward more ambitious pursuits – whether they are particularly well suited to them innately or not.

Thus, in a world in which individuals’ preferences are culturally and otherwise environmentally influenced (and whether cultural differences are “purely” cultural or due to material life differences), even if people were presumed equal in their innate aptitudes, substantive inequalities are still characteristic of the normal working of free markets: for substantive inequalities follow as much from culturally and environmentally/materially created differences as from innately given aptitude differences. For economists, as we will see, the important question should be whether free markets are at least otherwise conducive of substantive equality. We will begin exploration of that question by considering a now widely accepted branch of economic theory that both conserves the basic neoclassical viewpoint and strongly amends the “choice” theory of inequality: the economics of information and transaction costs.

Errors and information

As discussed above, “intelligence” may be understood to be at least partly about people’s ability to process information and to make the best possible choices on its basis. Even if all information were universally available and “perfect” in quality and quantity – that is, even if all people were, at least potentially, equally knowledgeable – presumably some people would still be able to comprehend and act upon their knowledge more effectively than others. It is thus because neoclassical theory usually does in fact assume perfect and equally available information that it concludes that substantive inequalities are due solely to differences in aptitude. But of course there is no such thing as perfect knowledge and certainty, and major differences do abound in people’s accessibility to information and in the quality of what information is available to them.

These realities may totally eclipse in importance whatever differences there are in people’s capabilities of processing information, whether such capabilities are innate or culturally or otherwise environmentally bestowed. The economics of information and transactions costs is devoted to considering the various ramifications of “imperfect” information, that is, information that is difficult to access or totally lacking, or that is not uniformly available to all, whether unavoidably or by the deliberate efforts of some people to mislead others. It encompasses a vast and fascinating set of questions, and its implications for understanding substantive inequalities are considerable.

To begin with, in a world in which people cannot be perfectly knowledgeable, where uncertainty to one degree or another is the universal rule, people rationally decide on how much information to expend resources upon acquiring, and never really attempt to gain perfect full information since that is impossible. Thus, they accept the ever-present probability of making mistaken decisions based on inadequate information. In the context of labor markets, for example, people may mistakenly decide to enter an occupation thinking that it requires less education than it actually requires, or that it has positive amenities when in fact it is not at all suitable to their predispositions.

In principle, if such mistaken decisions were made more or less completely randomly in the population, with some people mistakenly entering, for example, while others mistakenly avoid any given occupation, the overall effect on wages and on “real overall” labor compensation across occupations would be negligible or zero, since “positive” errors would balance “negative” errors, and since people learn about and correct their mistakes. On the other hand, if intelligence consists at least partly of a capacity to adequately process available information, then greater intelligence would lead to fewer such mistakes and better learning and correcting of whatever mistakes are made. The intelligent would better and more quickly succeed in finding and pursuing occupations appropriate to their own preferences regarding amenities and disamenities and their own aptitudes, and would also be better at economizing on investments in human capital and at entering higher-paying occupations. Generally prevailing “imperfect information” thus implies a greater disparity of labor incomes, both monetary and substantive, due to differences in intelligence than would pertain otherwise – and thus reinforces the theory of the role of aptitude in substantive economic inequality.

Second, in a world of generally prevailing imperfect information, the difficulty of attaining relevant information about the work, pay and education and training required across occupations implies that the market equilibration process – by which overall or “psychic” labor incomes are brought into substantive equality – requires the passage of time. That is, it will take time for the market equilibration process to remove whatever differentials in substantive labor compensation may exist at any point (beyond those that are due to differences in aptitude or intelligence), as people expend resources upon accessing the relevant information and gradually correct for their mistaken occupational choices. How much time is required then depends on how difficult is accessing the information and correcting for mistakes. Even were people of equal aptitude, assuming mistakes are made randomly across the population, enough time may be involved that considerable differences in real overall labor income, i.e., substantive inequalities, may arise and endure.

This is so especially because, most importantly, the process of human capital investment itself is one of information access: in education and training, people are engaged precisely in obtaining information about the work involved in their own and related occupations. Clearly much of the human capital investment process is quite considerably time-consuming, and it is of course fundamentally a part of the equilibration of labor markets: if labor market re-equilibration involves lengthy retraining, then following some exogenous change, for example in industrial growth across sectors, those in the declining industries or regions are certainly going to suffer major and more or less enduring declines in their overall labor compensation. In a dynamic economy therefore, in which labor market equilibria are continually “moving around” as industries and regions rise and fall, disequilibria in labor incomes may sustain indefinitely, yielding some people lasting substantive excesses of labor income while others suffer enduring losses.

As noted earlier, this is an old and quite controversial question in economics: how long does equilibration take – how long is the “long run”? Is it in fact fairly short, so that equilibrium, while perhaps elusive, is never really far off, and for all practical purposes we are “close enough”? Or is equilibrium far enough away that, to paraphrase J.M. Keynes, we will all be dead before we are anywhere near it? In the latter case, in our own context, major differences in real overall or “psychic” labor incomes may arise that are not due to aptitude or intelligence at all and that may endure beyond the ability of those involved to make suitable corrections in their occupational choices during their lifetimes. In that case, market equilibrium itself is called into question as a useful concept, and equal opportunity in occupational choice, and the substantive economic equality that follows, are of course impossible in a free market system.

It is important to stress that the latter is the case insofar as “imperfect” information prevails in general throughout the economy. However, there are in addition significant systematic differences in the quantity, quality and accessibility of information available to different groups of people. And since the having or lacking of information confer advantage or disadvantage upon people, even without differences in ability or intelligence, significant and lasting substantive economic disparities may arise among people in accordance with the information available to them. For example, if there is a systematic difficulty of access to information about the long-term risks of serious disease in some particular occupation, people would opt to enter it who would not otherwise do so. Discovering their error only in the long term if ever, people in that occupation would be significantly worse-off not only in suffering the disease but also in that the wage in that occupation would be lower there due to the excess supply of entrants, i.e., relative to the case in which there is full information about the disease. Even disregarding the effects of the disease itself, they would be substantively worse off than those in other occupations because of this lowering of their wage relative to the full-information market equilibrium level.

Moreover, because of the advantages conferred in such cases, some of the individual actors in the story have definite incentives to interfere with the information available to others. Employers of people working in hazardous occupations, for example, have an incentive to gloss over the extent and risks of the hazards or to otherwise interfere with the availability of information about these aspects of the work (e.g., by neglecting legally required full disclosure of job safety), since employers’ profit is improved by the lower wages then required to attract employees.

Similarly, people in the professions have incentives to interfere with the availability of information about work in their fields so that prospective entrants require more formal education or training in order to enter those fields than is actually necessary. Where they have the ability to do so (e.g., with occupational associations), they will thus work to strengthen their occupational entry requirements (by strengthening admission requirements into their occupational training schools), since the consequently reduced supply of potential entrants raises their wages above what they would otherwise be. Thus, to the extent that entering and passing medical school, for example, may have been made more difficult than is necessary, the difference between the incomes of medical doctors and those of other non-professional employees probably includes more than merely compensation for the real costs of medical school: the incentive to restrict supply is there, and so is the ability to pursue it, in the form of an association with great influence on medical school and certification policy, the American Medical Association (AMA).

Obviously, cases such as these of “asymmetric information” may well cause major and more or less permanent disparities in substantive labor incomes across occupations. We will consider other similarly important cases of asymmetric information in later chapters. Suffice it to say here that in a world where asymmetric information relationships are widespread, labor income, and hence the wealth accumulations deriving from them, cannot be presumed to reflect individuals’ (or families’) actual aptitudes. Even intelligently made choices that are based on inadequate information, whether due to the deliberate manipulation of information by other individuals or merely the particulars of one’s own (or one’s family’s) circumstances, cannot lead to optimal occupational choice outcomes. Instead, in effect, some individuals regardless of their aptitudes are fortunate and others are unfortunate in the outcomes of their choices: there are information “insiders” who get ahead and “outsiders” who get left behind in labor market choices, regardless of their innate abilities. (Of course, there remains the critical question of what determines who is an information insider and who an outsider, one to which we will return later on.)

This applies perhaps even more critically in investment and wealth accumulation. To begin with, wealth is not accumulated merely by “routine saving” out of labor income, but instead by two other far more important routes. First, one may simply be lucky in one’s investments: the returns on most investments are by no means determined solely by the decisions and actions of the investor himself, but by a variety of external and often unpredictable factors that are beyond his or her control but nonetheless relevant to the particular investments. Thus “some win, some lose” regardless of business acumen or financial advantage.

Having accurate information on the relevant external factors, however, may well enable one to take appropriate actions upon those things over which one does have control. Thus, assuming one has access to the funds needed for taking action, the second important route to wealth accumulation is “insider” information. Something of the critical role of such information should be widely appreciated in these times of scandal and corruption in corporate governance. It is now commonplace to suspect high-level executives in large corporations of financial manipulation and accounting irregularities in their firms. A number of sizable fortunes have been made, and an even larger number of modest accumulations have been put together, by those in corporate management and finance in the course of these escapades (although some have been lost by subsequent crashes or by the perpetrators being caught or by policy-makers’ changes of mind). The importance of insider information in wealth accumulation simply cannot be overstated. It is a staple of “great family” biographies that family fortunes originate in the good luck of some insider-information-related access to funds or investment opportunities on the part of their founders.1

The economics of information makes it clear that inequalities of access to information strongly condition the outcomes of people’s choices in both labor and financial markets, and imply considerable disparities in substantive labor income as well as accumulated wealth. However, while information issues – general information imperfection, asymmetry, disparities of access and strategic misinformation – are important, even more so are several other kinds of constraints upon people’s decision-making that are easily downplayed or ignored by adopting a “choice”-oriented perspective on economic inequality, as is all too often done in mainstream economics. As we will see in the remainder of this and later chapters, other aspects of people’s material lives besides their informational environments are critical in determining the choices available to them. In the natural working of free market systems in the real world, the substantive equality that is presumably so highly valued by adherents of the choice theory is not even a utopian fantasy.

In fact, the kinds of informational difficulties we have discussed are, in an important sense, of only secondary significance as constraints that impede people’s moving to their best occupational positions and attaining their maximum possible substantive economic well-being in labor markets. Not knowing what options are available is one thing, but when some options are actually unavailable, regardless of people’s awareness one way or the other, that is another thing entirely. In an important sense, informational asymmetries and similar difficulties do not in themselves constitute actual impediments to movement but merely prevent people’s knowing the potential choices of where they may move. Actual impediments to labor and financial market mobility, however, are pervasive in market systems, and yield widespread systematic disparities of opportunity among people. While many mainstream economists find them less interesting than informational problems, we will see in this and the next chapter that they pose far more critical obstacles to substantive equality in market economies.

Labor market impediments, organized and otherwise

Probably the best-known of the defining assumptions of neoclassical theory is that of “well-functioning markets”, i.e., that markets clear quickly and resolve accurately buyers’ and sellers’ desires and intentions. Undergraduate students are introduced to the concept of perfectly competitive markets in their first economics course, and doctoral students still may find new topics of exploration among the various exceptions to the perfect competition assumption in information asymmetries, transactions costs, externalities, public goods problems, scale economies and so forth.

The upshot of many of these exceptions to the well-functioning markets assumption is that instead of markets clearing or reaching equilibrium quickly, some time is required. We have already seen how imperfect, asymmetric and manipulated information slows the equilibration process as market transactors search and often fail to find the information they need to make the best of their exchanges. We have seen also how, in the context of the determination of labor incomes, this implies that market equilibrium may be unattainable in conditions of industrial change, since considerable time is often required for people to get appropriately retrained as jobs move from one industry to another. The important consequence of these pervasive and unavoidable failures of market equilibration is that significant substantive inequalities may prevail and endure.

The equilibration process and its movement toward substantive equality is also stymied by other kinds of “transactions costs” besides those involved in attaining and processing information. Transportation costs, in particular – even in the age of relatively cheap energy (in the U.S. at least) but especially as energy costs increase in the present era of increasing energy scarcity – are a major portion of most working people’s budgets, and constitute a barrier to equilibration in labor markets as people economize on job location and daily travel expenses.

As a consequence, people fortunate enough to find themselves in areas where industries are on the rise get excess substantive labor incomes that will not be “equilibrated away” since many people whose incomes have been lowered by their industries’ decline will refrain from moving because of daunting relocation costs – and wages therefore fail to equilibrate between rising and falling sectors. Of course, it may be argued that since people choose to refrain from relocating, the labor market actually is merely compensating for “relocation disamenities” associated with moving toward rising industry jobs: the stay-behinds choose to maximize their substantive income by remaining settled where they are. Yet compensation in this case still does not occur, for those already in the industrial growth area need not make any kind of choice one way or the other about relocation, and will still receive the higher wage – while outsiders who must move in to get the now higher-paying jobs must pay for relocation. Just as with information costs, transportation costs too imply that the mere good or bad fortune of being an “insider” vs. an “outsider” determines who receives the greater substantive labor income.

A similar asymmetry is part of the problem of inner-city vs. suburban life in recent decades too. As cities expand, jobs and shopping facilities move outwards to the suburbs and exurbs. Those left behind experience a real, i.e., substantive, income loss, especially aggravated for those already impoverished for whatever reasons, since their incomes barely cover, if at all, the cost of daily transportation to and from work and shopping facilities that are to be found increasingly in outlying areas. They thus become locationally trapped.2

Transportation costs such as these may be thought of as “natural” impediments to labor mobility in markets. Mobility costs in general have never been insignificant, even in past days of relatively inexpensive transport: for example, there are buying and selling costs involved in changing residences, and often legal costs as well, and of course the costs of moving internationally are quite considerable.

There are also privately organized“artificial” interferences, created specifically with the intention of exploiting the consequent differentials in labor income.3 The AMA, as discussed earlier, is an excellent example. Taking advantage of medical patients’ need for the certification of medical-care providers, and doctors’ consequent need for certification as well in order to do business, the AMA sets standards at all points in the process, from admission into medical school (as discussed earlier) to grades standards in the classroom, from course requirements for medical schools’ accreditation to internship requirements for medical degrees. Strengthening any or all of these standards has the gratuitous effect – for medical doctors – of tightening entry into the field, hence raising doctors’ incomes. The substantive excess incomes of doctors cannot be “equilibrated away” by people moving into medicine as long as the doctors’ professional association remains intact. There are many other similar cases, more or less successful depending on their particular circumstances: lawyers, accountants, professors, mechanics, even chefs and hairdressers, all attempt the same thing by means of professional associations.4

In such cases (like those due to information problems and other transactions costs), people are in effect sorted, some into and others out of the fields of their choice: there are “insiders” and “outsiders”. Here, ostensibly the sorting is done on the basis of people’s “suitability for the occupation”. But since it is done by an organized group with a greater or lesser degree of market power, i.e., with the ability to alter the market outcome from what it would be in the absence of organization, this sorting amounts to an exclusion on extraneous grounds, for many people who would otherwise be suitable for the field are excluded nonetheless.

A similar but far more insidious kind of exclusion occurs in what is referred to as “discrimination”, where some particular group is barred by another group from access to a broad variety of privileged activities or a whole set of different occupations. The “in” group is made substantively better off economically by the exclusion of the “out” group as in-group occupations’ wages are thus increased and out-group occupations’ wages are lowered from what they would otherwise be. Since a very broad kind of exclusion is brought to bear upon the out-group, the adverse consequences for members of that group can be much more profound.

Discrimination

Discrimination in that more critical sense is probably the most widely discussed form of interference against free labor mobility in advanced societies today. Whether it be by race or ethnicity, gender, sexual preference, religious or political affiliation, age, or merely physical body type, discrimination per se has the effect in labor markets of relegating members of the “out” group to lower-paying positions regardless of their real occupational aptitudes and preferences. The particulars differ in the way each kind of discrimination works, but the outcome is the same. Consider first sex discrimination, that is, against females.5

Contrary to a certain post-feminist complacency widespread today, discrimination against females apparently continues across a broad variety of socioeconomic settings. Women in advanced market economies still find it difficult to attain the same economic status as do men – they still find themselves consigned regardless of preference to lower-paying and less challenging “women’s work” occupations, to lower-paying positions in other occupations, or to home and family work. This is partly the effect of legal and other similarly strong institutional barriers to women’s rights historically, including those still in existence in religious institutions. But it also continues importantly because of a bias that is still manifest in the economic arena, i.e., in hiring and promotion decisions, in access to education, in credit access and so forth. To the extent this bias has nothing to do with any innate differences in economically relevant male vs. female individual attributes, it is “discrimination” pure and simple.

Neoclassical economists often point out that competitive markets ought gradually to eliminate discrimination so defined over time. Employers who hire qualified women, educational institutions that admit them, creditors who lend to them and so forth should fare better in competition both for employees and for customers than do those that discriminate. Since discriminators give up productivity or profitability to whatever degree they base their decisions on unrelated, extraneous factors, they should be weeded out by market competition over time. Of course, markets being imperfect, the weeding-out process must take time – indeed, perhaps enough time, as was discussed earlier, that discriminators may never be weeded out. On the other hand, if one’s faith lies in markets being at least fairly competitive, as does that of most neoclassical economists, then by this point in the development of the advance industrial free market economies, one would expect discrimination against females to be mostly a thing of the past: even institutionally based discrimination should have shrunk before the liberation of women in markets.

But, neoclassicals argue, even in the absence of discrimination, there would still be a divergence in the apparent economic status of men vs. women such as is observed today because of fundamental differences between men’s and women’s work aptitudes and/or preferences. The primary difference, of course, is that women bear and nurse children, a critical consequence of which is the interruption of their work-lives in whatever non-home occupation they may choose. Knowing that their non-home occupational work-lives will yield less because they will be shortened by child-bearing, -nursing and -raising, women naturally tend to choose less investment in non-home occupational human capital, i.e., education and training for paid employment. Moreover, the occupations they tend to choose – “women’s occupations”, e.g., nursing, elementary school teaching – are more akin to house- and child-care type work than other occupations, for such jobs require human capital that is easier to attain (i.e., cheaper) for people who would be spending such large amounts of their time at these things anyway.

Knowing all of this, even if motivated purely by profit and with no biases against women otherwise, employers are willing to pay less for female employees than for males – in what amounts to a kind of “compensating differential” on the buyers’ side of the labor market. Employers expect a significant interruption in a woman’s work for each child she bears, on the order of several months at the very least and, given that women do most of the early child-raising as well, typically several years. Following the period devoted to bearing, nursing and raising a child, the woman will likely need some refreshing of her skills in her job occupation, and retraining as well if new required skills have been added to the job during that time. Also, while she is absent, the employer will need to replace her, incurring expenses in the search for and training of a replacement. Lower wages for women follow directly,6 which then further reinforces women’s tendency to invest less in their human capital.

Nonetheless, even though neoclassicals argue women’s pay would be less regardless, empirical evidence strongly supports the widespread observation that women are also still significantly discriminated against.7 If women incorporate their perceptions of these realities of discrimination into their expectations of their own life prospects, they would perhaps more often than not appear to “naturally” prefer the course of life to which they are consigned, as they make their decisions about schooling and career occupation. Yet, of course, what people would actually prefer under better circumstances cannot necessarily be inferred from what they appear to prefer when denied opportunities. Given that actual labor-market discrimination has been well documented, women would behave the same way regardless. How much of the premium of men’s over women’s wages then is due to these biologically based “aptitude” differences and how much is due to discrimination?

Nor are the different physical burdens of child-bearing, -nursing and -raising between the sexes completely determined by biologically given differences either. Women’s socialization and cultural tradition, public policy and technology can and have altered such burdens. In countries where public policy or local tradition lightens child-rearing burdens and more equitably distributes them between men and women, women’s participation in the labor force and their occupational choices are much closer to those of men, and their pay is also. Thus when offered the option, women do apparently prefer a more varied life than one strictly confined to home-care and child-rearing or similar out-of-home occupations. Policies such as universal publicly provided high-quality child-care for working parents, and close-to-fully paid parental leave for up to a year for both mothers and fathers, compulsory for all employers – not to mention well-enforced anti-discrimination laws – greatly broaden women’s occupational opportunities (as in Scandinavian and European countries), and show that the divergence between men’s and women’s economic status need not be nearly so great as it is in the U.S.8 Here then, the inability to effectuate such policies would appear to indicate, at the least, a continuing discrimination in practical politics, even if more obvious and blatant forms of discrimination at the level of individual behavior might seem to be on the wane. The difference between men’s and women’s economic status is more than merely apparent, it is substantive.

As in male dominance, racial or ethnic oppression too is most often thought of in terms of purely individual acts of discrimination against people of the oppressed group, such that it too, in these supposedly more enlightened times, is also on the wane. Yet again, strong evidence indicates continuing discrimination against African, Hispanic, Asian and other foreign-born – not to mention Native – Americans. By both private discrimination and that which is still to be found in public politics, these and other ethnic groups are relegated to lower-paying jobs and occupations, and are also segregated residentially and culturally from the rest of society. Discrimination by race or ethnicity in hiring, promotion and pay, and access to quality education, housing and residential location and credit constricts the opportunities available to people in those groups relative to the opportunities available to Western European-descended whites.

Again, neoclassicals argue that as long as there are no legal or other similarly institutionalized barriers against groups’ access to better opportunities, discrimination on the part of individuals in the dominant group should not survive market competition over historical time. As in the case of sex discrimination, individual discriminators must pay for their bias, as market competition punishes employers, educators, creditors and any others that discriminate on extraneous grounds such as race or ethnicity. Employers who choose their employees by race instead of by expected contributions to productivity harm their own profitability and sooner or later go under before the competition from more consistently rational rivals.

But again, racial or ethnic discrimination may be protected, perhaps indefinitely, by imperfections in markets, to the extent that the latter imply that discriminating employers, for example, do not get punished by competition. And with or without market imperfections, much the same kind of socio-cultural dynamic exists in the case of racial or ethnic discrimination as in the case of sex discrimination. On one hand, African Americans, for example, knowing their job prospects are greatly lessened by discrimination and that their returns to investments in human capital are accordingly lessened, find such investments simply not worth it. Many choose therefore not to seek higher education or training and not to apply themselves in school. And in school, guidance counselors, for example, are less likely to guide black students into more promising tracks, assuming that their choices about schoolwork reflect their preferences or abilities (regardless of whether they see them as innate or culturally or environmentally based) rather than their rational expectations about the actual, quite restricted options available to them.

And thus so too is blacks’ attractiveness to employers similarly lessened, even those employers who are, strictly speaking, racially non-biased and seek merely to employ the best contributors to productivity. Non-biased employers may practice “statistical” discrimination (as distinct from “real” discrimination): for example, harboring no particular “personal biases”, an employer may not even bother to examine the credentials of African American, Hispanic and other job applicants (or women) for some jobs, since even on sight such prospective employees really are likely to be less well-prepared educationally (i.e., since they are so “on average”). Such realities imply that even if markets were relatively well-functioning, it could take them effectively forever to eliminate the economic impact of racial and sexual discrimination.

The barrier to free mobility in labor markets that is presented by discrimination thus prevents those subject to it from attaining their best fit in the sense of the ideal of the neoclassical story. The greatly restricted set of constraints to which groups discriminated against are subject, their constricted opportunities for occupational choice, leave them substantively less well-off in labor markets than are privileged groups, even in a hypothetical world of markets that are relatively well-functioning otherwise. We will see later on in the next chapter how the all too imperfect market systems of the real world greatly aggravate the economic disadvantage of discrimination for those suffering it.

It will be helpful to consider first, however, the consequences of certain features of even a hypothetically perfect market system that work to impede full occupational mobility and profoundly negate substantive economic equality. We will see how this is so even in the absence of discrimination and organized or other impediments to labor mobility. In particular, we will begin the next chapter by looking briefly at how finance and credit work in market systems, and how they matter for understanding the economics of inequality.


4   Opportunity matters

More yet

In the last chapter we moved away from the “pure choice” model of the distribution of income and wealth, where the only substantive disparities of economic well-being were those due to innate (or otherwise “given”) aptitude differences. Acknowledging some important realities of unequal opportunity, we looked at culturally or environmentally/materially bestowed individual attributes, information problems, labor market impediments and discrimination. These inequalities of opportunity or disparities of constraint upon people’s choices yield substantive labor income differences along lines of race, sex, region, occupation and so forth – above and beyond those differences that are due to aptitude alone.

In this chapter we consider some additional and in some ways even more critical realities of unequal opportunity and the consequent inequalities of substantive economic well-being. As we begin to approach our examination in later chapters of the subject of social class, this chapter should be taken as prefatory to that discussion. In later chapters we will explore class as an arrangement of power and of various social power structures. In ordinary usage, however, class has another very different but important connotation, namely, the idea that one’s already given class background at least partly determines one’s opportunities for pursuing one’s present and future economic well-being. Thus, in terms of the choice-subject-to-constraint model of individual behavior of mainstream economics, “classes” constitute sets of constraints on people’s choices of occupations – or alternatively, different sets of opportunities for people in different “classes”.

Insofar as class matters in this way, the opportunities available to people for pursuing the occupations of their choice are unequal, and class may be looked at as another kind of impediment to free labor market mobility, one that is unequal for different groups of people and that yields substantive inequalities of income and wealth. As will be seen, furthermore and perhaps most importantly, these latter inequalities in turn tend to reproduce the classes: people from lower classes tend to be excluded from upper-class occupations and channeled into lower-class ones, while only people from upper-classes tend to be admitted to upper-class occupations.

We begin our inquiry into class by looking at an aspect of free market systems that presumably would be present theoretically even in the hypothetical case of well-functioning markets, namely, finance and credit. How do finance and credit relate to the processes of people finding the occupations of their choice in light of their preferences regarding education and training, wage income and job amenities? In a word, people often have to borrow in order to pay for their educations. It turns out that even in hypothetically perfect market systems, the need for finance and credit implies great disparities of access to the occupations people would otherwise choose to enter. Let us look at the matter.

Credit, capital and human capital

Credit and capital are, of course, essential elements of any full-fledged market system. The way credit and capital markets work, however, in a world of significant wealth inequality, profoundly negates all possibility of equality of opportunity and substantive equality of income, and in turn, wealth. Why do credit and capital markets matter in the context of occupational choice in labor markets? Consider the connection between credit and business investment spending.

First, the return on any potential real investment, e.g., in a new factory or a piece of machinery or equipment, must be compared with the return on financial instruments to determine whether the investment is sufficiently lucrative to undertake: if a similar financial instrument would return more than the real investment is expected to return, the latter would be forgone in favor of the financial instrument. Second, and what is more relevant for our purposes here, while funds required for the real investment may already be available, it may instead be necessary to obtain some portion of the total needed from someone else, i.e., to borrow a portion, and in that case too the return on the real investment must be compared with that on financial instruments, specifically, the interest rate that must be paid when one obtains the credit. (Of course, one may also obtain funds by “selling equity”, but that too, from this perspective, is merely another form of borrowing.)

All of this pertains as much for individuals’ investment in human capital accumulation as for any other kind of investment, hence the relevance of expression 2–2 above (p. 23). In order to obtain the education or training involved in accumulating human capital one must expend some funds (we will consider later the possibility that government or private scholarships may pay for providing education and training). Not only must the direct costs be covered, e.g., tuition, books, teachers’ and administrators’ salaries, building and classroom space, etc., but there are indirect costs too that must be covered, perhaps most critically, the income forgone by being without employment while in school: one will most likely need to pay living expenses otherwise than out of earned income.

Since these costs have to be borne, the funds required to do so must be available. Some people, of course, are wealthy enough to pay out of their own pockets for the entirety of any education they may wish to obtain regardless of how expensive. The vast majority, however, are not, and must get at least some of the required funding by borrowing. In fact, even after taking account of the total of higher education and training costs that are funded by government and private scholarships, the vast majority of college students still must borrow some portion of the remainder of the funds they require – students are significantly in debt on graduation (The Project on Student Debt (January 2010).

That reality would be of no consequence were it the case that all who wish to borrow funds for education and training have equal access to them. Were that so, even the poorest individual who might wish to undertake investing in the expensive and long-term schooling required for the medical profession, for example, could do so just as easily as anyone else. But that is not the case: credit markets do not work that way. Private lenders require assurance that their customers can repay the loans extended them before they commit to lending. They require either some clear indication that the prospective borrower will repay without undue financial difficulty, or else that the prospective borrower provide collateral of equivalent value to the amount of the loan, an asset of some sort that the lender may take in the event of the borrower’s default.

In the absence of collateral from prospective borrowers, lending for education or training is especially risky. Creditors insist that borrowers show strong prior indication of expected success not only in repaying loans per se but also in education and training (i.e., with good grades, etc.) as well as in satisfactorily holding a job of a kind that pays sufficiently to be the source of the borrower’s funds for repayment. Lacking the ability to provide such demonstrated promise, borrowers of funds for education must offer appropriate collateral.

Clearly, the process is strongly and unavoidably biased in favor of prospective borrowers who already have either some wealth or else demonstrated success in both education and job markets, i.e., in favor of people who have prior endowments of either financial or human capital.1 Lacking already accumulated human capital – which is, of course, why people seek to borrow for education and training in the first place – the more funds one already has available the more likely one is to obtain whatever additional financing one requires for getting the human capital one seeks. Precisely those who already have financial resources are the ones most likely to get financed. Moreover, since the more one needs to borrow relative to the total cost of one’s schooling, the greater is the risk of one’s defaulting, so too is one’s cost of borrowing also greater, i.e., the interest and fees one must pay, since creditors will attach a premium for extra risk. The more one needs to borrow, the more one must pay in interest. Not only does one’s prior accumulation of financial and human capital determine how much additional funding one may borrow, it determines how cheaply one may borrow as well.

Inheritance and family

Younger people who are in the earlier stages of their work lives, of course, have no significant prior endowments of either human or financial capital. Where do they obtain the funds required as they make their earliest choices about their future occupations and schooling? Again putting aside for the moment the possibility of government or private scholarship financing, young people’s schooling can be funded only by their families, and to a much lesser extent, friends and neighbors if sufficiently affluent. As they come of age, they may inherit wealth, at which point they then may be able to finance on their own whatever schooling they decide is required for their occupational choices – but of course, only a small percentage of young people are in such a position. Either way, the occupational choices people are able to make in the early stages of their work-lives are most critically determined by their parents’ already given economic status. (Note that in this context it does not really matter whether one inherits a parent’s estate on the latter’s death, or instead inherits bequests while the parents are still living.)

Thus the already given unequal distribution of the wealth (financial and human capital) required for young people to get access to funding for education and training constitutes a major source of differential immobility in labor markets, i.e., an impediment to universal full mobility of people in pursuing their occupational choices that impacts some more greatly than others. The impediment exists even if markets are otherwise well-functioning (even hypothetically “perfectly” so), and regardless of whether other impediments, e.g., discrimination, are or are not relevant: the lower is one’s family’s already given economic status, the less of the funds required for schooling to which one has access and the more restricted are the occupational choices one has available.

Obviously, the effect is considerable substantive economic inequality. Already affluent families, regardless of the source of their affluence, bestow on their offspring wider opportunity and greater labor market mobility right from the start, hence greater substantive economic well-being. Less affluent families bestow on their children less opportunity, less mobility and less substantive economic well-being. The realities of the distribution of wealth in the U.S. are such that the disparities of occupational opportunity due to the effects of unequal wealth endowments therefore are great indeed.

Note that these effects of inequality in wealth endowments compound the effects of discrimination in causing disparities of occupational opportunity and overall economic well-being. To the extent that black and Hispanic Americans are relegated to poorly paying jobs, their ability to accumulate wealth is reduced as well, and they and their offspring accordingly have that much less access to the funds necessary for accumulating further human capital. Being denied the same opportunities as others, their substantive economic well-being is that much further diminished from what it would be were discrimination the only barrier to their progress.

In fact, the effect of inequality in prior wealth endowments compounds whatever inequalities of opportunity may arise from other factors: thus whether it be privately organized labor market impediments, information or transportation or other transactions costs, or discrimination, whatever barriers to opportunity may exist for an individual, the wealth bias in occupational choice restricts not only his or her current and future income but also his or her wealth endowment and that of his or her offspring. The consequent inequalities in wealth endowments needed for human capital investment by later generations thus compound the effect of whatever “original” barriers may have been relevant, further constraining those affected in later generations.

While this reality pertains across the entire spectrum of wealth and poverty, it is perhaps nowhere better illustrated than in the case of African Americans. Obviously racial discrimination has greatly diminished blacks’ opportunities in labor markets and consequently their substantive economic well-being. But accordingly at each point in its history, it has also diminished their ability to pass on endowments of wealth that later generations of blacks would require for obtaining the funds necessary for their own human capital investment. Discrimination leads to an inadequacy of the funds required for such investment, which in turn compounds the effect of discrimination on labor income alone, and later generations are thereby substantively even further impoverished relative to whites. This effect is compounded over the generations, to the point where today the white-to-black ratio of median family net financial assets is 20: 1 in the U.S.2 As African Americans were disproportionately hit by the housing and mortgage inflation and crash of the current Great Recession, that figure may even understate the disparity today.

Doesn’t public schooling help?

The universal availability of public schooling presumably mitigates considerably the effects of unequal prior wealth endowments on people’s access to occupational choice. The children of poor and lower-income families thereby have far greater access to both general and vocationally oriented education than they would otherwise. There are excellent grounds for government funding of education on public goods principles: schooling yields large and widespread “positive externalities” deriving from an intellectually well-provided public. But the grounds in equity as opposed to economic efficiency are at least equally compelling: it is simply impossible even to conceive of equality of opportunity and substantive economic equality in a market economy without publicly funded education.

Yet public education nonetheless falls far short of offsetting the disparities among people’s occupational choices that arise from unequal wealth endowments. First, children of lower- and even middle-income families while in junior-high and high school often must work in paid employment after school hours, sometimes even at full-time jobs, to supplement their families’ main income earnings. Their schoolwork can only suffer as their time is cut short for study, rest and recreation, and of course many simply drop out of school before completion. Because of the need to work for subsistence, the same applies to higher education, which is not at all universally available, since its total costs are only partly funded by government (and in the U.S. the fraction of its total costs covered by government is shrinking these days (National Center for Public Policy and Higher Education 2002)). Judging from the numbers of people in the U.S. who fail to get much education beyond a high-school diploma, the majority of young people are forced to cut short their schooling by the necessities of work-lives begun long before they are able to make any real occupational choices.3 And a significant number of those who do attain higher education do so while working full-time.4

Second, as long as private schooling is available that is of higher quality than public school, especially the children of the affluent will be able to get more and better schooling, with a wider selection of available choices, than the rest. Private schools and colleges are certainly not uniformly better in quality than public schools – many offer significantly poorer educations than the average public school as measured by common standards – but of course only the affluent can afford the high cost of better quality, and the more selective private schools and colleges definitely outdo most public schools.

Third, public schooling itself varies greatly in the quality of education and training offered to students. In higher education, all state university systems are multi-tiered, with lower-tier schools serving up supposedly less academically rigorous educations that are more vocationally or professionally oriented for students who show less academic promise than those accepted in the higher-tier schools. They are also, not coincidentally, cheaper, for the reality is that they also serve up poorer-quality educations as well, both general and vocational/professional, with lower per student budgets, larger classes, less adequate facilities and staffs, and heavier faculty workloads.

In public kindergarten through high school, there are similarly great differences as well in the quality of education offered. While the recent movement toward school testing has done little to improve quality there, it has at least helped bring back into public discussion the importance of inequities in school funding. In the U.S., most such funding continues to be out of local school-district property-tax collections, and these, of course, are nearly as unequal across school districts as are the family incomes of district residents from whom they are collected. The remaining financing out of state and federal government budgets is quite limited, and universally fails to bring total funding per student to anything near equality. Thus the primary reason for many schools failing to “leave no child behind” continues to be the problem of inadequate resources relative to their students’ needs.5 To the extent that school funding per student is directly correlated with school districts’ average family economic status, local property-tax funding works against any mitigating effect the public school system might otherwise have upon the bias in occupational opportunity favoring those with already greater prior endowments of financial and human capital.6

Moreover, the actual role of formal education and training in the human capital development process should also be considered. First, focusing on school as the principle site in which human capital is accumulated is misleading at best, for people also get much, if not most, of their marketable productive skills at home, in their extended families and in their neighborhoods and broader communities (we will also consider on-the-job training later on). To the extent that learning takes place in these non-school settings, those whose family backgrounds put them in more materially advantaged such settings thus are favored in attaining whatever productive skills they may seek in formal education aimed at the jobs of their choice. Better-off families give their children human capital advantages not only by the quality of the schools to which they are able to send them but also from their material environments more generally, for example, with books and other learning materials in the home and with proximity to other similarly advantaged children available for play in neighborhoods and local communities having rich recreational and cultural resources. Access to these other critical sources of human capital accumulation is correlated with families’ wealth endowments.

Second, not only are there other sources of human capital accumulation besides school, but school itself as an institution is arguably not really about human capital accumulation in the first place, at least not exclusively. What do schools really do? Is it productive skills that they pass on to students, or is it something else? Certainly students get a whole lot more than literacy, conceptual and reasoning ability, and specific intellectual and work skills from their experiences there. A whole collection of behavioral abilities is more or less certified with graduation: the ability to sit patiently and take instruction, to be prepared and punctual, to be reasonably peaceable in social relations with both peers and superiors, to work hard toward externally provided goals and so forth. Similarly, a variety of ideas – some valid, some not – is passed on to students besides those strictly necessary for their contributing to production per se in modern work settings: that each individual is inherently better or worse at various particular things, that they are properly to be judged by designated superiors, that hard work yields a fulfilling life, that hierarchy is a necessary aspect of productive human society, etc., etc. And students take with them when they walk in graduation even more yet than mere certification in such things extraneous to production: places of standing in various social networks of friends, acquaintances and connections with people and institutions, many of them directly or indirectly connected with their future occupations.

Obviously many of these things, while not at all related to productive activity per se, are directly related to people’s ability to attain entry into particular job occupations, either directly as employees or in pursuit of fields requiring further study. Perhaps what schools give their students is not so much productive skills and capacities as it is behavioral attributes that allow them to “fit in socially” in various kinds of work settings, and connections that serve to get them access to those settings. While social fit does contribute to smoothly functioning workplaces in many settings, in others it has nothing to do with the work – and besides, other kinds of attributes can be just as contributory toward productivity: people can cooperate in common work without being socially homogeneous. And while “connections” may be based on relevant work skills, in common usage the term refers precisely to social networks that have nothing to do with necessary work skills but are instead mostly based on inessentials like personality, race, sex, looks and pure luck.

The upshot is that the school system actually serves to some extent to line people up in a social hierarchy rather than in a labor market as usually conceived where they make their occupational choices free of major social direction and influence. On that count also then, given the correlation noted earlier between the quality of schools and the economic status of the families of students attending them, the school system, contrary to its ostensible purpose, serves to reinforce the wealth bias in occupational opportunity. Schooling to that extent, even public schooling, works to reproduce the social hierarchy of wealth.7

Of course, it can be said that school is not the only social site in which that occurs, and that unlike other such sites, public schooling at least contains elements that do work against social hierarchization by helping to provide a more equal playing field. Things are almost certainly better with universal public schooling than without, but clearly as an institution aimed at improving equality of opportunity, in principle, it is at best greatly in need of improvement. How about those other social sites where social hierarchy is reproduced? How great is their effect on unequal occupational opportunity?

It is a commonplace that the market system overall works against “extra-market” social systems of hierarchy and status. We have seen, in effect, how that is not at all necessarily so. Certainly in a world of pervasive and perennial market “imperfection”, and even in the purely theoretical world of well-functioning markets, free markets do not at all necessarily mitigate racial, ethnic, sexual, religious or other discrimination. And the market system’s powerful wealth-favoring bias in occupational opportunity generates a distinct status hierarchy of its own, one that is probably not much corrected, and possibly even positively reinforced, by public education. In thinking further about the important question of the relationship between the market and extra-market social hierarchies, sociologists have found it useful to expand upon the economic concept of “capital” to include some critically relevant aspects of social life not usually covered by the term.

Capital and “capital”

Despite its multiplicity of meanings, a couple of important characteristics generally are understood to apply to anything that gets called “capital”. It is something that (a) can be easily and effectively enough converted into money (and of course, money itself will do), and (b) can be accumulated, i.e., expanded in its total value, by a process of “investment”. While one may accumulate capital by merely collecting or gathering together or saving up value in some way, what makes it capital is that one is able to deliberately employ the accumulated value itself in some way such that its total will further increase. One may save to accumulate, but what makes it an accumulation of capital is that one may invest it to receive, for example, interest or profit.

A particularly important additional characteristic of capital for purposes of this book, one that is often neglected otherwise, is the fact that it is invariably limited in quantity or in its potential for accumulation: one has so much of it and no more, and one can, by investing it, accumulate in a given time period only so much more than one has. Thus is one’s “prior endowment” critical for one’s further accumulation. Moreover, not all of one’s prior endowment of wealth is necessarily capital. Investing capital requires that one do without it for some time period, and only that portion of one’s total wealth that one can do without while it is in use for accumulation thus counts as capital. A quarter-of-a-million-dollar home, for example, even free and clear of any mortgage, is not itself capital available for investment as long as one must live in it during the investment process.

Human capital, of course, fits this characterization well. One converts it into money when one sells one’s labor time. One may accumulate it by deliberately using the monetary returns to pay for further education or training, which then is convertible into money by further sale of one’s labor time. As was also noted earlier, one may alternatively accumulate it merely by gathering it, the skills of which it is constituted, from one’s association with family and friends or in one’s larger community – but what makes it capital, strictly speaking, as opposed to merely skill resources, is that one may invest its returns in further accumulation. And of course, what one has of it is limited in amount, not merely by the vagaries of the labor market but more fundamentally by the fact that, out of the proceeds of the sale of one’s labor, one requires a major portion just to subsist. Thus only a portion, typically only a small amount, of the total of one’s skill resources or human wealth (if any) is actually human capital per se.

I take this digression because it may help in showing how, based on these characteristics, other things besides economic resources, i.e., besides capital goods and financial and human capital, may also be seen as “capital”. Sociologists have considered in-depth two aspects or dimensions of an individual’s social life that have similar characteristics, social capital and cultural capital.8 They are particularly important for our inquiry here because of their close connection with both occupational choice and financial and human capital, and therefore with individuals’ economic status.

One’s social capital consists of the various “connections” one has in social networks of people or groups. By virtue of one’s membership in various groups – one’s family, friendship groups, neighborhood, school, civic groups, workplace, as well as one’s race, ethnicity, sex or religion – one has relationships of mutual obligation to one extent or another with others in those groups. From the viewpoint of economists, such relationships are remarkably like exchange relationships, but as sociologists and anthropologists often emphasize, real exchanges of support or favors between individuals related in such ways are not at all necessarily the rule. Instead, people often simply give support or favors, in effect, on the principle that, among those in one’s own group, “what goes around comes around”. Of course, the extent of the support one may get from one’s connections depends not only on the “depth” of the connection (e.g., family vs. neighborhood groups), but also on what kinds of resources one’s connections have available to offer. Usually, because at least some sense of reciprocal exchange may be felt necessary to sustain some of one’s connections, the amount of one’s own resources available for returning favors may matter as well.

That this represents a kind of capital is evident insofar as the support and favors of one’s connections are often easily converted into money, and by the fact that one can often “accumulate” it by deliberately employing it in “investment”. That is, one may use the support of some connections to expand one’s membership into other groups and thus attain other connections. And, of course, one can use connections ultimately to attain economic goods or resources – and then, based on the new connections attained with the higher economic status (e.g., in a new job location), pursue yet more connections and economic status.

The extent and effectiveness of an individual’s social capital are directly related to the economic status of the individuals and groups that constitute his or her connections. Thus, the distribution of social capital among people is closely related to that of financial and human capital: people’s ability to receive support and favors is importantly a function of their economic resources, and the groups to which people belong are importantly correlated with their economic status, particularly their ability to give support.

The importance of connections is well-known in precisely those institutions most critical in determining people’s attainable economic status: higher education and job markets. Of the various connections relevant for an individual’s admission to some school or job, some are probably directly related to her actual or potential productivity as an employee. For example, some connections existing by virtue of one’s being a graduate of some particular trade school are helpful in obtaining a specific job one may seek. Yet many such connections may have no relationship whatsoever with productivity per se, for example, one’s race, ethnicity, sex, religion, regional background, civic, recreational or other personal interests may be the prime determinant of some of the connections that enable one to obtain the job.

Cultural capital may be thought of as the “vocabulary” of social interaction. It consists of commonalities of speech, manners, “presentation” and other habits of interaction insofar as these are shaped by people’s various associations, interests and knowledge gained in work, civic affairs, entertainment, recreation and other activities that people share. It is closely related to social capital: one gets one’s cultural capital partly from activities with the same individuals and groups with which one has the connections that constitute one’s social capital. One may also get cultural capital elsewhere, however – for example, from books or cultural or recreational activities one may develop other knowledge, interests or habits of social interaction than those of one’s actual associations (and of course, in doing so, one may develop other associations).

The knowledge and habits of social interaction that form one’s cultural capital function as a kind of indicator, more or less accurately, of one’s social capital for people with whom one is unacquainted. Thus, since it is possible to pursue cultural capital to some degree independently of one’s pursuit of social capital, it is also possible to use it for economic gain to some degree independently of one’s social capital. Even without specific connections, i.e., social capital, one may, with one’s cultural capital, gain admission to some group that can provide connections or economic resources. By virtue of its connection therefore with economic capital, it too is clearly a kind of capital in the relevant senses of that term.

As with social capital, cultural capital is therefore closely intertwined in the actual functioning of the two institutions most critical in determining people’s economic status: education and employment. And again, people’s cultural capital is only loosely related, and often not at all related, to their actual or potential productivity as employees. Admissions to schools or jobs that are based on individuals’ various manners of interaction, interests, accumulated knowledge and so forth, with or without effective social connections, do not at all necessarily relate to their capacities as employees.

Everyone has, of course, social connections and culture, and the “amounts” of these essentially cannot be said to differ significantly from one person to the next. The social and cultural capital of different people may, however, differ greatly insofar as what their social connections and culture are “worth” in labor markets, i.e., their ultimate convertibility in terms of potential income. As was noted earlier, because people’s ability to offer support and favors is importantly a function of their economic resources, and because the groups to which people belong are importantly determined by their economic status, the distribution of social and cultural capital among people is strongly correlated with their economic status.

Thus, for example, while one may have many rich social connections with lower-income people, these generally cannot be employed to obtain access to higher-income occupations, nor the schooling required for them, nor the funds required for the schooling. Obtaining the requisite cultural capital may be more feasible – one can read books, and so forth – but having the requisite cultural capital can only suffice if it permits one access to the schooling required in the occupation being sought and the finances required for the schooling (nor are sufficient time and money resources required for reading books and so forth given to everyone either). Briefly then, while one’s social and cultural capital may permit one some further pursuit of the occupation of one’s choice beyond what one’s prior endowment of financial and human capital themselves would permit, generally one’s social and cultural capital are closely tied with one’s already accumulated financial and human capital.

In light of the analysis of social and cultural capital, the market system cannot be thought to work effectively to undermine extra-market hierarchies of social status. Instead, the analysis of social and cultural capital suggests that the wealth-favoring bias in occupational opportunity that is an essential feature of the market system is merely reinforced by extra-market social hierarchies, and indeed reinforces them in turn. This is so with or without a public education system, even though such a system can, in principle, alleviate somewhat the essential disparity in opportunity.

It is also the case whether markets are hypothetically “well-functioning” or not. In the real world of markets that are greatly and unavoidably “imperfect”, the effects of inequalities in financial, human, social and cultural capital endowments are much magnified. This is all the more so in the case of “dual” or “segmented” labor markets, in which market “imperfections” are structured such that barriers exist between segments of the labor market.

Structured market imperfections

Many economists, both in and out of the mainstream of the field, have lamented the predominance of market power due to concentration or monopoly-like structures in the most important product markets in the modern capitalist system.9 Some may argue that most of the economy remains fairly competitive, but economists generally acknowledge that, at the very least, an important sector exists in which a small number of firms dominates each product market. In such markets, as both economic theory and empirical evidence attest, the dominating firms, being more or less immune to competition, take extraordinary profit with lasting impunity. That fact, given the realities of the particular kinds of industries in which such privileged positions most often are found, has important implications for how labor markets work both in this “primary” sector and in the “secondary” or relatively competitive sector of remaining firms in the economy.

Primary-sector industries are most often characterized by significant economies of scale that exist because of mass production technologies, the latter in turn being most often highly fixed-capital intensive, i.e., using relatively great quantities of machinery, equipment, buildings, etc. There being only a few firms in any given such market, moreover, each often producing a product that is differentiated somewhat from the others, the fixed capital employed by any one of them tends often to be “firm-specific”, that is, not easily re-saleable elsewhere. The upshot is high fixed costs of production (per unit of output), and consequently a degree of “fragility” due to the relatively narrow mark-up on fixed costs that must be covered by revenues: any given amount of variation in revenue can lead to relatively large fluctuations in the profit rate or even large losses.

While they are protected somewhat from the adversities of revenue fluctuations by their high profitabilities, primary-sector firms nonetheless find it necessary to take steps to stabilize their sales revenues and total costs by careful and heavy marketing as well as both cost-minimizing and cost-stabilizing managerial policies. In firms with high fixed costs, where small disruptions can generate great profit losses, production cost management requires relatively congenial labor-management relations.

This is so because, first, reducing labor-management conflict helps lower the possibilities of production slowdowns due to strikes or other labor disruptions by improving workers’ morale. If work conditions are good – i.e., pay is fair or even high, the workload is appropriate or even low, benefits are generous, etc. – then workers sense that the costs of their job-loss would be great in the event of labor strife, and have less incentive to engage in confrontation with management either individually or in solidarity. Second, workers are then more productive as well, and less inclined to “slack off” while working. And it follows that the managerial costs of monitoring and supervising workers (per unit of output) are lessened too.

Congeniality in the industrial workplace is accomplished by a variety of labor-management policies used by such firms. Given their high profitability from market dominance, they are more inclined to allow functioning labor unions with union-scale wages and benefits, especially to the extent that union officers, even despite themselves, to some extent may actually serve managerial functions (Freeman and Medoff 1986). Such firms effectively promise employees long tenure and give incentives for them to stay, for example, high seniority pay increases. They grant them great job security and tenure by means of promotion ladders, that is, by constructing “internal job markets” rather than external ones to move people out of lower-level job positions or positions that become obsolete and into higher-level jobs or jobs in expanding operations in the firm. And they ensure the viability of such internal job markets as a source of qualified labor by providing on-the-job training, supplemented with company-paid outside education and training where necessary.10 Aside from their providing job security, internal promotion ladders and on-the-job training by fellow workers have salutary effects on worker morale as well.

The upshot of all this for the functioning of external labor markets is critical. Access to an entire sector of the economy, one that is highly desirable from the viewpoint of prospective workers, is effectively closed off to many people seeking employment there: the only route of entry into those job positions is via entry-level positions in the primary-sector firms, i.e., at the bottom of their promotion ladders. Both entry into and exit out of secondary-sector labor markets is fairly easy, but neither occurs easily in primary-sector labor markets. Who succeeds in getting into primary-sector jobs then is largely a matter of initial luck or misfortune in people’s first several forays in the labor market after leaving high school or vocational school. Some are, in effect, granted access, the rest are consigned to the secondary sector, from which entry into the primary sector is difficult, and increasingly so with advancing age.

Given their circumstances, primary-sector employers find it both possible and profitable to select from among young new prospective employees on the basis of extraneous attributes. Obviously, promise of future productivity is relevant, but so too are things like “attitude”, deportment and dress: besides competence or its promise, management also needs employees who will get along, particularly with management, and who will accept the job hierarchy, but who are also somewhat ambitious and would value somewhat being encouraged to “climb the (internal job) ladder”. Such attributes may be helpful from management’s view-point in any workplace, of course, but in the primary sector, management both needs to be and can be more careful in the ways it selects people for such attributes than can firms in the competitive sector.

Thus young job applicants’ already attained social and cultural capital obviously count considerably more in the primary sector than in the secondary sector. And primary-sector firms can practice discrimination – perhaps merely “statistical” or other even more subtle forms of discrimination but nonetheless effectively – on the basis of race or ethnicity, sex, religious affiliation, age, attractiveness, etc., not only for the various kinds of entry-level jobs but also for promotions and intra-firm moves in internal job markets. Given internal job-market hierarchies, such non-essential attributes having little to do with actual labor productivity may also contribute to the overall peaceableness of the firm’s workplace by facilitating the internal segmentation of its work force: the better jobs in the artificially created organizational hierarchy of the firm are easily reserved for well-dressed, appropriately behaved and congenial workers, usually of the right race and sex – and prospective employees are then easily selected for entry to the bottom rungs of promotion ladders on such bases as well.11

If for no other reason than that such discrimination is well-protected by the market power of primary-sector firms, it will persist. More broadly, selectivity based on non-essential individual attributes thus becomes ensconced both within the primary sector, i.e., in firms’ internal organizations, and within the economy as a whole in the division of the labor force between the primary and secondary sectors. In terms of the occupational choice model of earlier chapters, significant overall compensation differentials between jobs must be the rule rather than the exception in a world of labor markets segmented in this fashion, that is, enduring substantive economic inequalities of labor income. For labor markets cannot operate as in the neoclassical account to eliminate them by equilibration since built-in immobilities prevail both between the primary and secondary sectors of the labor market and within firms’ internal job markets in the primary sector itself. Thus do these structured market imperfections compound the inequalities of opportunity and substantive economic disparities otherwise caused by discrimination, the wealth bias, social and cultural capital inequalities and so forth.

Conclusion

Comprehending the role of unequal opportunity in the determination of economic inequality takes one a long way past choice-theory thinking, be it naive or “high-minded” as in neoclassical theoretical economics. Not only does opportunity matter, it is the most important matter. Of course, aptitude counts too (both innate and acquired) for an individual’s personal fortune, but many with little aptitude and great opportunity end up “doing very well”, while many others with great aptitude and little opportunity are consigned to “failure”. The successes among those who start with little, of which the mythology of market systems is made, are few enough in number that the best comparison would be with a lottery – and even they, when their biographies are looked at closely and in detail, merely sustain the point that significant opportunity is absolutely essential.12

In fact, moreover, disparities of opportunity are not merely random across the population, but systematic in the ways recounted in this and the last chapter, and it is the patterns and contours of inequality of opportunity among groups and individuals that is the most important matter. Even grasping these patterns and contours, however, is not enough, for the question still remains, why are they so, what determines these patterns and contours? Critical as they are, it would be a great failure of inquiry to simply presume them “given”, and moreover would amount to relinquishing the possibility that something might be done to correct at least some of the more objectionable disparities thus seen. Certain critical aspects of that question are the subject of the chapters that follow.

In this chapter, we have seen how a number of economic and socio-economic aspects of the modern market society work to align the opportunities available to people more or less in accord with their class backgrounds as measured or indicated roughly by their own and their families’ accumulated financial, human, social and cultural capital. From the individual viewpoint, access to the occupation of one’s choice – via access to the financial and/or human, social and cultural capital resources necessary for the education or training required – is impeded by being on the short end of the class hierarchy. One must then accept consignment to an occupation on the short end of the occupational hierarchy as well, that is, a lower-class occupation with a lower substantive income.

For the labor market as whole, as higher-class occupations’ incomes are accordingly raised, and lower-class occupations’ incomes are lowered, by this restriction of entry into the one and excess supply of entrants into the other, the class system is thus “reproduced” in the process: for these higher or lower incomes respectively then become translated into similarly higher or lower “prior wealth endowments” for the families of each successive generation of entrants into the job market. For that particular pattern of opportunity known as social class, then, part of the answer to the question, where does it come from, how is it determined? is simply that it is “reproduced” over the generations in ordinary processes of occupational choice in labor markets. In effect, “social class” is not purely “social” at all in the sense of being an “extra-market” phenomenon, something of “society” and having nothing to do with the market system itself. Instead, social class is precisely a thing of the ordinary working of the market system itself, at least insofar as that system works to reproduce class over time.13


5   How power works

A simple individual choice approach to understanding economic inequality fails utterly as a theory of distribution because it neglects the opportunity side of individual choice. People can only choose from among whatever alternatives are available to them, hence in principle the opportunity side of the matter demands at least as much attention as the choice side. We have seen how a consideration in-depth of the most important general patterns or contours of opportunity in society and economy takes one far in the direction of a clearer understanding of economic inequality. Yet reflecting on the patterns of opportunity considered in earlier chapters – information asymmetries and transaction costs, labor market impediments, discrimination and, of course, the class system, the critical focus of this book – we find the story is still not complete, for we still do not have a complete answer to the question, what determines these patterns of opportunity, from where do they come, or how do they arise?

We have seen that the income and the wealth accumulations that people are able to achieve at any point in their lives are importantly determined by the various opportunities handed them from the past in the form of their prior accumulations. Thus the overall distribution of wealth for the society is importantly determined by the broad structures or patterns of opportunity handed down to the society from the past. But that cannot be the whole story, for while it explains the role of the past in determining the present and the future, it does not explain the role of the present.

To put it more precisely, obviously disparities of opportunity among people are importantly a function of the fortunes or misfortunes of their own and their parents’ prior endowments of wealth (and human and social and cultural capital) – and clearly the whole history of individuals’ own and their families’ prior endowments all the way back must have been critical. But equally clearly, at each point in that history a host of other factors besides prior endowments must also have come into play: the ups and downs of the neighborhoods and communities in which they currently lived, the schools they currently attended, the seeming vagaries of industrial and occupational change that currently affected them, their own and their surrounding communities’ current racial or ethnic makeup and so forth. The smallest details of people’s individual experiences of the social and economic events and trends that currently structure their lives matter critically – the specific jobs they currently have, their teachers at school, their superiors’ treatment of them at work, their own and their families’ health and sickness, who they currently know and so forth.

How do we attempt to account in theory for the impact of all of these kinds of things as they happen in the present or “real” time upon people’s lives? In the social sciences, an often convenient approach to understanding the determination of structures of constraint and opportunity as the latter are created in the present is the idea of social decisions. People as a society decide how to order the broader features of their world (given what is materially possible, of course, i.e., as determined by nature and their historical past), and the specific constraints faced by or opportunities offered to each individual in the society then are essentially the outcome of such decisions made in the present. To simplify somewhat, people decide individually how best to order their individual lives, and socially how to order the broader structures of constraint and opportunity within which each then lives as an individual. The patterns and contours of opportunity in a society then are, in that sense, whatever its people – in a social decision-making process – decide them to be, again, given what is materially and historically possible.

But needless to say, social decisions are enormously complex affairs occurring in the myriad interactions and interrelations of individuals and groups in the bewildering intricacies of actual historical time. How to begin to make adequate sense of the processes involved can be an overwhelming challenge. Certainly one of the most important aspects of those processes to consider in trying to make sense of them is social power. Different individuals are able to exert different amounts or degrees of influence in the making of social decisions, that is, some have more power to bring to bear in the decision-making process than others. Societies may be said to make choices about the broad structures of opportunity within which people may live, but different individuals and groups “count” differently in the making of those choices, the voices of some “matter” more than those of others.

While elsewhere in the social sciences, the concept of power is as commonplace a theoretical tool as is the concept of the molecule in chemistry, the field of economics has, to its own detriment, largely neglected it. Arguably, social power should be a critical element in any theory that gives as important a place to individuals making choices as does economics. If people are seen as making choices in which they react to and make the best of the constraints and opportunities given them, they should also be seen as having effect upon the constraints and opportunities to which others must react and make the best. Power consists essentially in having such an impact upon the things that condition others’ choices. Any theory that treats individuals as choosing yet having no impact on others’ choices is one in which humans are totally non-social creatures, mere reactive digits, not active agents. Social power is not only a critical element of the processes of social decision-making but also a profoundly important aspect of the lives of actual human individuals in the real world.

Although neglected in economics, the concept of power is elsewhere nearly universally acknowledged as an essential tool for comprehending all aspects of society. As it pervades all social life, most people probably understand it intuitively more or less well – or at least well enough to know the most basic principle of the economics of power: that power usually brings material benefit, that those who have it profit from it while those who are subject to it, or who don’t have it, are materially the worse off. How then could social power be considered irrelevant or only secondarily relevant for understanding the distribution of income and wealth? Social power belongs squarely in any theory of economic inequality, and this and the following chapters will focus in detail upon how that is so.1

To see in a very preliminary way just how fundamental a thing social power is in the context of economic inequality, consider again the particular example of racial income and wealth disparity. Most people who have gotten past naive choice-theory thinking about racial economic disparity attribute it primarily to discrimination, and certainly empirical study of the subject strongly validates that theory. Yet at the level of first principles, accepting the reality of discrimination, a most critical question still remains: presumably in any inter-group case of discrimination, each group is equally capable of “discriminating against” the other group in a great variety of ways – and as well, when one group is discriminated against by the other, they usually reciprocate in whatever ways they find available. But if that is so in the case of racial discrimination in the U.S., for example, why is the effective outcome of discrimination one directional, i.e., to the economic detriment of blacks? If discrimination is reciprocal, should not the economic impacts of the two groups discriminating against each other more or less cancel out? Why is there an “in” group and an “out” group? What determines who is in and who is out? Why is whites’ discrimination against blacks apparently so much more effective than blacks’ putative discrimination against whites?

Clearly a theory of racial economic disparity cannot be complete without answering that critical question. The answer, in a word, is that social power is involved in this and all similar cases: one group has power over the other, or greater influence than the other in whatever social decision processes determine the two groups’ economic status. This chapter and those that follow will suggest that the real roots of all major forms of economic inequality today, racial and otherwise, lie in social power. In the following chapters we examine the particular arrangements of power involved in the class system of the modern market society. In this chapter, we begin by looking at power itself: what it is, how it works, what it’s used for, how to recognize it when one sees it in a world of complex social relationships.

What is power? How does it work?

In one connotation, power refers merely to a person’s capacity to get things done, to accomplish intended tasks. One may have “powers” in that sense to do all sorts of things, but of course in social contexts what matters is power in the sense of influence upon other people, that is, getting others to do things they would not otherwise do. That requires “powers” in the first sense also, of course – that is, powers to accomplish whatever tasks are involved in affecting other “people – but it is specifically a thing of social relationships. We could say that “powers” are people’s abilities to control or affect their material environment, including their own bodies, and that powers are necessary, although perhaps not sufficient, for people to have social power or influence upon others.

Various kinds of social power may range in harshness from violent coercion at one extreme, in which one uses strong, overt physical threats to induce acquiescence, to mere persuasion at the other extreme, in which one uses no physical or other incentives at all, neither negative nor positive, but induces the subject’s cooperation by mere exhortation or reasoning. Influence itself is very general in its reference to the whole variety of kinds of social power, but is often used more specifically to designate something in between the two extremes of coercion and persuasion. Power over people usually refers not only to an ability to get others to do things for one, but in particular to an ability that is very broad or lasting in its scope of impact on those subject to it: one can get the other person to do many different things for one, and/or one has an enduring such ability, constituted perhaps in a lasting relationship of some kind with him or her. “Domination” is a term often used synonymously with power over people, and although it often connotes an especially harsh kind of power, the term will occasionally be used here as a synonym as well, not necessarily connoting harshness.

Power over people or domination is of special interest to the social scientist. It designates situations in which power may be exercised more than merely occasionally, in which the subjects are frequently or more or less routinely induced to do the bidding of someone. Our concern here will be almost exclusively with power in this sense of the term. Because it is effective as a kind of shorthand that references at once all the various dimensions of social power that are invariably involved, we will use the simple term “power” most often to designate power over people or domination.

Power over people can be either a positive or a negative thing, and social scientists are, in principle, interested in both possibilities. But negative power is particularly problematic as a subject of inquiry: enduring cases of negative power need to be unearthed, examined and dealt with as social problems hopefully to be resolved. Distinguishing negative from positive power would not seem difficult: positive power is that which advances the interest of those subject to it, negative power is that which goes against the subjects’ interest. When it comes to cases, however, things are not necessarily that simple. In all instances of social power aside from that of pure persuasion, some sort of positive or negative incentive is employed to induce the subject to do something. But cases in which, for example, a positive reward of some kind is offered the subject are not at all necessarily instances of positive power.

Thus slave-owners often got their slaves to do specific tasks with positive offers of reward – but while the “exchange” of service for reward is by itself a positive thing for the slave, in the background is also a threat of punishment in case of disobedience or worse in case of any attempt to escape. Or consider the case of travelers meeting in the middle of the desert: the one on horseback offers an exchange to the parched foot-traveler – some water for a service of some sort – and is thus able to get the foot-traveler to do just about anything he wishes. The fact that getting some water is definitely in the foot-traveler’s interest does not, of course, make the sort of influence the rider thereby has upon him necessarily a positive thing.

Moreover whether the subject does or does not have a choice in the matter is also irrelevant to the judgment of positive vs. negative power: strictly speaking, those subject even to the most harshly coercive kinds of social power always have choices. Both the slave and the desert foot-traveler were given choices: do one thing and reap the positive benefit of avoiding pain, or disobey and be punished. How then do we distinguish positive and negative power?

Power and choice

At this point, a more formal definition of power as the term will be used here will perhaps help clarify this and other questions:


If person A can get person B to do something in A’s interest by taking advantage of some situation or set of circumstances to which B, were he or she free to choose with full knowledge from among all possible alternatives, would not give full consent, then A has power over B.



Person A has an ability to get B to act in some specific way, and that ability derives from some “situation or set of circumstances” that defines the terms of their relationship. B’s “interest” vis-à-vis that situation is the basis for evaluating that relationship as either negative or positive: if B would not give her full consent to that situation were she in full knowledge of and free to choose from among all possible alternative situations, then A’s ability is a negative thing. The slave would not choose slavery, nor would the desert traveler presumably choose to be on the short end of the distribution of potable water resources.

The constrained-choice model of individual behavior used in economics, referred to in earlier chapters, can help further clarify things.2 What makes a relationship between two people one of power is the larger situation of which they are a part. Specifically, the subordinate is subject to different constraints on his choices from those to which the superior is subject: the subordinate has fewer choices or is more constrained in some critical ways. In the case of the desert travelers, the one lacks water, a critical item on a trek across a desert, while the other has it.

The superior is in a power position, however, not only by virtue of his having a less constraining set of choices: he is also able to alter the constraints effective on the other person, while the latter is unable to reciprocate. The horse-traveler can, if he wishes, offer or deny water to the thirsty foot-traveler, and thereby induce his obedience. Indeed, the subordinate’s being unable to alter the superior’s constraint set reciprocally is itself equivalent to his having a more constrained choice set than the superior in that particularly critical way. Having power over others thus consists in (a) having a different set of choices than they, less constrained in some critical way, and (b) being able, by virtue of that situation, to alter the constraints effective upon the others and thereby get them to act in one’s interest while they are unable to reciprocate.

There is another way in which power may be exercised, however. Especially in more enduring power relationships like that of slavery, exercises of power may have the effect of inducing individuals to change the habits with which they approach certain kinds of decisions. Habits are, of course, short-cuts or time- or effort-reducing ways of arriving at decisions in similar situations. People learn in other ways from their experiences besides adopting habits, of course, for example, by pure logical inference, discourse with others, empirical induction, etc., but their beliefs, opinions, and attitudes about things may also presumably be changed by their being subjected to an exercise of power, since these too are, in effect, themselves “habits” of thought. If one who has been subjected to power may subsequently experience a change in his habits, beliefs and attitudes, then presumably it is possible as well that people might be induced to act in the first place by having their preferences changed.

That is what occurs, at some level at least, in cases of persuasive power. In pure persuasion the superior does not get the other to act in his interest by altering constraints effective on the other’s choices, but instead merely induces the other to want to do his bidding. Logically, this can be accomplished by the superior’s affecting the subordinate’s information environment in one of two ways: either deceiving him into thinking wrongly about how best to satisfy his own actual preferences, or else causing a change in his preferences or values from what they would otherwise be. Note that simple, honest argument would be considered a form of persuasion, but by the usual definition, of course, would not generally involve power in any negative sense.

It may not seem at all clear that people’s preferences in any important sense can actually be changed in ways that constitute exercises of power. On the other hand, the idea of “value power” as the ability to alter another person’s preferences is commonplace not only in education and child-rearing but also in, for example, commercial advertising.3 Saying that preferences are not alterable by outside influence is equivalent to saying that, in effect, individuals are born with them as they are born with genetically determined hair-color or facial features. We discussed some of the problems with that notion in an earlier chapter, as well as how surrounding cultures and material circumstances are at least partly determinant of individuals’ preferences. Certainly, the broadest categories of human need are hard-wired into our makeup – food, shelter, clothing, human material support and company, etc. But exactly how we prefer to eat, shelter, clothe and entertain ourselves appears to have varied greatly in human experience, even in materially identical circumstances of location, etc. As a compromise perhaps, we could allow that what might be called people’s “meta-preferences” remain unchanged, even while we insist that their “preferences” are alterable by exercises of persuasive power by others.4

Whether persuasive power is exercised by simple deception or manipulation or by altering other’s preferences, it is as negative as is that power which is exercised by altering people’s actual choice sets. People presumably would prefer not to be deceived regarding their available options or how to pursue their interests. And where persuasion amounts to actually altering preferences, presumably mature individuals with a real choice in the matter would acquiesce to others doing so only by honest argument. Persuasion in the negative sense then belongs squarely in the category of power.

To reiterate then, one has power over others when one is able, by virtue of a situation to which they would not give full consent were they possessed of free choice and full knowledge, to get them to act in one’s interest. One exercises that power by using incentives and/or persuasion, that is by affecting either (a) the actual choices available to subjects, and/or (b) their informational environment. In the latter case, getting subjects to act involves either simple deception or similar manipulation, or else affecting the preferences on the basis of which they choose. From the viewpoint of social science, the most critical cases of power so defined are those in which the situation constituting the power relationship is a lasting one or enables the superior to influence a broad range of aspects of subjects’ lives, and such power relationships may effect longer-term changes in subjects’ habits, beliefs, attitudes or preferences.

What do the powerful do?

Exercising power over people consists, in the first place, of commanding or directing them to do certain things for one. The command need not be immediate: one may use intermediates in a chain of command or other means to actually convey the specifics. Similarly, it need not be verbal either: other forms of action may function as significations of one’s direction. (Thus, in economics, money expenditures in a market for a particular commodity are often referred to as “commanding” its production and sale.) Command need not even be explicit: the subject may be aware enough of the terms of the power relationship to simply anticipate one’s wants. Indeed, given the discussion earlier, to the extent that subjects’ preferences or habits, beliefs and attitudes have been appropriately formed, in principle, subjects may be induced to do one’s bidding without even being aware of one’s existence, an important case to which we will return shortly.

A special kind of direction by the powerful is that of rule-making. Rules are laws or norms that people follow on pain of some negative sanction from the state or their social group. Most people most of the time do abide by whatever rules are in effect, although there is nearly always some resistance from individuals whose interests are hurt by a rule. Rules serve a general function of facilitating social interaction and thereby strengthening the group’s cohesiveness and efficacy in accomplishing common ends, but they are social constructions, and their creation or modification is nearly always an occasion of contest among sub-groups contending for benefit. Consequently, rules almost invariably are to the benefit of whatever sub-groups were powerful enough at their creation or modification to ensure their own interest. The upshot is that rules tend to benefit the powerful, and to that extent they are, in effect, a form of direction by the powerful, i.e., they are employed to get people to do things in their interests. From the viewpoint of the powerful, rules can be a particularly advantageous form of direction insofar as they reduce the costs of the command process: institutionalizing it and making it a kind of “social habit” permits fewer resources to be needed for exerting command (i.e., for monitoring and enforcing compliance).

Having power over people and exercising it by commanding or directing them does not necessarily mean that one actually uses one’s power to their detriment. Parenting and education are both examples of real power relationships in which, both ideally and typically, power over young people is exercised for their benefit. Such transformative power, that is, power that could be used negatively but instead is generally used positively, is certainly not universal even in those cases – child abuse both physical and emotional is all too common, for example.5 On the other hand, transformative power is possible in many negative power situations, the beneficent monarch, or the rare master-turned-benefactor to his slave, being examples.

Where people mostly pursue their own material self-interest, however, being in a position of power over others most often means that a person will use it to the others’ detriment. For as defined, having power over others means one’s own material self-interest can be advanced by getting them to do things they would not otherwise choose to do, i.e., things that are not in their interest but merely in one’s own. Exercising one’s power over someone by getting him to perform some service for one means getting him to expend time and energy on something he would not otherwise choose, thus getting him to serve someone else’s interest than his own and despite his own most fundamental preferences in the matter (in the sense that he would not consent to the situation, had he free choice with full information). Pursuing one’s own self-interest then, one exercises one’s power that way rather than in a transformative way.

Non-transformative exercises of power over people are therefore essentially exploitative. “Taking advantage” of the subject of his power, the superior, in effect, takes from the subject some of his or her time and energy, at the very least, if not some material possession as well. Indeed, taking the subordinate’s time and energy means taking resources that may otherwise have been used by the subordinate to attain material possession of his or her own; while taking material possessions from the subordinate means taking from him or her the time and energy expended in attaining those possessions.

This then is the heart of the question of power in the context of economic inequality: in a world of material self-interest-pursuing individuals, people with power over others take material benefit from them without their subjects’ having given full and informed consent to the arrangement by means of which the powerful are able to do so. Of course, those subject to such power may well “give their consent” to abide by the superior’s wishes – practically by definition, they have little other choice. The fact that they most often do “consent” in that sense is the reason the relationship is referred to as one of exploitation rather than plain theft. Especially in the case of direction by social rules, i.e., laws or norms, “consent” may even be given in a conscious awareness that not only the subject him- or herself but others, perhaps many others, may be hurt by any action taken in resistance. But of course, such “consent” is by no means necessarily the equivalent of choosing to be subject to the power arrangement. Wherever great economic inequality exists then, even when significant dissent seems totally non-existent, domination should at least be suspected as a possible essential source of the disparity.

Social structures of power

A single power “dyad”, in which one person has power over another, almost invariably involves much larger social structures of relationship among many other people. For one thing, the power dyad may be merely the superior and subordinate ends of a long chain of power relationships among individuals, a chain of command, e.g., with A having power over B, who has power over C, who in turn dominates D, and so on. In large organizations, hierarchies of command are usually far more than merely “efficiency improving ways of organizing group effort”.6 For power is likely involved in any such organization that is not democratically structured (as we will elaborate below), and what the organization is most importantly “efficient” at doing is securing the ends of those in the power positions at the peak of the hierarchy.

Intermediate positions in such hierarchies are positions of both power over subordinates and subordinacy to higher positions. Such structures, in general, channel or percolate the benefits taken from the ultimate subordinates at the bottom to the ultimate superiors at the top of the hierarchy. But because intermediate positions in the hierarchy “pass along” benefits from subordinates to superiors, people in such positions may succeed in netting some for themselves along the way. It is possible then for mid-level managers (for example) in a command organization like the business firm to benefit greatly from the structure. Yet, of course, they lack decisive power themselves, insofar as the whole purpose of the organization of which they are a part is to serve the ends of those at the top.

Indeed, others in the hierarchy who lack significant power at all may receive some of the benefit of the power hierarchy, e.g., lower-level workers. This is so because in general the directed activities of all positions in the hierarchy serve the interests of those at the top, and because parceling out status and economic reward to subordinates may be important means of directing the latter by providing an appropriately effective environment of positive and negative incentives.

Power dyads also invariably involve larger structures of social relationship in another critical sense. Every power dyad, including every link in a chain of command, requires the cooperation of other individuals not directly involved whose actions constitute the surrounding structure of constraints and opportunities that define the relationship as one of power. Thus, the master does not have power over the slave merely because of his personal possession of arms, but instead because of the existence of a whole network of people involved in making it so: legislatures making laws, various groups enforcing them, others cooperating in various ways to disallow the slave from having choices he might otherwise have (e.g., owning land, buying goods, voting), and of course, those who produced the master’s arms in the first place. Each of the institutions involved, moreover – legislatures and government, police forces, bureaucracies, the arms manufactory and so on – itself requires the cooperation of many individuals with the specific aims of the institution, hence their compliance with those in command, and associated networks therefore of similarly external supporting institutions and individuals.

It may be taken as a general rule that distinct power structures tend to reinforce each other insofar as any particular power structure constrains further the options available to people who may seek to avoid or escape other structures. Consider, for example, the two distinct sets of power structures involved in low-wage labor and patriarchal power in the family. While distinct, these reinforce each other: the power structures involved in low-wage labor reinforce patriarchal power in the family, for with only low-wage jobs available to them women have fewer materially adequate opportunities to escape their marriages. Similarly, patriarchy reinforces the power structures of low-wage labor by ensuring that women entering the workforce must do so with few skills and little bargaining strength.

Those subject to power as defined here invariably attempt to counter it, either by taking power themselves and reversing the relationship or by escaping it altogether. The relationship is not in their interest: they are induced to do things not in their own interest but in the interest of the superior in the relationship – insofar as they are subject to his power, they pursue the superior’s wants not their own. The slave is thereby a continuous threat to the master, and a vast social apparatus for preventing slaves’ escape is therefore required to sustain his subordination.

Thus from the viewpoint of the superior in the relationship, the network of social arrangements on which their power is based must be maintained in the face of resistance that would otherwise undermine or negate it. As they exercise their power therefore they direct some portion of their own and their subjects’ effort toward such maintenance and reinforcement of the social structures themselves on which their power rests. Their own and their subjects’ efforts are especially then looked at partly as resources needed to sustain or strengthen the power relationship itself, and it becomes particularly important to economize on their use.

The inherent resistance of those subject to power, implies that wherever it is possible they will attempt to form countervailing power structures of their own.7 Labor unions are merely one of the best-known examples, but people have resorted to the countervailing power of organized numbers in a great many ways, both legal and extra-legal, throughout history. And needless to add perhaps, all this contention between the powerful and their subjects comes to a special moment in the processes of rule-making. Established powers work to create or modify laws and norms in their interests while their subjects, if possible, work for the opposite result, not only defying existing rules and testing their limits, but also working through both legitimate and illegitimate channels to change them. Thus while institutionalizing a rule can be an economical way of accomplishing the ends of the powerful as compared with other ways of directing their subjects, rules can be expensive to the extent their creation, maintenance or enforcement in the face of resistance requires resources.

Obviously, the social structures of power may be quite complex, a fact that has important consequences for the basic nature of power itself. In a complex world, individuals may be uncertain of the realities of the power structures in which they find themselves ensnared, indeed they may be totally unconscious of important aspects of their own social positions and situations. Since complexity means that social reality is harder to comprehend, moreover, the uncertainty and unawareness that accompany it also imply that people’s decisions may have unintended consequences. People may act on the basis of mistaken judgments that they are exercising power, or alternatively that they lack power, with results either way that are opposite or other than those they thought would follow. This of course compounds already given complexities and uncertainties and the misapprehension of social realities that is consequent upon them. Thus people involved in power relationships may be totally unaware of their complicity or subjection in those relationships. Even those in superior power positions may, in principle, be unaware of it, but especially those subject to power may be unaware, since often their subjection is often a function of their relative deprivation of resources needed to attain and comprehend information and knowledge.

Moreover, in a world of such uncertainty, large informational asymmetries exist, encouraging what economists refer to as “opportunistic behavior” with respect to the use of information, specifically, the use of deliberate dishonesty, deception and denial of other’s access to information for purposes of advancing one’s own self-interest. This further compounds the prevailing uncertainty and misapprehension of complex social power structures and the possibilities of unintended consequences of decisions as well. Indeed, complicity in deception may itself be unconscious in such a world, and especially useful therefore for the exercise of power.

Ideology (ideas that are widespread not so much for their truth content but for their convenience for the powerful) and propaganda (misleading commentary that is intentionally disseminated to a broad audience) too become, in such a world, most useful for securing people’s acquiescence and even allegiance to power structures. These, of course, are directly means of exercising persuasive power over people, i.e., inducing them to want to do the bidding of the powerful either by deceiving people or by altering their preferences. They are thus means of cheapening the maintenance and reinforcement of other associated or related power structures. Such realities of the role of the information environment and culture as critical aspects of the social structures of power are especially important today in the hegemonic presence of mass media, as we will see in a later chapter.

Power, democracy and inequality

Power then is a most undemocratic thing. Indeed, democracy and relationships of power over people may be taken as nearly exact antitheses or opposites. In democracy, each individual in the group affected by a social decision has equal voice in the processes of discussion and final decision-making; in a power relationship, in effect, one individual in the dyad has full or close to full voice in some critical decisions affecting both people, while the other has little or no voice in those decisions. Power violates the fundamental spirit of democracy in all social realms in which it is found, not just business but politics, the workplace, the family and civic organizations of all kinds. So closely antithetical to each other are democracy and power that the latter can be defined in terms of a lack of democratic process:


If A can get B to do something in A’s interest by taking advantage of some situation or acting in some manner to which B, in a completely fair and democratic, consensus decision-making process, would not give her full consent, then A has power over B.



In national or regional political contexts, violations by the powerful of the specific practices and structures essential to democratic politics are more or less readily apparent to those who would inquire. Thus, to ensure their pre-eminence in this most critical arena of rule-making, the powerful sometimes rig popular elections and referenda, influence voting outcomes there and in representative bodies by both graft and persuasive power, set political agenda by similar means, and with various kinds of organizations bring all their powers to bear in ongoing public discussions of those agenda issues. In the political realm rules are made that have important bearing for the power relationships extant in all other realms of social life, usually undergirding or bolstering to one extent or another those in power in those other realms, and reflecting as well the failures or successes of political resistance by those subject to their power.

Historical examples are more than abounding, but here perhaps a single one will help make the point. As noted earlier, women’s subjection in the home is importantly a function of their access to adequately paying jobs outside the home, and the lack of good pay for women at work is in turn importantly a function of their subjection in the home. This is not the place for an complete analysis of all aspects of this reality, but consider one, at least, for present purposes. Pay levels for women’s work are partly determined by the rules established for employers’ behavior: not only are laws pertaining to discrimination, family leave for new parents and day-care for children especially relevant, but given that women disproportionately occupy the lowest-paying jobs and are disproportionately represented among the poor, so too are laws pertaining to things like the minimum wage, employees’ access to health care and other benefits, welfare and immigration. The processes of creation, modification and enforcement of the laws pertaining to all these things are notoriously subject to influence by employers as a group with great clout in politics. To the extent that these laws have not worked as greatly in favor of women’s positions in the workplace and at home as women would wish, it is due to the reality of men’s domination in both of those two spheres of social life, their interest consequently in the outcomes of decisions concerning those laws, and their continued domination in politics.

Thus does power constitute the actual limits placed by “reality” upon the most fundamental aim of democracy as a political system: to provide equal voice to all affected by social decisions. The implications for the most basic of questions about economic inequality are profound: how can the citizens of an ostensibly democratic polity have decided to allow such economic inequality as actually exists in the U.S. today? While an actual answer to that question is best put off for later, at this point it is worth pondering the question itself.

As was discussed in the last chapter, the distribution of wealth broadly understood – of “prior endowments” of financial, human, social and cultural capital – is certainly the single most critical determinant of the distribution of opportunities for furthering people’s economic status by accumulating additional human and non-human capital. To the extent that “it takes money (or capital) to make money (or capital)”, it would seem, the people of a society with a constituted democratic polity would be expected to ensure, by creating and maintaining whatever rules are necessary, that wealth inequality does not become so great as to interfere excessively with equality of opportunity. Those who are on or potentially on the short end of the distribution of wealth – which must certainly include the dominant majority of the public – would be expected to exercise their voice in democratic public decision-making such that they are not greatly shorted. Presumably the various particular legal means by which they could ensure that wealth inequality does not too greatly interfere with equality of economic opportunity are more or less well understood (we will discuss some of these in a later chapters). Of course, there may be other relevant social goals that compete with this one: for example, securing adequate economic growth (for ensuring a better material well-being for future generations) might be felt to contradict the goal of securing equal economic opportunity, hence the latter might have to be forgone in some degree to secure the former. But would those on the short end of the distribution necessarily go along with that?8

To the extent they would not, yet great disparity nonetheless persists in the distribution of wealth, social power would appear to be implicated, that is, it may be inferred that power must have been brought to bear in the historical processes of decision-making on the matter by those privileged by that disparity. This is not, of course, any kind of “proof that power was in fact brought to bear. It is really only acknowledging the centrality of this question: what are the connections, if any, between major structures of social power and the distribution of economic well-being? Have coercion, influence and/or persuasion been brought to bear in the social decisions determining the distribution? What specific social power structures might be implicated?

In the next chapter we confront class for the first time in the sense of the term I insisted at the beginning of this book is most critical and definitive: class as power. In the last chapter, our exploration of the role of unequal prior endowments of capital (financial, human, social and cultural) showed how these structure disparities of opportunity. They may therefore rightly be termed indicators of an individual’s “class background”, insofar as an important and quite valid connotation of “class” is precisely that one’s class background determines one’s economic opportunities. Yet while wealth may be taken as an indicator or measure of a person’s class background, it should not be taken as the definition of “class”. Class is about power. Let us see how this is so then in the modern market society.


6   Capitalism

“Classical” class

To the extent that quantitative differences in people’s economic affluence imply qualitative differences in their physical and emotional comfort or stress, social prestige or anonymity, relative affluence is at least a measure of, if not the very definition of, “class”, as we discussed in the Introduction to this book. Similarly, to the extent that, as we saw in Chapter 4, one’s “prior endowment” of wealth (broadly defined) importantly determines one’s current and future economic prospects or opportunities, “class” in that sense too is measured by relative affluence. Yet valid and useful as these connotations of the idea of class are, they do not get at the real heart of the matter: class is really about power.

At the very least, as we saw in the last chapter, people with power tend to attain economic benefit from it, hence to attain economic status. Thus if “class” is at least partly about relative affluence, then power is an important possible explanation for an individual’s class standing. That is, since people in positions of power tend to attain positions higher up in the “class” hierarchy, people higher up on the “class” hierarchy would be expected to be in positions of power more often than otherwise. In light of those expectations, the avoidance of any mention of power from mainstream public discussion of “class”, as I noted in the Introduction to this book, seems astonishing.1

But class involves power in an even more fundamental way: class is actually a particular kind of social power structure or arrangement. To see what this means, it is perhaps easiest to consider class alongside two other such arrangements that have been especially important in historical times: male domination or patriarchy, in which males have power over females; and racial or ethnic oppression, in which people of one race or ethnicity have power over those of others. Racial or patriarchal oppression do not necessarily occur in any particular realm of social activity. For example, where patriarchy exists it is typically found in familial, community and higher-level social affairs, in politics, economics, culture, etc. Social class, however, specifically designates the stratification of society into a hierarchy of command of the society’s economic activity or its productive labor. It refers to a system of power present in and/or effective upon the working lives of the people of a society. The particular “class” to which an individual belongs then is whatever position he or she occupies in the class power relationship: in the most basic example, one may be a “boss” or a “worker”.

As might be suspected, class is often more or less closely intertwined with the other two kinds of power arrangements, and we will see that it remains so in the modern market system. Generally, in both male domination and racial oppression the oppressed group is consigned to a lower social class – and of course in critical cases in history, the class structure was totally defined along lines of sex and/or race/ethnicity. And since generally power relationships tend to reinforce each other by removing avenues of possible escape for their subjects, to that extent too race, sex and class are intertwined. Some analysts even argue that in fully advanced modern market societies all three major power systems are actually of a single piece (McCall 2001) – although it remains useful nonetheless to distinguish among them. Of the three, the one that is most closely associated with the kinds of economic inequalities characteristic of modern market-based societies, given that economic well-being in such societies is proximately determined by people’s roles in social productive labor, is class.

This chapter and those that follow will look at the system of class in today’s society. We will begin with the simple model of social class used by the earliest modern theorists on the subject. Those “classical” theorists2 used as their basic model one in which society is divided very simply and clearly into two groups: an upper and a lower class. Reality today, as in their own times, is much more complex, and when it came to particulars those early theorists moved quite far from the simple two-class model. Thus there are now, as there were then, several distinctly identifiable “middle” classes, as well as other classes located outside the basic power relationships defining the upper, middle and lower classes; and there are other important power relationships than the “basic” ones as well. Still, as is true of most of the theoretical models found elsewhere in the field of economics, the simplicity of a model like this is helpful for focusing on those essential aspects of reality on which it is hoped to shed light, even as “realism” requires beefing it up in a number of important ways. That is the approach that will be taken here then: we will begin in this chapter with the simple two-class model, then proceed in the following chapters with complications and qualifications, progressively building a more realistic picture of social class today.

Employers and employees

The essential heart of a power relationship, as described thus far, is the power dyad: one individual is “superior”, the other “subordinate”, in a relationship of command, direction and exploitation. The two-class model is built directly from that essential relationship: the upper class is a group of people each of whom, as an individual, has power over other individuals in the lower class. In principle, it is possible that each of the two classes might act as a class, that is, as a group of individuals cooperating in concert toward their groups’ aims, but there is no reason to suppose that they necessarily do so: except where it becomes critical that other behaviors be considered, we will suppose that individual members of a class act purely in their own individual self-interest. Similarly, “class consciousness” need not be assumed either.3

Exactly what might define the upper and lower classes of a modern market-based society? Most people would acknowledge that while democracy at least ostensibly prevails in political affairs in most such industrially advanced societies, “the economy” itself is not even nominally democratic: the private business firm, the heart of the market system, is essentially a power hierarchy. In that hierarchy, to simplify, there are two basic groups: business owners and their employees. The owners, of course, own the firm and all its assets: its buildings, machinery and equipment, land and other structures, and input and product inventories, as well as its financial assets, its accumulated funds, and so forth. The employees own virtually none of this, or at best only an insignificant fraction of it.4 All decision-making in the firm is fundamentally defined by this essential feature of its legal structure: what one owns one may do with as one wishes, what one does not own one must do with as the owners wish.

Thus when employees come to work, they enter someone else’s private property. If one’s property gives one “powers” to accomplish things, to get things done, then it also may give one power over those people whom one allows to use it, at least as long as they are involved in using it. The “capitalist” can command his or her employees just as he or she wishes while they are on or using his or her property. It is the capitalist’s not the employees’, and just as with one’s home or car or personal possessions, others may use it only as one allows and only under conditions one allows. The business owner is mainly subject only to whatever legal restrictions may pertain on private property in general, for example, against its use for criminal activity. Their private ownership of businesses then is the essence of capitalists’ power. (We will see, however, that it is a necessary but not sufficient condition for that power.)

A couple of points should be noted about this simple, two-class model before we proceed further with it. First, we will be referring to the firm’s owner as the capitalist, an individual. While individual ownership is accurate enough for the majority (or at least a large minority) of business firms, the vast majority of the assets of businesses belong to large corporations whose ownership lies in the hands of a group of individuals, namely, those largest stockholders who together have controlling interest. Even in those cases there is most often a single individual, partnership or family with “real” controlling interest, that is, dominance within the group holding the majority or controlling interest portion of the stock. Thus even “group” ownership does not essentially alter the story.

Second, another group besides owners and employees warrants at least mentioning even at this early stage in the explication: managers, special employees who actually “translate the wishes” of the owners into specific commands that they then convey to the firms’ other employees. Precisely how and how well managers perform that critical task is a major subject of study in itself, of course. We will discuss that and related matters concerning this important “middle” class in some detail later on, but for the moment we will disregard such issues in order to keep things focused.

To return to the story then, capitalists’ ownership of their business firms gives them power over those they allow to work in them. (As will be seen, ownership is not itself a sufficient condition, but it is a necessary one.) Given that power, what do business owners do with it? Businesses are compelled by competition in markets to pursue their own profit, i.e., to pursue their owners’ maximum income: any business that behaves otherwise will not be around long. Thus, business owners find themselves in a situation in which they must behave as if motivated solely or at least mainly by the pursuit of their own self-interest or else lose their firms. What they do with the power they have over employees then is what anyone in a power position and motivated by self-interest would be expected to do: they try to get benefit for themselves from their employees.

This “extraction” of benefit by business owners is, of course, done by their getting employees to work for them, commanding and directing employees to produce a saleable good or service of some kind, then keeping a portion of the total net sales proceeds (after paying for non-labor expenses) for themselves rather than giving it all to those who produced the good. Whatever fraction of the total net proceeds of employees’ work business owners can get for themselves they will keep – pleading their right to pursue their own self-interest with their private property while insisting that they are not, after all, paying employees anything less than “market” wages. Thus, given the wages the owner pays them, employees produce, say, a day’s worth of product, the net proceeds of which, when sold, do not go solely to them; and since a portion above and beyond what the owner gives them as their wages is kept by the owner as his or her own profit, in effect, they work only a portion of the day for themselves, the rest of the day they work for him or her. Bluntly, the business owner is exploiting them, and any business owner who tries to do otherwise will more or less quickly be put out of business by other firms willing to exploit their workers: other things equal, those that are most exploitative will be most successful in competition in the long run.5

Still, while capitalists may well be inclined by their positions to do all this, it is not clear that they are actually able to: do business owners actually have this kind of power? If so, what are its bases? Mere legal ownership of the business seems a flimsy guarantee that the owner can prevent his or her employees from more or less avoiding his or her command and perhaps even taking de facto command of parts of the firm themselves and of its net sales proceeds. In the extreme, in principle at least, the employees could have the decisive voice in all of the firm’s decisions as well as its profits, while the capitalist’s “legal property ownership” and voice in running the firm are merely figurehead powers, like those of the anachronistic monarchies still extant in many nations’ democracies today.6 While most people would acknowledge that real-world business owners are not at all mere figureheads, we will need to inquire into what exactly are the conditions of their power over employees. What are the real sources of capitalists’ power if not their property ownership?

Employers’ power

In principle, were the power relationship otherwise structured, employees could indeed both “command themselves” at work and in the overall direction of the firm, and take the whole of the firm’s net sales proceeds for themselves in the form of higher wages plus perhaps some variable bonus income. That they are not able to do so depends fundamentally upon two realities of the situation in which they find themselves: first, the distribution of wealth or property (financial and real or physical assets) in the larger economy is highly unequal; second, the labor market overall is perennially beset by an excess supply of labor, i.e., unemployment.

Where there is significant disparity in the distribution of wealth, those with enough wealth can, in effect, “buy their way out” of having to work for a living. Not only can they avoid work by living off the returns on their financial or real assets (dividends or profit, interest or rent), thus avoiding having to be employees in someone else’s business, many can, alternatively, buy their own firm, i.e., investing in a business, becoming a business owner and commanding and directing its employees to do the work of production. (In practice, some may not buy for themselves, as individuals, positions of command and direction per se, but may only buy participation in the decision-processes that culminate in command and direction, e.g., in the voting of stock shares.) Those on the short end of the distribution, on the other hand, must work for a living: lacking sufficient financial or real capital they cannot live off of interest or rent income, nor can they afford to invest in a business and become someone else’s boss since they lack sufficient access to the necessary funds – their own wealth, plus whatever additional they may borrow using their wealth as collateral, is insufficient to make the required investment. In order to subsist, low-wealth people therefore must become wage-employees in wealthy people’s firms. Sufficient disparity in the distribution of wealth is the sine qua non of exploitable labor.

Still, cannot employees accumulate enough wealth of their own by saving, and then “move up” and become capitalist employers themselves? Obviously, in reality some employees do just that, but the numbers of employees who are able to do so are actually quite small. Moreover, among those that succeed at “moving up”, the vast majority, judging by the numbers of small business failures, apparently end up falling back into wage-employment status.7 How about the employees of a firm pooling their resources and buying the firm for themselves from the capitalist, thus “moving up by buying out”? There are cases of employee buy-outs, but those with any degree of success are extremely rare, to say the least, and the primary reason for that, according to those who have studied these cases, is insufficient investable funds.8

Granted then that the vast majority of capitalist business employees are not there simply because they “prefer” taking commands and being exploited but because they must be there (even though they do indeed generally “give their consent”). The question remains, what is it exactly that prevents their accumulating sufficient capital to successfully escape? Moreover, even if those on the short end of the distribution of wealth must become employees in someone else’s firm, does that mean they necessarily have to take the owner’s commands and direction? Why must they do so? What is it that makes them “consent” to do so? Again, the owner could be, in principle, merely a figurehead commander of the firm’s employees: what is it exactly that makes him more than that?

The market system has built-in mechanisms to ensure both that employees’ total compensation does not “get out of hand” (from capitalists’ viewpoint) and allow employees to escape by moving up or buying out, and that employees will dutifully take the command and direction of their bosses at work. The critical key to both these constraints on employees is unemployment in the labor market – an excess supply of labor, or people looking for jobs who cannot find them.

First, unemployment is the key to preventing wages from increasing “excessively”. A sufficient line of job applicants waiting outside the door to the firm, lacking jobs of their own hence willing to accept jobs at lower than prevailing wages, enables the capitalist to refuse whatever wage increases his employees may wish, and even to lower his employees’ wages to “stay in line with market rates”. And the threat that they may lose their own jobs and be replaced by others waiting outside the door sustains employees’ willingness to take direction from their bosses and do the work of the firm in a conscientious and diligent manner, i.e., with the kind of commitment required to produce the firm’s product in sufficient quantity and quality for the owner to make his or her requisite profit. Unemployment similarly enables business owners to prevent or at least keep some control over their employees’ propensities to use the countervailing power of unionization and thereby secure as a group both wage increases and an easier time at work.9

That the system “naturally” tends to full employment of the labor force has long been an important element in the mythology of free markets, critically sustained by a good many in the mainstream economics profession, committed as they are to the idea of “well-functioning markets”. Nonetheless, there is always significant unemployment in the aggregate, and as often as not considerable unemployment localized regionally, by industrial and occupational sector, and by race or ethnicity. How can it be so, when indeed supposedly the “natural direction” of markets is to eliminate disparities between the supply and demand side, in this case to eliminate any excess supply of labor?

Perennial unemployment

Aside from the simple empirical fact of perennial unemployment throughout capitalist history, several strong theoretical grounds exist for expecting unemployment to have been the normal state of affairs in this system. The first of these lies in the nature of capitalist technological change. As firms adopt new production processes or offer new products for sale, those that are successful tend to provide labor-saving, or more precisely labor-productivity-improving, ways of fulfilling customers’ wants and needs. This is an essential feature of capitalism itself as a historically ascendant system – that it satisfies human material want using progressively less human labor.10 Such technical changes, however, “release” labor, i.e., they cause people to be unemployed in the affected industries.

In the account given in mainstream neoclassical economics, those who are thus unemployed should find employment elsewhere, since in the very act of releasing labor, technical changes reduce product prices hence increase consumers’ purchasing power and therefore provide increased demand for labor in other industries. But how soon the dis-employed find new jobs depends critically upon how well the system re-equilibrates, i.e., upon workers’ mobility from one industrial sector to another. That, as we saw in an earlier chapter, in turn depends critically upon how much and how costly are the necessary retraining and relocation involved: obviously for some technical changes little may be needed, while for others enough may be needed that re-equilibration cannot effectively occur before the next major technical change comes along to throw the system even further off.

Moreover, there is also the problem of selling the expanded output that can be produced by a given labor force after a labor-productivity-improving technical change. If it cannot all be sold, then production cut-backs will have to occur, generating even more dis-employment than that from the original technical change per se. For one thing, falling prices due to a technical change do not themselves guarantee that all the additional output can be sold when unemployment has increased and purchasing power has to that extent declined. If enough of the dis-employed are sufficiently able to retrain and relocate to higher-paying jobs than those they had to leave, and can do so quickly enough, this may improve purchasing power. But on the other hand, the expenses of retraining and relocation themselves cut into that portion of total purchasing power that is potentially available for buying the extra output. Finally, as has seemed all too often to happen (contrary to the widespread mythology), if technical change is de-skilling,11 then there is no reason to expect the dis-employed to find jobs that pay at all better than those they left behind – hence no reason to expect that after their pay cuts, total purchasing power will be sufficiently improved, even as prices decline, that all the additional output can be sold. Some lasting unemployment then is the likely consequence of technological changes.

An equally or more compelling explanation of perennial unemployment lies in what may be called the business-cycle dynamics of the system. To see this, consider what would happen were there no unemployment for some significant duration of time. The employer-employee relationship would begin to unravel, from the viewpoint of the boss, just as from that of the employee things would truly begin to look up. Individual workers, seeing that the “threat” of job dismissal is now a hollow threat would begin to work differently at their jobs – “slacking off’ some, socializing more with co-workers, taking more breaks, being tardy to arrive and early to leave, taking excessive “sick leave”, and so on. Emboldened by the prospect of the company’s having no access to replacements, individual employees would press with increasing success for better compensation, and groups of employees would begin to successfully organize informal and formal labor unions, similarly pressing for and increasingly succeeding in getting better wages and benefits. Work effort, discipline and managerial control fall, labor compensation rises. The consequence for the typical business’s profit rate is pretty straightforward.

Other consequences besides those of concern here are perhaps more often discussed in the standard mainstream macro-economics textbook: a “wage-price spiral” of economy-wide inflation will certainly ensue if the monetary authorities “accommodate” the increased demand for money as labor costs and product prices rise (e.g., Mankiw 2008). Of course the reason for this spiral is that employers do not simply sit by and watch their profit margins decline as labor costs rise: they attempt to recapture their profits by passing on their cost increases in higher product prices – following which, naturally, employees insist on compensation increases sufficient to cover the rising costs of living. Inflation thus continues, and with accommodating monetary policy, becomes “built-in” to the economy and then a routine expectation and a serious problem in its own right. But consider the more fundamental matter: as long as unemployment remains zero or negligible, the upset in the balance of power in the workplace cannot be resolved in the usual order of business in owners’ interest. That balance is fundamentally altered in employees’ favor by any significant duration of true full employment. Something has to give.

In principle, only a couple of possibilities exist for “satisfactory” resolution. (1) An appropriately major technological change could generate enough dis-employment to bring things back to normal. As argued in the preceding paragraphs, this is a distinct possibility, but of course not a necessity. (2) An intercession of some sort in the larger environment of realities that undergird the employer-employee power relationship. For example, political and legal attacks on labor unions and workers rights either broadly or in localized cases that cut into workers’ ability to actually use their otherwise strengthened bargaining position; or perhaps cuts in the “social wage” (social security, public medical insurance, etc.) for which employees are unable to compensate with further real wage increases; or simplest of all, a “tightening up” by the monetary authorities, inducing a recession and re-establishing the requisite level of unemployment. These sorts of things have occurred often, although they are, of course, strong measures.

Moreover, in the normal course of affairs the economic system itself can be expected to “right things” more or less automatically, since (3) low profit rates due to high labor costs invariably lead to either capital flight or a capital strike. That is, business investment spending naturally either moves somewhere else geographically (where profit rates are more suitable) or else it simply shrinks, seeking higher returns elsewhere than in productive assets, or merely waiting for returns to improve. The decline in aggregate spending induces a recession, and, voila, unemployment naturally rises again. As long as it has not risen enough to re-establish “appropriate relations” between employers and employees, it will continue to rise, re-stabilizing only when unemployment is back to a level sufficiently high to undergird the power business owners need to keep their employees working well and hard and not asking too much.

It’s the system!

This is then a self-sustaining or self-reproducing system. Economic inequality, that is, inequality in the ownership of property, forms the foundation for class power: those on the short end of the distribution of wealth must hire themselves out in order to subsist, while those on the long end hire them. The exercise of class power – command over and exploitation of labor – then reproduces the already given economic inequality, as employers sustain their wealth with profit income extracted from the total of the net proceeds of selling the product of employees’ work. Perennial and episodic unemployment acts as the main “regulator” in the ebb and flow of the conflictual relationship between these two classes in the workplace, ensuring wages are sufficiently low and profits sufficiently high that enough economic inequality is generated to sustain and reproduce the class system.

This simple – of course, some would say simplistic – model brings into stark relief the essential features of the class system of the modern market society: the normal functioning of the economy itself generates and sustains the structure of power relationships necessary to a social class system. In the next chapter, the framework of this model will be considerably extended to include not only a number of major complications of economic reality but also an account of the many ways in which other critical aspects of social life besides the “purely economic” condition and reinforce the class system. The basic model itself suffices, however, for certain important insights into the economics of inequality in the real-world market system. Perhaps most critical among these concerns the nature of profit as a form of income, a subject that will serve well as a segue to the next chapter.

Capitalists profit

The economic benefit that capitalists get from their ownership of their firms is, of course, profit, and to the extent that business owners exploit their employees, their profit must include the proceeds of a taking from their employees. This does not at all jibe with the standardized perception on the nature of profit income, according to which capitalists make several important “economic contributions” for which their profit is asserted to be the appropriate and generally equivalent recompense. These supposed contributions, proffered as rationales for capitalism since the dawn of this system, have never stood up to critical reflection, however, as the following brief points and counter-points should suggest:


Profit may be argued to be an indirect return to labor itself, as most people who receive it do so by virtue of having put aside a portion of their labor income which accumulates into the savings that are then invested in one or more firms.



This is the easiest of several supposed contributions to refute: for one thing, it is simply not true that most business investment involves accumulations of personal savings out of labor income – only a small fraction originates this way, all the rest, the large majority of total private business investment, comes from business-retained earnings.12 More critically, if one accumulates savings out of one’s labor income over some portion of one’s working life, then while those savings themselves obviously do represent a deferred part of one’s earned labor income, the additional income returned from the business assets purchased with those savings is not a return to labor but to property: it is income above and beyond what has been earned by one’s labor.

This is the key point to grasp about profit: it is a form of property income. As such, it accrues to whomever owns the business assets involved, regardless of how they attained those assets, and is thus the “reward” to ownership itself and nothing more. The same holds for all forms of income-earning property (and again, whether accumulated by “saving” or otherwise) – interest received from savings accounts or financial assets, and rent income or other returns on real-estate assets are equivalently rewards to ownership and nothing more. Perhaps more strongly than in the cases of interest and rent income, however, profit-receivers may appear to have “done something” for their particular kind of property income nonetheless. Is profit actually a reward for some such contribution after all? Consider the most critical kinds of services proffered as legitimizing bases for profit as a return to capitalists’ productive contributions.


Business owners (and land owners, lenders and other investors) receive property income for the very specific labor they perform of managing their resources, obviously a critically necessary productive activity.



This one too is pretty easy to see through. Of course business resources do need to be managed, and managing them is a kind of productive labor, but business owners hire managers to do that, and pay them for it. Their own profit income is net of the salaries they pay their managers along with the costs of other labor. In the case of smaller capitalists who actually do some management themselves, only a portion of their total income is therefore attributable to their contribution of managerial labor to production in the firm – but all their income above and beyond that portion comes from merely owning the property involved, in this case a business.13


Capitalists’ profit income, like interest income, is essentially received in return for their refraining from spending their business and personal savings on their own immediate consumption, thus making it available for business investment instead.



In neoclassical economic theory, in competitive capitalism, “normal” business profit rates are determined by the interest rate on investments, and this rate may be shown to be determined by investors’ supply of saving, which is in turn argued to be determined by their propensity to refrain from spending on consumption goods. Capitalist profit therefore, at least normal profit, like interest income, is the reward for the service of saving, obviously another critically necessary function for social production.

But neoclassical economics by no means has a monopoly on credible theories of the rates of interest and profit. In traditional Keynesian theory, still widely accepted even within the mainstream of academic economics, interest rates are determined by the conjunction of liquidity preferences and monetary policy – that is, not by people’s propensity to save out of their incomes but by their preferences for money. Thus, given people’s propensity to save, aggregate saving is determined mainly by income, not by people’s willingness to postpone consumption given the level of interest rates as the return on that forgoing of current consumption. As for (normal) profit rates, if in the long run they are determined by interest rates, in the short and intermediate run they are determined by the states of aggregate demand and investment opportunity given the current stock of productive capital goods.

Moreover, the neoclassical account is mainly wrong about the motivations of “saving”. First, the richest capitalists – whose “savings” are responsible for the majority of total private investable funds – simply cannot be supposed to be “refraining from consumption” when they invest instead of spending their income on consumption goods. Their personal incomes plus their businesses’ retained earnings are so great that there can be no question of their and their families’ being able to spend them all on consumption. It is beyond their capacity to “consume” so much, so the excess must be either invested (in personal financial assets or in business assets) or else simply given away. And that specific portion of their personal income which remains in their businesses as retained earnings rather than being withdrawn for personal consumption is either motivated mainly by the compulsions of business competition (firms that do not invest in growth end up dying!), or else is simply not available for withdrawal by owners in the first place since it is top managers who control the firm instead (we will discuss the owner-manager issue later on). In these senses then, owners’ income cannot be understood as recompense for a “service” they would otherwise perform only grudgingly, if at all.

Second, the great majority of savers are “postponing the gratifications of consumption” only insofar as they are providing for their retirement by seeking the best arrangement of their lifetime disposable income. The bottom 40 percent of income earners apparently cannot save at all, i.e., they lack sufficient income to subsist while saving for the future. Among the bottom 60–85 percent, the majority of those who are able thus to postpone consumption to retirement do so importantly by means of home value appreciation and Social Security, which can hardly be construed as forms of saving in which individuals choose to engage as they forgo present consumption. Aside from Social Security, the income that thus enables people to provide for their retirement is actually the “reward” of their owning the property that accrues it, i.e., the luckily appreciating home or the private pension.


As business owners, like other property owners, have taken risks with their capital by having it invested, the income they thus receive is the essential return to risk-bearing, another quite important productive activity when seen from the viewpoint of the larger society.



First, while there are risk premiums “built into” many kinds of businesses’ profits, they are not at all necessarily explained by risks associated with production or productive investment: much “risk” arises solely from market speculation and manipulation, and in such cases any return received cannot be for a productive contribution. Indeed, as Keynes took pains to show, such activities are actually counter-productive to real investment activity.

Second, since government-issued assets are generally risk-free, only that portion of a private-issue asset’s rate of return that is above the government-issue rate (i.e., on an equivalent payoff and term-length government-issue asset) can even be construed as corresponding to a return for investors’ bearing risk (since otherwise equivalent government and private-issue assets are substitutable except for their risk premiums). A substantial portion of the total rate of return on any private asset therefore cannot be so construed even by standard financial interpretations.

Third, the actual returns to risky business and financial investments are not returns to risk-bearing at all but to the actual success of the business or financial asset. This is easily seen insofar as owners of those investments that end up performing poorly enough to yield no return or a negative return receive no such compensation for their having “taken risks”. If simply bearing risk is supposed to yield a return in compensation, why do those whose investments yield no return or a negative return not get such a compensation for it?


“Entrepreneurship” is usually thought of as consisting of the last three of the above supposed contributions, plus inventive or innovative activity that brings new technology or organization into production or that provides consumers with new kinds of goods or services; such activity is clearly productive, and profit is its reward.



Partly this is an issue of semantics. If by “profit” one means the “above-normal” or “economic” profit arising from successful innovation, then while that profit is often attributable to contributions of innovation, “normal” profit itself is not. Normal profit is best construed as the equivalent of interest.

When economic profit is due to actual contributions of invention and innovation, in these times the latter are at least as often made by other people as by the capitalists who actually receive the profit accruing from them. Today most such activity in private businesses is done by hired technical, managerial or marketing people. And looking at scientific research and development as a whole, the majority of it is actually done via government financing, for example, in universities or private entities under government contract or grant. In such cases, again, most of the people actually responsible for innovative successes are rewarded with salary rewards and promotions, not private profit. Much of what the most famous capitalist inventors historically contributed was actually accomplished by employees whose work they merely took credit for as they reaped the profit. This is not to deny that many real innovators have profited from their efforts. But many other successful innovators have not, while those who invested in their work – their “venture capitalists” or financiers, their corporate employers, and so forth – actually captured the profit. Profit goes to the owner of the productive assets that are committed to the enterprise, be it by innovator him- or herself, or whoever else invested in them or otherwise happened to own the assets.

Property and “the system”

While perhaps not conclusive for many readers, these counter-points should by themselves have at least cast some doubt on the notion that capitalist profit is a return for services rendered in the same sense that employees’ wages and salaries are compensation for work performed.14 Knowing that the employer-employee relationship is a power relationship leads to this same conclusion anyway, but looking at profit income as just one form of property income in general – alongside interest and rent – sheds additional light on the role of the private property system in all of this.

In a nutshell, all property income in general, profit included, is the “reward” solely of ownership, and not of any personal contribution made toward the requisites of social production.15 In effect, property incomes amount to no more than a return for granting others permission to use the owners’ property. The business owner allows employees to use his productive materials and capital resources and receives profit; the financial investor allows borrowers to use her funds and receives interest income; a land owner allows tenants to use his land or buildings and receives rent. Each receives their “due” income, but in no case does it have anything to do with providing a necessity of production per se or with actually performing some kind of service.

Of course, one may comprehend this reality as simply “the way the system works”. If there is any “blame” to be cast for this or that negative feature, it is upon “the system” and not upon any individuals or particular positions or roles in which any are placed. In the view of many, it is the very same system that provides the individual liberty so cherished by all people, and whatever the ill consequences, we can thus perhaps live with them. At any rate there is no individual responsibility here: people engaged in exchange or otherwise lawfully making use of their property are merely doing what they can with what they have and cannot be condemned for it. If there is a “culprit”, it is the system itself.

This view of the property system highlights the sense in which it seems an objectively given structure that is overwhelmingly beyond anyone’s ability to alter or influence, much less avoid – and there certainly often seems some truth in that. But in fact it is also a human creation: it is, in effect, the product of choices made by countless people in history, the outcome of an extended process of social decision-making that is, moreover, forever ongoing. It can be and always is changing in ways that we, its subjects, decide – in all those places where the laws, rules, institutions and norms of daily behavior in all aspects of our social lives are created and enforced.

And of course it is also a system in which social power is involved. People in the specific positions and roles defined by the property system are actually responsible not only for the various exercises of power that it structures and permits, but are responsible for the system itself. In effect, it is not true that “all of us” as freedom-loving citizens are complicit in this system, instead some are far more complicit than others.

We have seen how employers, those who own as private property the businesses in which others must work for their livelihoods, thus command and exploit their employees, the vast majority of the rest of the population. Similar powers devolve in the processes of taking rent and interest income based on those distinct forms of private property too. In effect, all three cases of property income are like that of the desert traveler with water to offer those who lack property: each has what the parched foot-traveler – the employee, the tenant, the borrower – needs, and by virtue of that each is able to extract economic benefit. Recipients of both rent and interest do command their opposites in their respective exchanges: rent receivers command those using their land or buildings, to the extent that tenants must abide by their property-use rules or else accept less attractive alternatives; and interest receivers, because they can threaten borrowers with lack of access to credit, possess “creditors’ power” over individual borrowers, and command as well the general directions of investment in the financial market as a whole (we will look at creditors’ power in the next chapter). Others’ lack of either form of property implies, just as in the case of the employer-employee relationship, the necessity of submitting to power. Thus does the power inherent in property-ownership disparities channel an unearned share of the total social product produced by those who work into the hands of property owners in the forms of rent, interest and profit income.

Thus the private property system, contrary to appearances is not at all a neutral structure of mere social order, instead it is the essential supporting structure of social class. Individuals occupying the positions of power which it confers have an interest in this system and presumably use their positions – more or less consciously, more or less intentionally – not only to command and exploit the rest of the population but also to maintain, strengthen and expand the system that enables them to do so. The system is the artifact of countless power exercises in the making, sustaining and modifying of the rules of its use over historical time. It is, of course, an accretion of laws and norms the enforcement of which manifests the ultimate power, that of the state, but the creation and enforcement of those rules at the same time represent the acts of individuals using power positions at least equally as much in the “private sector” as well. We will see in detail how this is so in the following chapters. Because rules are a means of rule, and because the private property system represents the collection of rules that constitute market society, that system may be thought of as the primary instrument of class in that society.


7   Realities of class today

The basic two-class model of social class outlined in the preceding chapter provides a solid groundwork for understanding social class as a power relationship, and it certainly helps clarify the nature of capitalist profit income and the property system. It is of limited applicability, however, for comprehending more broadly the realities of class either in the early years of the modern capitalist system or today. Looking at class in the modern market system, one is struck by what seems a great complexity of rankings and statuses in industries and occupations, with each of which is associated a range of levels of wealth and income as well as of social privilege: how can one begin to make sense of all this with such a simplified model?

Yet economic status and social rank and privilege are not the same thing as power in the sense being used here, i.e., power over people. A considerable range of levels of economic comfort and status is quite consistent with a given set of such power relationships, as will be seen here, and the task of sorting all this out is therefore much simplified. Still, the basic model of the previous chapter is too simple to rely upon for further inquiry into the realities of social class today in two important ways. First, there are other important social classes besides business owners and employees whose roles in the larger contours of social power should be examined. Indeed, even within the structure of employers’ power itself, that is, within the system of business firms and their labor markets, other class groupings are critical for a clearer understanding of employers’ power itself. Managers as a class, in particular, are critical in the operation of firms. And other professional occupations constitute classes as well both in business and in the political and other realms. In this chapter, then, we will begin by expanding upon the basic two-class model, looking at some of the realities of an extensive stratification of multiple, often ambiguously situated classes that are not necessarily easily distinguished.

But second, there are also other important power structures involved in the class system besides that encompassed in the model of employers’ power. An adequate account of class in the modern market society should consider these other related systems of power, for example, the political power system, where democratic mechanisms structure the influence of class power in processes of social rule-making, and the cultural power system, where speech and other expression in the media, education and elsewhere influence people’s habits of thinking and approaching life. These other power structures do not share the stage on an equal footing with employers’ power in governing the modern market society’s economic activity. What makes this a capitalist market society is precisely the fact that while other power structures exist in forms long familiar in other kinds of societies, employers’ power as described in the last chapter and to be further elaborated in this one, is the key to the command of economic activities, i.e., in the allocation and distribution of goods and services. By contrast, for example, in traditional (i.e., tribal or village-based) societies, patriarchal or matriarchal kinship-power dominated economic activity, while in statist societies in recent times, e.g., the former Soviet Union, state-power dominated economic activity. Still, as will be seen, other power structures are critical to the modern class system, and we will consider them here and in later chapters.

The real world of social class

Let us begin with an overview of the main groupings of people that might be considered as belonging to distinct classes, starting at the top of the social hierarchy, that is, with those in the most superior positions of power. In terms of the analysis of the basic model of the last chapter, these are, of course, the owning classes, referring not only to their of ownership of business firms but also to their ownership of wealth in general since that is what enables them to purchase positions of power in businesses per se.

Capitalists and rentiers

The very top includes, of course, those listed annually in the Forbes magazine “400 wealthiest” individuals and families in the U.S. A large majority of these are people who arrived at this position on the basis of financial and other advantages conferred by their families.1 Some heirs, of course, have kept their ownership positions in the firms handed to them by their parents, while others have sold their inherited ownership positions for financial wealth; others yet instead inherited financial “portfolio” wealth (including real estate) derived from the sale of original business ownership positions by parents or earlier family members. The upshot is that many in this top group do not actually occupy business-ownership positions, but are instead what are called rentiers, people wealthy enough to live comfortably on the returns to their portfolios without having significant business managerial positions. The rentier class extends downward to a level considerably below those at the bottom of Forbes’s top group, perhaps as far down as the top 5-percent or more of the population – much further down than that, however, people do not have sufficient wealth to live upon comfortably without having additional employment.2

The majority of rentiers not only lack immediate employer’s power but also lack sufficient wealth to become owners of businesses of any great size while still avoiding having to work. On the other hand, the closer to the top of the class of rentiers one is, the greater is one’s ability to use one’s wealth to purchase sustainable and effective business-ownership positions. At the top are to be found many business owners, some of whom arrived at the top themselves as their businesses thrived, while others inherited their business-ownership positions or else purchased them with their wealth. Some may own several distinct business firms (“ownership” here defined as having controlling interest), while others own mainly a single business (e.g., Microsoft’s Bill Gates). Certainly most business owners, especially those of any great size, have diversified their personal holdings beyond ownership of their main business firms, hence are partly rentiers.

There are altogether some 25 to 35-million private businesses in the U.S. today (corporations, partnerships and proprietorships in all sectors including agriculture), and obviously many are quite small.3 At the bottom of the owning classes are those who both own and operate their own businesses without hired employees. Many of these are “kiosk capitalists” at best, for example, sidewalk snack-stand operators or independent lawn-service providers, many of which are not counted in the number of firms just mentioned, since they are “off the books”. Like rentiers, these too lack employer’s power – they are not really “capitalists”. Unlike rentiers, however, they cannot even “buy” positions of employers’ power, and since they must themselves not only manage their own firms but do all the work of production as well, they are actually working-class people.

A notch above them in the business hierarchy are small-business owners who are able to hire employees even though they must do some significant portion of the managerial and production work of the firm themselves. These include those who employ family members, for example, many small restaurant operators. It may be useful to define a “true” capitalist as a business owner who is able to hire one or more managers for his or her firm, such that he or she can totally avoid both production and managerial work. On that basis, of course, the larger the firm, the more likely one would expect to find it owned by a true capitalist. Michael Zweig (2000), studying data on occupations, supposed that firms employing 20 people or more were probably big enough to permit their owners to be true capitalists, and found that about 2 percent of the population of able-bodied working-age adults were in that category.

Managers and other professionals

The groups at the bottom of the owning classes – i.e., people who own businesses but still have to work in them to a significant extent either in production or in management – are what was once called the middle class. In the twentieth century, the historical decline of small business, and with it the increasing size of the typical successful business firm and the consequently increasing need for all sorts of organizational and technical knowledge and expertise, the “middle class” came to include a growing number, in both relative and absolute terms, of two other important groups as well: managers and other professionals.

If by “profession” we mean any of those occupations that require for most of their practitioners a full higher education (at least a bachelor’s degree) including additional training, instruction and certification of some kind in their field, then these include medicine, law, accounting, teaching, engineering, architecture, counseling, scientific research and so forth. Today, business management fits this definition as well, although it remains perhaps true that there are more who are able to practice without full certification or education in management than in other professions. Management here refers to the task of overseeing production processes involving groups of people working: while wage-employees “oversee” the equipment they use in assembly work, for example, their manager or supervisor oversees them and their work. Because other non-managerial professionals, e.g., doctors and lawyers, frequently are not wage or salaried employees but independent operators of their own businesses, and because many of these businesses employ non-professional staff or similar workers, such non-managerial professionals often do some managerial work themselves in addition to their own professional work. Like other business owners but less frequently, they may hire managers per se to oversee the staff.

These groups are “middle classes” because whether they are independent business owners or salaried employees, they stand between the class of true capitalists and that of true wage-employees, the latter being those who neither own businesses nor are otherwise in positions of command nor able to live off the proceeds of business or other personal wealth. Of all these groups, managers are of particular interest because of their critical role in capitalist business firms, the defining institution of this economic system: in the typical firm of any size, they take the commands issued them by their business’s owner or owners, commands that are usually expressed only in the most general terms, and translate or refine them into more specific directives which they then issue to their subordinates. The latter may, of course, also be managers who take the commands from above and translate/refine them into even more specific directives to others below them in the hierarchy … until at the bottom of the command hierarchy, production workers carry out all the various specific activities required. This command hierarchy is both a site and an instrument of employers’ power, and we will consider it as such further below.

At the top of the business managerial hierarchy, among chief executive, financial and operating officers especially of larger firms, managers have enough income and accumulated wealth to consider becoming full-fledged capitalists themselves. As we will see later, even were their economic status per se not sufficient, their positions in the business organization and in the broader business hierarchy may give them de facto capitalist “ownership” nonetheless. On the other hand, the lowest-level managers may be only scarcely removed from the true working class, even though they do have power over workers. Sometimes their position titles belie a reality even harsher than that of their working-class subordinates, for example, in the length and intensity of their work-day. Moreover, their inability to accumulate wealth given their limited income also ensures their exclusion from the higher reaches of the class system.

The typical large business may employ many other non-managerial professionals in a variety of tasks – accountants, personnel or human resources specialists, finance officers, marketing and advertising specialists, laboratory researchers, information technologists, lawyers, public relations specialists and lobbyists, etc. Many of these are actually in supervisory positions over lower-level professionals doing such work as that of clerks in the accounting and finance departments, lab technicians in R&D departments, and so forth. Many lower-level professionals are certified and with baccalaureate degrees but most lack supervisory power themselves. Although, as we will see, they do have “powers” that working-class people lack, they are nonetheless in working-class positions in the business hierarchy. Many of the professionals supervising them, on the other hand, do have the ability to consider going into business for themselves, for example, in independent accounting, advertising, public relations, law or research firms of their own.

The working class

The “true” working class then consists of those without positions of power, i.e., those subject to superiors’ power but without power of their own over others below them and also without means of obtaining such. Zweig (2000) estimates some 60 percent of the able-bodied working-age population to be in the working class, although obviously there are shades of meaning here, and those in lower-level professional or managerial or “kiosk capitalist” occupations might increase that estimate significantly.4 Their occupations range from taxi driver to delivery-truck driver; they are hospital orderlies or physician’s assistants or nurses; short-order cooks or bartenders or police officers or jail guards; janitors or maids, barbers or manicurists; cashiers, bricklayers, carpenters, electricians and construction-equipment operators; assemblers of machines and electronics, or butchers, bakers and textile-machine operators. Obviously, many working-class occupations require quite considerable skill and often highly specialized training and certification as well as significant job experience, while other occupations require little or no particular skill beyond a brief exposure to the work itself.

Presumably some portion of the variation in the pay of working and professional class occupations is in accord with the human capital and compensating differentials model described earlier in this book. Yet major disparities exist in the availability of occupational choice to people, as we have also seen, and there are therefore major wage and salary differentials among working- and professional-class people that can be attributed solely to unequal opportunity. As we will see in the following section, to the extent that the class of wage-employees (including many professionals) is subject to employers’ power, other major distortions in pay differentials also exist merely because they are, in effect, convenient to employers.

Many people in working-class occupations are “independent contractors”, for example, in long-distance trucking since that industry was deregulated. These are “kiosk” capitalists of one kind or another, and the vast majority, even in these times of “sub-contracting” and “out-sourcing”, remain de facto wage-employees of the firms with which they do business. When they do work on their own, they are subject to great economic insecurity. They typically lack, for example, labor-union contracted grievance rights at work, pension and health insurance benefits, and so forth, and if they happen to make a “high” income, it is offset by great income instability. While they may not be subject to a boss’s direct command, they are certainly subject either to the vagaries of highly competitive and unstable markets or to the command of those larger businesses to which they are attached by contract or with which they otherwise do business. In either case, of course, their lack of accumulated wealth, either as financial or human capital, makes them particularly vulnerable.

Similar vulnerabilities have been on the increase among the “true” working class. Independent contracting is merely one kind of contingent labor, and as part of a strategy to strengthen their positions of power by ensuring more compliant labor, employers have been striving in recent times to convert as much of their workforces as possible to various forms of insecure and ill-paid work. Part-time or temporary employees or “outsourced” employees (either independent contractors, or employees of subcontracted small businesses) are invariably less well-paid and more insecure than those fortunate enough to hold traditional-type jobs in larger established firms. We will discuss this important current trend toward the use of contingent labor at various points in later chapters.

Even narrowly defined, the working class encompasses a considerable range of economic status and privilege, from those few with comfortably paid, virtual lifetime job positions in large firms in stable industries – fewer and fewer these days – to those on sub-poverty wages in part-time or temporary, seasonal or migratory jobs with no security whatsoever even day-to-day, nor any compensation benefits such as health insurance or pensions. The primary labor market as traditionally understood, discussed in the last chapter, is definitely shrinking these days, and working people everywhere are increasingly threatened with the prospect of marginality in the sense of losing the kind of stable connections with the larger society that depend upon a minimum of economic security and comfort.

Poverty

“Marginality” is the essence of the kind of insecurity the threat of which employers are able to use to exploit wage-employees: it is just short of the situation working people expect they may have to experience if their luck completely fails or if they do not pay enough attention to the strenuous requisites of getting and keeping a decent job. In turn, the essence of marginality is the frightening spector of poverty. In the last chapter we discussed the critical role of unemployment as part of the underpinning of employers’ power. Poverty is what the experience of chronic or frequent or even merely occasional unemployment means.

Nearly half of the officially counted working-age poverty population is, however, employed – a quarter is employed in full-time jobs – and such low-wage work is not at all merely the province of young job-holders (U.S. Census Bureau 2008c). Instead, as the visible face of unemployment and of misfortune in the job market, poverty is part and parcel of the set of social structures that underpin class as a form of power. The physical, emotional and social stresses that go with it are the lot of the unfortunate – whose employers may have downsized, outsourced or moved, for example, with their industries’ decline or with the globalization of their markets; or whose families were of the wrong race or ethnicity, or resided in the wrong part of the city to get quality schooling and decent jobs or college admission and financial aid; or whose parents suffered an illness or other catastrophe that prevented them being able to move to a better job or pay for schooling; or who “just made wrong decisions” in planning families, dropping out of school and taking early jobs, slacking off at work, confronting an obnoxious boss or just “following their own bliss”.

If “wars on poverty” seem invariably to have failed, even in this the most affluent society in all of human history, it is an indication of the critically important role played by the visible existence of a population of poor people in the social processes of work in a capitalist market system. Essentially poverty is the face of the threat required to sustain employers’ power over their lowest-paid employees: job termination cannot constitute a serious threat unless it implies a significant contraction in the employee’s livelihood, hence for employees in the lowest-paying jobs, the required contraction necessitates the existence of an economic status even lower yet in order to make credible the boss’s implicit or explicit threat of job termination in the event one fails to please him. Eliminating poverty, in the absence of other major changes in the social processes of work, would undermine the very foundation of this economic system.5 Despite an occasional flurry of political rhetoric and hand-wringing, real war on poverty is probably not possible in this system.

These days the poverty population also includes large numbers of the globally dislocated, whose foreign languages and cultural backgrounds cut them off from access to sources of social and cultural capital, and the legal status of many of whom – in the U.S., these are referred to as the “undocumented” or “illegal” – shuts them out of even the most basic public services and protections. Immigrants are perhaps the most vulnerable of all then to the harshest kinds of employers’ power, and it is upon them that practices of real outright slavery in modern times have most often occurred.6 Given the critical role that poverty plays in the class system, the regulation of immigration is an important matter: too many immigrants who are too vulnerable (for example, as undocumented aliens) tax the system of social protections – but too few tax the system of employers’ power.

Five structures of class

Reflecting upon the astonishing array of status positions just surveyed – from the very wealthiest of the super-wealthy, from the few multi-billionaires to the tens of millions of people in the poorest and most vulnerable groups (we might recall Pen’s parade here too) – what are we to make of the simple two-class model of social power of the last chapter? Even employers’ power per se is more complicated than seems to be suggested by that simple model: at the least, we have just seen that (1) “capitalists” are not a homogeneous group, and their firms are of several different major kinds, not all of which are “pure capitalist” in form; (2) managers are critical in the employer-worker relationship, but constitute a separate class; (3) besides managers, other groups too are “in between” owners and workers; and (4) poverty as a social phenomenon – among both the unemployed and people with jobs – plays an important role in underpinning employer power.

All these considerations need to be accommodated into our understanding of class in modern market societies. Moreover, as noted in the introduction to this chapter, so too do other important power structures besides employers’ power. In fact, analyses of social class as power invariably must go far beyond the “strictly economic” realm of society, because power works that way: social class, certainly in modern times at least, is invariably built on multiple power structures undergirding and reinforcing each other.

I have found it helpful to think in terms of five major, distinct structures of power as essential for understanding the class system as a whole today, and they will be the subject of following chapters of this book. Employers’ power remains the heart of that system in the senses noted earlier, but four other major power structures are closely intertwined with it as constitutive of the class system:


• professionals’ power, that of those individuals in the professional class;

• business power, that of individual businesses in markets;

• political power, or voice in the making of public “policy;

• cultural power, wielded in the “culture industries, i.e., the media and education systems.



We will look more closely at employers’ power, and then at professionals’ power, in this chapter; the business and political power systems will be the subject of the chapter following this; and in Chapter 9 we will look at the cultural power system. Let us begin with some additional aspects of employers’ power that should be clear in light of the complexities noted earlier about social class today.

Processes of employers’ power

As described in the last chapter, employers’ power rests most essentially upon two basic realities of the capitalist market system: economic inequality and unemployment. In reality, the foundations of the power that employers have over their employees are more complicated. First, employers’ power is bolstered or augmented by the internal organization of businesses and workplaces. There, employers’ power per se is “leveraged” by organizing the workplace in ways that allow employers maximum control over their workers.

Using employers’ power to limit workers’ ability to exercise their own discretion regarding how the workplace itself is organized, employers are able to structure the workplace more in their own interests, i.e., profit-maximization. Among the variety of alternative workplace structures that could be tried and adopted in firms, those that augment employers’ power rather than limiting or reducing it will tend to be used and to survive in use since firms adopting them are more likely to succeed and advance against rival firms in competitive markets. Several organizational features of the typical capitalist firm are easily seen to belong to this category: they have arisen historically because they have worked well in augmenting rather than detracting from employers’ power.

Perhaps primary among these is the expansion of management itself as a specialized segment of the firm. Certainly a portion of the historically increasing fraction of the capitalist workforce that is engaged in management is due merely to the expanding need for organizing production in ever larger and more complex firms.7 But another portion is due to the salutary effects on employers’ ability to control their workers arising from improvements in monitoring and directing workers as increases occur in the number of supervisors, overseers, “checkers” of various sorts and associated staffs and technologies. Workers’ “tendency to get out of control” – that is, to run things as they wish, as opposed to how management wishes – may be taken as a direct function of the extent to which the balance of power in the capitalist firm tilts in their own favor. The simple expansion of management itself is about tilting that balance directly the other way.

A second such organizational feature of the capitalist firm is the minute stratification and specialization of workplaces and tasks within the workplace. This too is easily observed in business history, and some of it may be, again, attributable simply to efficiency improvements gained from increased specialization. Yet increasing stratification and specialization within the workplace also have the additional benefit of making it more difficult for employees to organize themselves: either for productive work itself or for resisting the employer’s demands. In effect, minute stratification and specialization serve to “divide and conquer” the firm’s workforce. Workers find it more difficult to coordinate and organize with each other on their own initiative (as opposed to their employers’) when their fellow employees are in greatly different positions with different statuses and privileges. Employers find it easier to play off different groups of employees against each other, e.g., white-collar vs. blue-collar vs. pink-collar, etc. Workers are thus prevented from organizing their work lives and their workplace in their own interests and especially from “getting together” to conduct acts of resistance or to take their own discretion against the owners’ interests, for example, in forming unions or going on strikes or sit-downs or less formal actions.8

A third aspect of capitalist business organization that has served to augment employers’ power, at least in larger firms, is bureaucracy, the careful and extensive codification of a finely delineated departmental and command structure of the firm and the insistence on compliance with that code. In part, bureaucratization reinforces the effects of stratification and specialization just noted. Equally important, it also serves to deflect employees’ attention from the discretionary powers of their bosses: commands and directives, while issued by particular individual managers, appear instead to be impersonal or merely “by the book” or “according to the rules”. Managers and supervisors are thereby enabled to say to their inferiors, “we must accomplish such-and-such” – instead of “you must accomplish such-and-such” – since managers now appear to be just as subject to “the rule-book” as are those beneath them. Bureaucratization thus helps reduce disobedience and recalcitrance by lending legitimacy to the directives given by owners and managers.9

Employers’ power is also critically bolstered and strengthened by power structures and other realities external to the workplace and labor markets per se. One broad set of such realities is that which determines the cost of job loss for employees who are terminated from work. If dis-employment serves as a threat for employees that is effective in getting them to take their bosses’ commands and that stifles “excessive” expectations they may have about work and compensation, it does so because it imposes serious costs on those who lose their jobs. That is, it does so because terminated employees experience major declines in their income and material security, and the greater the expected decline, the greater the threat wielded by employers. The amount of such costs the typical unemployed worker must bear partly depends upon such things as the extent and ease of acquiring unemployment insurance and other social welfare benefits often available to the unemployed such as housing subsidies, medical care, etc. (Green and McIntosh 1998).

The availability of these things in turn is determined politically – i.e., as the outcome of public decision processes that involve the exercise of power in another realm than that of employers’ power, state policy. Employers have important and probably dominant power in the realm of politics, as we will see in the next chapter, even if it is not always as employers per se (much of their political power comes simply from being wealthy). Their power in politics bolsters the power they have as employers, and conversely their employers’ power garners the wealth they bring to bear in influencing politics. Of course, it is not a forgone conclusion that employers always win in the political realm: the point is simply that what happens there matters greatly for the state of employers’ power on the site of the firm itself, for it impacts directly the cost of employees’ job loss.

Note that at the same time, given the income one may receive on job termination, the cost of job loss is also a function of the compensation employees receive at work: ceteris paribus, the higher the compensation at work, the greater the cost of job loss, and the more serious therefore the threat of job termination. Not only may employers set up finely delineated pay-scales based on merit, seniority and job classification in order to stratify their workforces, as pointed out earlier, they may also use the overall level of workers’ pay itself as a variable affecting employees’ “incentives” to work assiduously: pay them “a little more” than one might otherwise be inclined and they will feel more seriously the threat involved in their possibly losing their jobs.

Another important set of external realities critical to employers’ power that is also determined in politics is the legal and political “atmosphere” of labor-management relations. The extensive regulations regarding employment, workers’ and management’s rights and responsibilities and labor unions are critical in this regard: the laws on minimum wages, overtime, health care benefits, retirement and pensions, accidental injury insurance, job safety and health, job termination, free speech and assembly at work – these profoundly affect all working people, union and non-union alike.

Of course the laws on labor unions are especially important. To the extent that government-recognized unions thrive, even non-union workers’ incomes and job conditions are improved: at work, employers respond to the “threat effect” of their employees possibly unionizing by “buying good labor relations” (i.e., good non-union labor relations) with wage and benefit increases. In politics, labor union strength translates into stronger social welfare and full-employment state policies, as well as laws on such things as unemployment insurance, social welfare, retirement, health care insurance, the minimum wage, and so forth. Such public policies serve both union and non-union workers’ interests by improving all workers’ bargaining positions in the labor market, and by strengthening workers’ ability to organize generally and to create unions in particular. Similarly, a variety of laws such as those on child labor, retirement and immigration affect the availability of a pool of relatively cheap semi-unemployed workers to which employers’ may turn when needed for greater control over their employees. Thus the political activities of labor unions have been primarily responsible for whatever benefit these laws have ended up yielding working people in general.

Obviously the laws directly affecting unions are a key variable in determining their strength and prospects. Regulations on the formation of unions – how the voting must be done, how the employer may and may not behave and so forth – are critical for the viability and strength of unions. So too are laws on how employers may relate to existing unions and their leadership, e.g., on arbitrary firing of union leaders, hiring strike replacement workers, worker grievance procedures, contract negotiation and arbitration, legal and illegal strikes, and so forth – all of these affect how well unions may do in promoting members’ and non-members’ wages and benefits, in attracting new members and in exerting influence on relevant political issues.

The amount and duration of unemployment in the economy overall as well as regionally and by occupation is another important determinant of employers’ ability to credibly threaten workers with job termination, of course, and is itself importantly determined in critical social power structures. While the market system serves to regulate the level of unemployment more or less well, as explained in the last chapter, by no means is it completely effective in “automatically” producing the desired result from employers’ perspective. Sometimes it goes so far in generating unemployment that the demand for produced output shrivels (as labor income falls and with it consumer demand), and as it does, business profits shrink as well. Other times the market system fails to go far enough in generating unemployment, allowing employees as a class to attain in higher wages and benefits some of the net income from production that employers consider rightfully theirs. Attempting a proper balance in all of this is the great task of the central bank in its role at the apex of the system of financial power (to be discussed below), but fiscal policy is also involved, hence the politics of the determination of economic policy in the legislative and executive branches of government.

Finally, the larger informational and cultural environment figures importantly into the equation of employers’ power insofar as it affects working people’s perceptions and attitudes about work and the labor market, labor unions and politics, what can be accomplished and what cannot. These too have critical bearing upon the relative strength of employers’ power vis-à-vis workers – if employees by and large do not “believe in” labor unions, for example, they will not even consider organizing them. What I will call the system of “cultural power” extant in the larger society matters greatly also then in its role of sustaining the structure of employers’ power in the firm, as will be discussed in a later chapter.

Professionals’ power

In an important sense, modern society is run by professionals, that class of people with the trained expertise required for many of the kinds of tasks and activities characteristic of human life today. Knowledge and technology in many branches of practical human activity have advanced so far in the direction of in-depth specialization that extensive formal training is routinely required for practitioners in those fields, while whole sets of new, even more highly specialized occupations have arisen both within and alongside them. Correspondingly, business, government and other organizations have become hugely complex affairs requiring trained expertise not merely in the specific technologies and fields of knowledge involved but in that particular branch of knowledge having to do with organization itself. The latter branch has evolved a whole variety of important specialized sub-branches, e.g., accounting, personnel management, marketing, finance, each of which has itself also developed a variety of sub-specialties, for example, advertising, product development, human resources, organizational psychology and so forth.

The need for expertise in and coordination of difficult and interrelated activities and projects in modern society, along with the developing need for technical and command personnel in business hierarchies of correspondingly increasing size and complexity, underlies the power that professionals have individually and as a class. As market competition spurs continuing development along these lines, it has been conjectured that the growing power of professionals may even imply a revolutionary shift in the fundamental power structures of modern society: both socialism and capitalism in their advanced forms in these times are actually what might be called “coordinator” societies, in this view.10 While “the real power” did seem to have devolved into the hands of the professional class in the historical socialist experience, capitalists remain the real power in modern market societies. Still, even there the power of professionals is a major phenomenon of modern times.

That power is not merely some abstraction of the special status or prestige of the educated class, it is a real form of domination: as we will see, individuals in professional positions have and exercise power over other people. They are able to take those power positions primarily because of their having significant human, social and cultural capital in a world in which these are unequally distributed, that is, a world in which others lack these things hence must submit to those who have them. Most especially, human capital, as formally gained from general and specialized education, is the proximate currency required to purchase professional power positions in modern society: the need for the services of people with special knowledge, and the fact that knowledge is costly potentially exploitable constitutes the main dependency upon which professionals’ power rests.

Of course, professionals’ knowledge and the power positions they occupy with it are “purchased” routinely with social and cultural capital too (see Chapter 4 above), but good, old-fashioned financial capital, i.e., individual and especially family wealth, remains the main foundation of people’s ability to attain professional positions in market societies – for money brings access to not only the requisite education but also the requisite social networks and cultural faculties. And again, as with employers’ and business power, it is inequality in the distribution of capital that underlies professionals’ power, since if everyone had equal access to the capital requisite for attaining professionals’ power positions or the means to escape subordination to them, no one could be subjected to such power.

Professionals’ power is of two kinds, agency power and managerial power. The latter is what is exercised by those in hierarchical chains of command over their subordinates. Insofar as managerial power is what underlies the ability to command people to the tasks required for fulfilling the goals of capitalist or bureaucratic organizations, it virtually defines the nature of management in such systems. But while in capitalist firms managers must have power over subordinates in order to manage, and while intermediate-level managers are in turn subject to the power of those managers above them (or, at the very top, that of the owners themselves), managers nonetheless also have a kind of power over their superiors that derives from their role as agents of the latter in positions of asymmetric informational advantage. Just as lawyers are agents of their clients and doctors are agents of their patients, business managers are agents of their firm’s owners(s). Thus modern hierarchical organizations embody power relationships going both downward and upward.

Of course, an effective organization requires that the downward power relationships, i.e., managerial powers, be decisive over the upwardly directed powers of inferiors in the hierarchy, i.e., agency powers. Without decisive managerial power, managers would have no place in the hierarchy, indeed the latter would be effectively nonexistent. Managerial power virtually defines the status of hierarchical intermediates in the capitalist enterprise, it is the form of professionals’ power most critical to that or any other hierarchical organization. Yet while entire faculties of graduate business schools are therefore devoted to the study of managers’ power (often without acknowledging so), economists have perversely expended much greater energy on the study of agency power (virtually never acknowledging so). Ironically, the need to counter inferiors’ ever-present agency powers actually defines and determines the need for managerial powers in the first place. Thus we will consider agency power first.

Agency power

Economists have long considered the principal-agent relationship a “problem” insofar as it may entail “efficiency losses”, only seldom noting that the essence of the problem is a power relationship. The agent has power over the principal by virtue of an information asymmetry – the fact that the agent has information that the principal lacks – and by virtue of the agent’s ability to use that information to his or her own benefit and at the principal’s expense. This follows from the nature of the contractual relationship between the two. The agent is employed by the principal to accomplish some specific end for the latter, who often is motivated to employ someone rather than doing it for themselves because of ignorance of or a lack of expertise in the knowledge or techniques necessary to accomplish that end.

The agent thus can extract benefit from their position vis-à-vis the principal, at the least in the form of “extra” income or “rent” from the principal – that is, in mainstream economics terms, income greater than the minimum necessary to elicit their services. Principals, aware that they may be thus ripped off, may nonetheless happily pay extra, insofar as the extra pay discourages agents’ opportunistic over-reaching. If the agent can get extra pay equivalent to what they could take from the principal by some deception, for example, without having to make whatever effort would be involved in the deception itself, they may well choose to do so. Of course, even with the extra pay, they may nonetheless undertake the deception and make even more income from the principal. Either way, however, the principal is usually aware that the greater is the agent’s income from their relationship, the more the agent has to lose by being caught in the deception and having the relationship terminated by the principal or suffering even worse punishment. Thus may the principal “buy the agent’s honesty”.

Examples of such relationships in modern market economies abound: doctors and their patients; lawyers or accountants and their clients; automobile mechanics, construction contractors, even hairdressers and their customers; corporate CEOs and their stockholders, higher-education faculty and their institutional administrations – all involve agency power relationships. Indeed, all employees, not just CEOs and managers but ordinary workers too, have agency power to some extent vis-à-vis their hierarchically defined superiors in the organization. For most ordinary workers, their agency power is too little to be of much consequence for their own incomes. But the incomes of people in many of these professional occupations are significantly inflated by the rent they are able to extract from their positions, in some cases quite spectacularly, e.g., as in the case of corporate CEOs.

Principals invariably seek means to minimize the impact of their agents’ power, and economists’ inquiries into the principal-agent problem have been mainly about how best to ameliorate that impact. It is in the context of running a capitalist business, however, that the issue assumes especially great importance. In many cases, the particular knowledge that employees have that might otherwise give them power over their superiors in the business hierarchy may be easily enough attained by others that they can be easily replaced with more compliant and obedient employees at little cost to the firm. For such employees, simple employers’ power by itself may suffice to stifle any excessive exercises of employees’ agency powers. In other cases, however, employers’ power must be leveraged in order to be an effective check on employees.

The leveraging is often easily enough accomplished by technological and organizational means within the firm. Today’s communications and information processing technologies, for example, enable improvements in the monitoring of subordinates in the business hierarchy. A major organizational enhancement of the monitoring of subordinates is the multiple layering of supervision constituted in the managerial hierarchy itself, of course. Other organizational improvements include such things as group decision-making, improved congeniality and multiple personnel evaluations. Enhancements in incentives are also possible, such as those discussed earlier, and the use of evaluation based pay, bonuses and “efficiency wages”.

In effect, since managers’ power at all levels of the business hierarchy is merely delegated employers’ power, the latter effectively constrains employees’ agency power throughout the hierarchy, as much among higher-level managers toward the top as among production level employees at the bottom. But toward the apex of the business firm in many instances, top-level managers’ agency power over business owners gives them near-ownership powers themselves. Their position at the head of large and complex organizations of greatly diverse activity and their many connections with other firms and governmental organizations give them the ability to effectively “hide” much from their firms’ owners, and to organize information and decision-making processes in their own interest. Thus, being able to effectively run things more to their own choosing, they can “vote themselves” into impregnable positions of command with higher compensations (often including significant portions of their firms’ stock) that amount to major extractions from owners’ profit income.

As businesses have grown in size, outside stock-holding has become so diffused that controlling interest coalitions of stock-holders have sometimes become impossible to form, and top management’s ability to run things at its own discretion has increased even further. Indeed, according to the “managerial hypothesis” top managers are thus the de facto “owners” of the largest corporations, running them pretty much as they wish while the stock-holders have been relegated to a position of mere rentiers.11 These realities, of course, almost certainly account for the increasingly outrageous disparity between top managers’ compensation, especially that of CEOs, and that of the rest of the workforce. We will look at this phenomenon again in a later chapter.

Managers’ power

Certainly the most fundamental of the various approaches to checking and controlling employees’ agency powers in the firm is the use of monitoring and supervision by management, i.e., intermediate layers of specialized supervisors charged with the task of ensuring employees carry out the ends of the firm. As a hierarchy, the firm constitutes a cascading of directives downward with increasing specificity and of managerial powers downward over successive layers of employees. At each layer, the manager is in effect delegated with the employer’s power of the firm’s owner(s); the manager cannot claim their power as “his or her own”, he or she is merely “loaned” it by having been hired into the particular position in which he or she is employed. As an employee, the manager’s job is to ensure that his or her managerial power is best used in the interest of the employer. Thus whatever power he or she has over subordinates is both by virtue of the employer and exercised in the interest and on behalf of the employer.

Manager’s power consists in their ability to determine subordinates’ status – in promotion or demotion, retention or firing, granting or withholding pay raises to subordinates, etc. – while the latter, of course, cannot reciprocate. Managers are simultaneously subject to their superior’s similar power. Ideally at least, whatever power they have over those below in the command hierarchy is supposed to be effectively in the service of the “ultimate” power of those above, i.e., the business owner(s), and to the extent that is true, manager’s power over inferiors is not really “their own”. Does a manager have any real power of his or her own over subordinates?

Whatever power “of their own” managers have over inferiors exists only to the extent their superiors’ powers over them are incomplete, that is, only to the extent they have real discretion of their own, or to the extent their superiors cannot sufficiently constrain them that they cannot take their own initiative in directions contrary to their employer’s wishes. Of course, all intermediates in command hierarchies do have some such discretion of one degree or another – it accounts for many of the really interesting aspects of life in hierarchical organizations. Ironically then, a critical aspect of managers’ agency power over superiors is that they be able to use their management power over inferiors in their own interest rather than in that of the employer.

Their agency power enables managers to “inflate” their incomes in two different ways. As managers with independent powers of their own, they may be able to take benefit directly from those below them in the hierarchy. The lower the position in the managerial hierarchy, in general, the fewer are the potential economic benefits thus available for possible capture by managers from the exploitation of those beneath them in the firm’s workforce. As agents of the employer, second, they may be able to take advantage of the employer to whatever extent the latter must offer incentives in attempting to ensure their correct behavior. In both of these ways then, managers get hold of a portion of the material benefits deriving from their power over inferiors that would otherwise “percolate up” exclusively to business owners.12

Conclusion

We have now seen a far more complex reality of social class in modern market systems than the basic model of employers’ power suggested. The system as a whole now appears as a highly varied and stratified hierarchy of people – not merely two classes, but a variegated layering loosely organized around the two broad classes, with the delineations between them now significantly blurred. Other social processes now are involved in the constitution of employers’ power besides wealth disparity and unemployment: we have seen, in particular, how important are the existence of significant poverty in the society, the artificial division and stratification of labor in the business workplace itself, and public policies aimed at appropriately securing the requisite larger economic environment. And other structures of power are foundational in the class system besides employer’s power as well: in this chapter, we have seen how professionals’ power provides the requisites of the day-to-day detailed operation of the system; and in later chapters, we will look at what I will call the business, political and cultural power systems as well.

At each particular level of the class hierarchy and within each collective entity immersed in it, the employment relationship appears to be the most predominant organizing element, and in that sense employers’ power is both the linchpin and the distinctive structure of this system. Moreover, the fact remains clear, despite all this additional complexity, that the propertied – or more broadly perhaps, those with financial and human capital especially, but also social and cultural capital – are especially different from the rest of us in their endowment with actual or potential positions of immediate, real power over others. As in all of human history, so too in modern market economies, the prestige and economic status of the propertied are actually derivative of, not distinct from, their positions of power over others. As we explore the class system further in the following chapters, allowing for additional complexities yet, we will see that these critical realities remain intact. Indeed we will see that the business, political and cultural realms of modern market societies, contrary to the democratic populism of market mythology, do not much temper or counter these basic realities of the class system but instead are to a great extent merely part of it.

We have now developed a fairly realistic picture of the modern market society as a class system in the sense of one in which the economy is structured as a command hierarchy: class power is not only present but an essential constituent. This is a good point then at which to step back and try to consolidate things a bit. In particular, how does all of this jibe with the earlier picture we developed of an economy in which people make their occupational choices subject to constraints, taking advantage of whatever opportunities are given them as they seek their best economic prospects? Is there a way to reconcile all of this with that earlier picture?

Unless one simply refuses to acknowledge power and class at all (as unfortunately some in the mainstream of economics have), there should be no major conceptual conflict here. Class as power does not change the story on choice and opportunity. To summarize that story in rather dense theoretical terms: people choose their occupations in accord with the human capital model, with compensating differentials and hedonic wages, subject to differential constraints arising from information imperfections and asymmetries, labor market immobilities, discrimination, inequalities of prior endowments of financial and human capital, and systematically segmented labor markets. Acknowledging also the relevance of inequalities of prior endowments of social and cultural capital, the upshot is systematic major disparities in substantive economic well-being among people, disparities that are considerably above and beyond those due to differences in innate abilities. These disparities are systematic, moreover, in that they reproduce already given disparities in prior endowments of wealth broadly defined: “class” reproduces “class”.

Class as power adds this critical point to the story: what happens in the labor market is not simply people moving to and fro in pursuit of their most preferred occupations, then proceeding to get to work. Instead it is also, in effect, about allocating labor at work in processes of control by means of power in the workplace. Since all work is allocated by power, as people choose occupations, they are simultaneously moving into one or the other of the two poles of a power relationship: by their lack of capital (broadly defined), most must choose to move into a basic employee position, while others, by their possession of sufficient capital, may choose to move into a professional, managerial or even a capitalist/ownership position. Again, prior endowment or class background is the determining factor, so that “class” again reproduces “class” – but here class is a position of real power over others, or else subordinacy to the power of others, in an employers’ power or professionals’ power relationship.

As a consequence, the reproduction of class as power is qualitatively something far beyond that of “class” as mere economic status. In the latter case, the reproduction of “class” is simply the process of individuals’ class backgrounds determining their opportunities, so that those with higher-class backgrounds tend to end up in higher-class jobs, transferring to their offspring higher-class backgrounds, etc. In class-as-power, however, in addition to that process, those in upper classes exploit those in lower classes, i.e., derive income from them, that is, reducing lower classes’ incomes and raising their own, thus spreading the differentials among the “classes” from what they would be otherwise. Whereas in class-as-economic-status, the market system passes on the class system from one generation to the next, in class-as-power, the system effectively creates class disparities.

It is perhaps needless to add that from the viewpoint of our earlier concerns with economic inequality per se, the upshot is simply a good deal more substantive inequality yet than we had acknowledged up to the point at which we began our inquiry on class as power. If disparities of opportunity imply substantive economic inequalities (above and beyond those due to differences in ability) reproduced down the generations, then that is all the more so for disparities of opportunity that are consequent upon the exercise of power.


8   Running the system

Business power and political power

Employers’ power virtually defines in broad outline the class system of the modern market society as its predominant power relationship, and operates at the micro level of the firm or the production workplace. Professionals’ power, while enabling those possessing it to assume class positions more or less outside the basic employers’ power relationship, “runs” the society in the sense of managing it and providing it with technical expertise, and operates also at the micro level of the firm or the workplace. In this chapter and the next, we look at three additional power structures that are closely intertwined in the class system as constituent parts but operate above or outside the level of the production workplace.

First, in the economic realm per se, that is, those portions of society economists have traditionally claimed as their purview, power operates importantly not only within the firm and the workplace but also in relations among firms. Economists have been loath to examine power relationships anywhere in the economy, of course, but what I will call the business power structure – that which organizes the hierarchical relationships of command and influence among businesses – is a critical part of the class system of the modern market society. It guides or steers the directions of development of the economy and society, and as well forms an important part of the skeleton of the stratification of personal wealth insofar as the latter correlates with individuals’ associations with or ownership of particular businesses.

Second, essential to the creation and maintenance of the institutions and processes of daily life in a class system is political power, for it effects the rule-making in the public sphere that guides the conduct of all affairs economic and otherwise in the modern market society. It is a commonplace that “money is power” in the political realm – and the converse is true as well – and individual’s political powers therefore are closely correlated with their class positions. Political power is the very lynchpin of the class system, and the political power structure is therefore continually contested, but given the correlation of individual’s political powers with their class positions, the contest is more or less reliably one-sided in the modern market society.

Third, cultural power influences people’s attitudes, perceptions and values sufficiently to align them with the requisites of life in a class society, and has a pivotal place in the panoply of power structures sustaining the class system of the modern market society. Until modern times, cultural power worked through the institutions of family, church and people’s direct association in their communities, but today it operates critically in the mass media and the education systems. In the following chapter, then, we look closely at these latter two institutions as loci of power that work to sustain and reproduce the class system; that is, we look at how they are structured to ensure that the messages conveyed in them correlate with those most preferred by people in positions of power in the class hierarchy.

In this chapter we consider business power and political power. Political conservatives have tended most to fear the power of big government, while progressives have most feared the power of big business. Where is the real “power behind the system”? We will look somewhat at the interplay between these two structures of power – it will become especially clear as we consider political power – but we will not attempt to clarify here a “theory of the state”:1 we will simply outline the structures of business and political power, respectively, as they shape decision-making in those two distinct spheres of society and the class system of which they are a part.

Business power

The patterns of development of the modern market economy are guided most importantly by what may be called business power, a pattern of power relationships that is manifest in the hierarchical structure of the business sector as a collection of distinct but interdependent firms. Power lies generally in the hands of the largest individual business entities, i.e., the biggest corporations and networks of financial and non-financial businesses. In conjunction with the public sector, these guide or steer development with investments that lead the rest of the business sector.

Thus, what has been called “guided capitalism” is actually descriptive of all variations of modern capitalism.2 Regarding the private sector of that system, contrary to the storybook account given in introductory economics, capitalism is not a mere anarchistic hodgepodge of firms in anonymous competition with each other, all more or less equally disadvantaged in the melee. Businesses are not homogeneous. Instead the business system is a highly stratified collection of greatly differentiated entities in an easily discernible power hierarchy, in which influence reaches from the heights of international finance and globalized production down to the remotest rural small business. Power in this hierarchy roughly correlates with a business entity’s size, and those at the peak of the hierarchy, the largest transnational corporations, actually dwarf many nations in their economic activity and social, political and economic influence. At each level in the hierarchy, a firm may be surrounded by many smaller ones that are, as a group, importantly subject to its business decisions, while it and others like it may be themselves subject to the decisions of yet some larger entity.

To say that the business system as a whole is hierarchical is not to assert that it is inflexible – in fact, its flexibility and dynamism are well-known, as is the pervasive competition that underlies them. That competition and flexibility make it a most effective organizational scheme for national economies, but what enforces specific coherence in its patterns of development over time is the power structure that coordinates businesses at each level of the hierarchy with those above them. If the primary means of class exploitation in the capitalist economy is employers’ power, the main mechanism of system steerage is business power. Steerage occurs as profit is gathered by larger entities from those lower down in the power hierarchy and mobilized in directions of investment mainly decided at higher levels.

In this regard too the textbook account of mainstream economics is more than simply misleading. “Consumer sovereignty” is not the main guide to the development of the system, at least in its larger contours. Consumers do, of course, exercise choices that critically decide certain matters, but both their “tastes and preferences” and the available alternatives from among which they may choose are importantly influenced by businesses’ advertising and marketing their products and services and influencing relevant public policy in whatever directions are accordingly required.3

In the process, profit is channeled into those entities in more powerful positions in the business hierarchy. Depending upon the power relations within any such entity, the extra income is parceled among the business’s owners, managers and workers, and possibly other firms with which it does business. For example, workers more often have successful labor unions in firms with power positions, since such firms are more able to accommodate them, and accordingly the extra pay garnered by a union actually derives as a portion of the firm’s extra profit. Similarly, the managers in such firms are usually the highest paid of all those in similar positions of responsibility. Thus, while profit-rate studies of larger firms or firms with market dominance frequently do not find major differences in their profitabilities,4 the hierarchy within the capitalist class itself is, of course, strongly correlated with the power hierarchy of their business firms, with those at the “head of the class” in terms of personal financial wealth also at the head of the most powerful firms.

Several specific kinds of power relationships among businesses constitute this system as a power hierarchy. For each, however, an important underlying determinant of which particular businesses actually take power positions is simply their size, measured specifically by their access to investable funds. Just as among individuals employers’ power is undergirded by differentials of wealth – the wealthy are able to “purchase” power positions over those who cannot afford otherwise than to subordinate themselves to them – so too is power in the business hierarchy undergirded by differential spending power among business entities. To see how this is so, consider two kinds of power relations among businesses that are especially noteworthy here: monopoly or oligopoly power, and financial power.

Monopoly/oligopoly power

The textbook case of pure monopoly is merely the rare extreme case of a much more common situation widely found in market systems, in which a small number of firms control an entire market. Industries are easily listed in which a single firm unambiguously dominates as the universally recognized leader in pricing and investment among several or many considerably smaller firms. So too are oligopoly industries, in which a few firms share dominance, behaving in tacit or actual collusion in many respects as if they were one, even though they may rival each other in other respects.

Aside from the simple universal striving among all firms to achieve dominance over their rivals in market competition, the most important cause of market concentration is pervasive barriers to entry that limit the number of firms in most markets to something far short of the textbook case of competition, such as:


• scale economies that, in conjunction with transportation and communication costs, lead to concentration in a large or small region or locale;

• exclusive or privileged access to productive or other resources due to concentrated ownership;

• advertising and marketing barriers such as brand-recognition and customer loyalty;

• strategic actions of larger or otherwise advantaged firms to prevent entry by rivals, e.g., temporary price-cutting, strategic over-capacity, subsidiary cross-subsidization, product differentiation in market niches.



Deserving of a special place of its own in a list like this is advantageous relations with government. Patents and copy rights, trade protections and so forth are only the tip of the iceberg here. Government contracts and special tax breaks ranging from depletion allowances on federal taxes to breaks on state and local taxes for simple location for countless businesses nationwide; loan guarantees; and even special acts of Congress, state legislatures and local governments given to individual firms – these are but some of the kinds of largesse from public authorities granted more or less selectively.

Such realities hold at every level of market size, from the global down to the regional and local. Public policy aimed at dealing with these realities – anti-trust and regulation – historically has been ambiguous and wavering in its activism. It would be difficult at best to garner enough public resources and commitment to have much effect against the underlying conditions that conduce toward market concentration anyway, not to mention the fact that other aspects of government policy itself are aimed in exactly the opposite direction.

One or more such barriers obviously puts a business entity in a monopoly or oligopoly power position, and the rewards to such a position are well-known in economic theory. It should go without saying that all of this applies analogously on the buyer’s side of markets (“monopsony”, “oligopsony”, etc.) just as on the seller’s. Also, while it often goes unnoted in college economics textbooks, the extra profit going to firms with such market power is actually an income transfer from customers (or input suppliers) and/or from competing firms losing or being put out of business.

Another often critical but mostly unnoted reality about all of this is the fact that a firm’s attaining such a position requires an investment expenditure, as brief reflection on each item in the above list easily shows. Smaller firms, lacking internally generated funds and thereby lacking access to external funds as well, are thus less likely to attain such positions, and accordingly more likely to be subject to the power of those larger firms that do have access – and of course, to have to surrender some portion of their profit to the latter in the process (i.e., by being competed out of business, and/or as customers of or input suppliers to the latter). Thus, like all the other forms of power discussed in this book monopoly/oligopoly power too both generates and is sustained and reinforced by “economic inequality” – here, significant differentials in spending power among business firms instead of among individuals.

Even more critically perhaps is the fact that today the real world is far more messy than these traditional models of monopoly and oligopoly indicate. The biggest firms nationally and internationally are virtually all conglomerated across several or many different industries. Their bringing to bear in each industry such advantages as investment risk-pooling and the cross-subsidization of subsidiaries in strategic pursuit of market dominance against rivals enables them to magnify even further whatever monopoly or oligopoly power their subsidiaries may already have in particular industries.

Moreover, given the powers thus associated with size, larger businesses also are often the hubs of sprawling networks of legally independent firms that are suppliers upstream and/or distributors downstream in the flow of production or that produce “synergistically” related goods or services. Such networks constitute flexible business entities that extend far beyond the legal boundaries of the dominant firms at their core, while giving the core or hub firms “network power” (see below). They ensure the firms on their appendages various advantages in competition with non-networked rivals, even as those appendaged firms are invariably dependent and subordinated to the core firm and in effect accordingly surrender a portion of their profit to it.5 And of course, core firms are advantaged by such networking against their rivals as well, for example, in their flexibility of response to market changes, and their steadiness of access to inputs or other requisites of production.

Financial power

Because of the need for investment expenditures in the face of competition – for customers, access to information or inputs, positions of power in the business hierarchy – business entities have an acute need for liquidity or money per se as a specific asset. Working people too, of course, need liquidity: in a market economy, virtually every aspect of material subsistence requires having some money more or less readily at hand. For individuals, getting the funds required for expenses incurred in lean or transitional times requires either liquidating other assets, e.g., one’s home, or else borrowing. The same and more holds for businesses, where the need for access to cash is more or less continual, and just like individuals they need a secure reputation of creditworthiness.

Lenders then – wealthy individuals, businesses temporarily with excess funds on hand, and especially financial firms, with their large concentrations of liquid financial assets and money per se – are in a privileged position in market economies. In fact, their position is one not merely of privilege, but of power as defined in this book. Lenders assume a role in determining the behavior not only of their current borrowers but of those seeking their money as well. Borrowers and potential borrowers are constrained to doing whatever is necessary not only to repay their loans with interest but also to sustain their worthiness of credit in the future, the loss of which constitutes a major threat for a business just as for an individual or family. Like employers vis-à-vis their workers, lenders need not necessarily assume an overt role of dominance over their borrowers, since generally the latter obey the obvious even if unstated imperatives of working to repay their loans and maintain their creditworthiness, just as employees generally obey the obvious imperatives of work.

Lenders often do, however, overtly intercede in their customers’ financial and operational affairs. Thus individuals who are close to loan default often must submit to financial “counseling”, and in default, of course, must submit to more than that. Businesses, even financially sound ones, routinely must submit a position on their board of directors or elsewhere in their top management to lenders’ representatives. And both businesses and individuals are usually required to submit to various forms of monitoring of the financial worth of both their loan collateral and their other assets (often by state regulatory agencies).

Lenders’ power per se is very often augmented by monopoly/oligopoly power.6 And lending institutions of substantial size can augment their position further with what may be called network power. Acting as the informational hub of a set of economic activities – e.g., in a locality, a region or an industry – they can use this position and their influence in particular borrowers’ finances and operations to coordinate the diverse activities of the various spenders and investors using their money, hence to determine the overall pattern of those activities. Those businesses most critically involved in such networks typically share “interlocks” of various kinds, for example, among directors or in stockholdings, with the hub firm.7

While financial power is seldom acknowledged among economists,8 its face becomes visible in certain instances. In personal lending, “redlining” is not only usually discriminatory on class and racial or ethnic lines, but also a convenient and widely practiced mode of local development planning. And the extra-exploitation of low-income individual borrowers, cash-strapped with greater temporary needs for funds and with little access to competing lenders, is also illustrative. In business lending, creditor-based network power structures in urban, regional and industrial economic development have been extensively examined in scholarly, business and popular commentary.9 The submission of even nation states to the overt power of finance is illustrated in the “restructuring” of defaulting governments’ fiscal and regulatory affairs by lenders’ coalitions, with help from their international representative organizations, and in the “structural adjustment” terms on loans made by the latter to nations’ governments.10

Even more clearly than in the non-financial sector, there is a hierarchical structure of finance as a specific sector of the economy in terms of institutions’ size, status and power. In banking per se, this structure is manifest in the national vs. state chartering system of banks, and the role of large private banks as the “bankers’ banks” for smaller, local banks. This hierarchy peaks in the national central bank system itself, the supreme bankers’ bank, along with those among the largest private banks that constitute the “power core” of the hierarchy, i.e., the large national banks officially designated for business with the federal government, foreign governments and central bank branches. The rest of the financial sector – insurance and investment companies, pension funds, etc. – are “networked”, as are non-financial firms, with banks. At levels below those of national and international finance, the real power may not lie in banks’ hands or even in other financial institutions’ hands: often large industrial or other non-financial firms lie at the hub of major financial networks.

The “bottom line” of creditors’ power is, of course, the interest and related income taken as a cut out of the incomes of borrowers. Recall the critique given in the last chapter of the idea that interest income is “earned”: actually it is no more than a return on assets owned, like profit and rent, and redounds to owners as the fruits of their positions of power, not of any productive contributions they may be thought to have made to the larger society.

One of the critical roles of the central bank in sustaining the class system is to regulate the supply of money or loanable funds in such a way as to ensure a positive volume of aggregate interest income without too greatly stifling non-financial investment activity and production in general. Some choking off of the economy’s real potential for production is necessary for sustaining both interest and profit income, however: interest rates are sustained by restraining the supply of money or loanable funds, while profit is sustained by the unemployment, that essential bedrock of employers’ power, that is also a consequence of restrained money. Control over price “inflation” is ostensibly the primary function of the central bank’s monetary policy, but that is merely because unanticipated inflation is at once the most immediate threat to real interest rates and an indicator of the “tightness” of the labor market and corresponding slackness of employers’ power.

Political power

In its broadest usage, “politics” may be thought of as those processes of decision-making that lead to the creation, modification and enforcement of society’s laws, regulations, rules and mores. More commonly, it refers specifically to social decision-making about and at the level of government. Effective government encompasses, of course, rule-making that affects all other spheres of life. It may be thought of as either the decisive determinant of the rules applying in all other spheres, or else as the ultimate expression of those rules, the latter being actually determined in other realms of social life. The difference between these two views on government may matter considerably, but either way, what is distinct about government is that it gives the imprimatur of enforcement by the power of the state to the laws, regulations and policies it embodies, regardless of what spheres of life they may affect. Insofar as the state represents the holder of the ultimate means of power – that is, violence – politics is the realm in which those holding “ultimate” power in the society, those at the pinnacles of the society’s power systems, exercise their power most decisively.

While modern “democratic” structures are a major progressive advance over older political systems, politics in the modern market economy is notoriously the child of money. Universal suffrage, fully representative elected officials, unabridged rights of political, religious and personal expression, freedom of association – these and the various other specific institutions of the modern state provide the whole citizenry a voice in government never before seen in the history of “civilized” societies.11 Yet as students of modern government know all too well, the political structures of “democracy”, as they exist in even the most progressive modern nations, leave much still to be done in the direction of achieving real political democracy. As mainstream a proponent of the modern system as Robert Dahl (2000) insists this system is not “democratic” at all but merely “polyarchic”. Where it fails most importantly to be democratic is in the fact that as great an accomplishment as it is in facilitating the participation of citizens in their own government, money still rules it.

The general principles of political power in modern market economies are the same as those of the other forms of power considered in this book. Having wealth broadly defined (more precisely, financial, human, social and cultural capital) enables one not only to take a position of political power but also to avoid being subject to it since one has the resources to counter, or to avoid or “escape” it, in various ways. Lacking wealth puts one on the short end of political power: one cannot take a political power position, and instead must be subject to others’ political power, that is, submit to political decisions to which one would not have consented in a truly democratic context.12

Thus while ostensibly this system aims at giving an equal voice in political decision-making to each citizen, in reality personal wealth is a major determinant of citizens’ input into the process – in effect, those with more wealth have many more “votes” than those without, even as all enter the polling place per se as equals. Money’s influence in politics works in several distinct ways.

Individual political participation

Individuals’ participation in political decision-making takes many forms, ranging from the simple act of voting to turning out for public demonstrations, from joining and participating in or leading civic groups’ involvement in political activities to donating financial or other resources to such groups or to political candidates, from sending letters or other communications to public officials to running for or acting in public office oneself. All forms of individual political participation require, however, significant personal resources, and those with more resources therefore are better able to participate.

This is obviously true of participation in the form of donations of money, but holds equally for all other forms as well. Volunteering for political activities, e.g., joining and participating in groups or campaigns or turning out for demonstrations, requires time, as does the simple act of voting itself- indeed, even the necessary act of merely registering to vote in the first place. Those on the shortest end of the income and wealth distributions may be completely shut out of politics for this simple reason – for example, their employers may not permit them to leave work early to vote and often they cannot afford transportation to the polls either. Informing oneself on the issues is, of course, also costly, and attaining what one might consider a sufficient competence to enable one to participate may be prohibitively so for a lower-income individual. The greater is one’s affluence, on the other hand, the more “extra” or “surplus” time, energy and financial or other resources one may have that are required to participate in politics.13

Private organizations

Most significant politics in modern market societies in these times takes place through private organizations of various kinds: individuals on their own are inadequate to accomplish much of anything politically unless they are wealthy. Even some of the more notorious apparent exceptions actually have personal organizations of their own. Private organizations, in effect, bring together, aggregate or orchestrate individuals’ activities toward common ends, and are greatly effective for influencing government action from legislation to the enforcement of laws, regulations and policies. However, organization for political ends is costly and requires financial and other resources: people must be hired as employees to accomplish many of the tasks necessary, and even if all involved are volunteers, their organizing efforts will require communications and materials expenses along with their own time and effort. Those organizations better representing the political preferences of more affluent people, i.e., people more able to contribute, join or otherwise be of help, therefore end up better endowed with financial and whatever other resources are required, and accordingly are better able to press their ends upon government. Needless to say, organizations representing the less affluent are generally out of such luck.

Lobbies, advocacy organizations and research institutes or “think tanks” are among the important kinds of political organizations. These may be single issue or more broadly oriented, and may directly influence political office holders in legislatures or the executive branch, or indirectly influence them by influencing their citizen constituencies. Operating upon all levels of government from the federal down to the local, the main effect of such organizations is to set agendas, i.e., define for discussion in government and the broader public not only the issues they feel require legislation or other policy action but also the appropriate ways to deal with those issues. To the extent that all such organizations are fully dependent upon private contributions, money rules in the processes that set the agendas for political discussion.

Political action committees (PACs) and other similar groups channel financial donations to candidates for political office. While the laws regulating officially designated PACs are quite stringent, like all other political organizations these groups are nonetheless more effective in reflecting the preferences of those more able to make financial donations than of the rest.

The legally recognized political parties are similarly subject to regulations on their expenditures and collections of donations. Contrary to a widespread misconception, the affluent donate money and resources, including personal volunteering, on roughly the same order of magnitude to both of the major U.S. political parties. This makes both parties more responsive to the preferences of the affluent regarding party platforms and office candidates than they are to those less well-off. It is true that the Democrats also receive most of the donations of labor unions and other organizations representing lower-income people’s interests, and are therefore somewhat more responsive to them than the Republicans. But such groups, being less well-endowed than other donor groups (and especially so in recent decades), seldom rule in the Democratic Party, for the latter must attend closely to its biggest donors and constituents.

Finally, other private organizations not dedicated to political activity per se are nonetheless involved, often quite closely, in influencing political issues. Labor unions, of course, are not mainly about political action (at least in the U.S.) but do participate significantly in political activity. Still, the weight of private business in politics far exceeds that of labor. At every level of government, business leaders are more or less closely in touch with political representatives in government legislatures and executive branches, expressing their preferences and needs both directly and through their lobbies. Government officials both elected and appointed circulate through “revolving door” positions in private business and vice versa, and while in public office share common social groupings with private business people as well. While the process is highly regulated, private businesses are allowed to make financial and other donations to PACs and other political entities – as their constitutionally and judicially guaranteed right to “free speech”.

Then there are those firms selling their services for direct purposes of political activity, e.g., the political consulting firms, political public relations and advertising firms, and especially the mass media firms themselves that distribute political advertisements (we will look at the media in the next chapter). As private profit-maximizing capitalist entities, these are inclined to bring the same sorts of biases noted earlier directly into public discussions on specific political issues – and their services are costly and far more easily affordable to wealthier interests.14

Capital flight

Government officials, in their relations with the private business sector, are well-attuned to businesses’ reactions to government policy not merely because of their close associations with business leaders but perhaps more critically because of the particular kind of threat-based power business has vis-à-vis government in modern market societies. Briefly, the wrong kinds of public policies from the viewpoint of business and the wealthy may incline the latter to relocate to other political jurisdictions more amenable to their “needs”.

This is a real threat. For one thing, the affected government would lose important sources of tax revenues – and not merely those of the specific businesses and wealthy individuals potentially leaving, but also those of other local businesses and people affected by their leaving as purchases of goods and services locally disappear. Along with these losses of tax bases, jobs and incomes, sources of political funding are also lost, a not-inconsequential matter from the viewpoint of politicians themselves.

The threat and frequent actuality of capital flight or “capital strike” is a critical and well-known factor in local government policy, importantly dictating state and local governments’ policies regarding taxes, regulations, zoning and public services from roads and infrastructure to education, health and welfare, and even research and development. It puts these governments in competition with all other state and local governments across the nation and even internationally for the beneficence of private business and the wealthy, greatly restricting the range of possibilities for public policy.

For while capital can move among localities in search of “the best offer” from state or local government, governments cannot move in search of the most publicly beneficial businesses or affluent residents but must instead offer “incentives” to them in the form of subsidies or lower taxes, suitable labor laws and other regulations, and better public services for their particular needs – e.g., roads, infrastructure, public safety aimed at the needs of business and the affluent rather than at those of the broader public. Since middle- and lower-income working people and the poor are also less able to move, they are likely to be left in the lurch with revenue-starved local governments and poor public services as actual capital flight proceeds, and more likely to be ignored even in good times under the mere threat of capital flight.

Capital then has state and local governments and their lower- and middle-income constituencies at a great disadvantage. In the U.S., the tradition of “states’ rights” to set important public policies themselves rather than being subject to federal laws has been a factor in sustaining this class bias in state and local politics: in effect, it forces these governments to compete for business and wealthy residents on matters of considerable consequence for the distribution of income and wealth.15 It should not be thought, moreover, that the threat of capital flight is mainly a matter affecting only smaller governmental units, for public policies in even the largest of national governments are profoundly affected by it, as we will see in our discussion of globalization later on.

Who runs the system?

The power of the state is certainly the “ultimate” power, but politics is about who wields that power, and whoever has political power therefore in a critical sense has the “penultimate” power. Who then has “penultimate” power? In the face of the realities just presented, it would be difficult at best to make the case that “popular sovereignty” rules the U.S. polity: precisely what institutional aspects of the polity might be thought to constitute sufficient “checks and balances” upon the powers of money just outlined to make it so?

If politics is about who wields the power of the state, then the fear of government is to that extent misplaced: the proper fear is simply that of unaccountable power. Where does the unaccountable power lie in the modern market society? In the “private sector” with the wealthiest individuals and families who run the leading business and financial firms and wield influence at the pinnacle of government. In the modern market society, political power is, to put it simply, a constituent of the class system: it expresses and reflects disproportionately the preferences and interests of those in dominant class positions, and thus, in the directions toward which it inclines government rule-making, mainly sustains and reproduces the class system.

This is not to deny the truly progressive nature of the “democratic” states of most modern market societies compared to pre-modern governments of a couple hundred years ago and their kindred still around today. It is simply to say that class – as a power-based hierarchy of command in the direction of economic activity, and the corresponding stratification of people’s status and well-being according to their place in that hierarchy – is still with us.


9   Cultural power

“Culture” may be understood as the entirety of the collection of ideas communicated among people as participants in the various social systems of information production and conveyance or communication. A great part of the information flows involved occur simply and directly between individuals or in small groups, e.g., families or neighbors, in conversation or localized artistic expression. In an earlier chapter we discussed the importance of individuals’ accumulating cultural capital, or knowledge useful for gaining social status, in their pursuit of occupations of their choice. What is critical about culture from the viewpoint of issues of power is that much of the flow of information involved in its production and conveyance is mainly one-directional – in effect, major “imbalances” exist among different groups’ participation in the construction of the totality of their society’s culture. Anywhere that people speak or display or act while others attend or listen or watch is such a one-directional occasion.

In every context in which cultural communication is continually one-directional, power may be implicated as either a cause or an effect. Of course, in general, the utterances or expressions of some individuals or groups may be better attended to than others simply on their inherent merit. But the powerful are more or less invariably better heard, better attended to, than others. The fact that people choose which utterances or expressions they listen or attend to does not at all negate the possibility that power is involved: as we saw earlier (Chapter 5), an exercise of power does not mean that those subject to it are without choices of one kind of another – the question is, what kinds of choices do they have? The kind of power involved in one-directional cultural communication is what was referred to as value power, the ability to influence non-reciprocally the preferences or values others express or in accordance with which they behave.1

Other forms of power and social influence besides value power per se may be involved in affecting people’s values or preferences. For example, the mere fact that one is under the direction of one’s employer for a large portion of one’s day gives the employer disproportionate access to one’s attention, and may also incline one to listen more closely to the latter’s ideas even outside of one’s work-place and to be more open to them than to those of other people. Thus employer power often gives the boss some value power as well over subordinates in the workplace, of which employers may or may not be aware, or which they may or may not exercise. Similarly, the behaviors of the rich are widely emulated, since whether they have direct power otherwise over people or not they occupy a disproportionate share of public attention – the rich are more or less invariably conspicuously so. Cultural power may be defined as “pure” value power, that is, in which people’s values or preferences are influenced by virtue of nothing other than the cultural communication itself, as opposed to some other power relationship.

Cultural vs. other forms of power

Still, if people are able to choose to whose ideas they listen or attend or respond, then in precisely what sense can they be subject to power in the course of merely being on the receiving end of the communicated ideas? Again, as in other kinds of power relationships, in cultural power too it is a question of the breadth of the choices available to those subject to it. First, if the communication is mainly one-directional, then the “receivers” presumably lack opportunities to communicate their own ideas reciprocally back to those originating the communication. Second, given that the communication is one-directional, if they do not have alternative sources of information (perhaps similarly one-directional) to whom they may listen or attend, sources that could provide information or ideas that counter in one way or another those they are receiving, then of course it is more difficult for people to form any critical or contrary ideas on their own. Again, of course, people’s expressions or ideas may be attended to purely on their inherent merit (i.e., intellectual, pragmatic, scientific), but if they are communicated one-directionally and if those attending do not have other sources of relevant information or ideas, then cultural power is presumably implicated.

Thus while cultural power is “pure” value power, the fact that those on the receiving end of it do not have alternatives available suggests that other kinds of power are involved that prevent their access to other sources of information or ideas, and/or that prevent their giving expression to their own ideas. Such one-directionality and monopoly” in communication generally derives from an imbalance among people of some kind. A power position, for example, that of an employer, may give an individual extra “voice” among people. Although in principle, the imbalance need not be one of power, in every case the one-directionality and monopoly of communication itself will yield cultural power to those doing the communicating.

Cultural power is also like other forms of power in that the individual possessing it need not necessarily perform the actions involved in exercising it upon subordinates. Just as larger employers have managers who do the actual hiring, firing, and directing of employees, the person in a position of cultural power may merely “filter” the ideas being communicated to subjects by selecting other individuals who do the actual expression and communication of those ideas. In modern economic systems based on wage-labor and advanced, complex and capital-intensive mass-communications systems, the material requisites for cultural power exercised in just such indirect ways are quite considerable.

As a consequence, in general, having or lacking cultural power in modern market societies – that is, being on the “sending” side of one-directional communication, or being on the “receiving” end without alternative communication means or sources -just as with other forms of power in such societies, is importantly a function of having or lacking sufficient wealth. In effect, those sufficiently endowed with financial, human, social and/or cultural capital are able both (a) to “purchase” positions in institutions of cultural power and thus be on the “sending” side of communications, and (b) to avoid or “escape” being subject to such power in others’ hands, i.e., to avoid being on the “receiving” end since they can afford access to alternative sources and perspectives on the ideas communicated. Those lacking sufficient wealth do not have the resources either to “purchase” cultural power positions or to “escape” being subjected to cultural power since they cannot obtain access to alternative communications sources.

We will see how this is so by considering a couple of important institutions of cultural power today. Institutions of cultural communication in modern market societies include the mass-media, the educational system, churches, civic and similar organizations, and the family (business and government also represent major such institutions whose primary social functions are, however, other than that of cultural communication). We will look at the first two of these, for the mass-media and education systems are singularly dominant institutions of cultural power today and are increasingly closely involved in the class system of modern market societies (especially as the cultural influence of the family and civic organizations appear to have diminished).

The mass-media

Television and radio, films, newspapers, magazines and books, and live audience speech, theater and music – these were the main mass-media of the twentieth century. Today, these are being supplanted or supplemented by various digital media, including those using satellite or cable systems, compact discs and DVDs, computers and hand-held devices, to deliver the same kinds of content, i.e., a great variety of entertainment, commentary, and other programming. To an extent the actual production and communication of all this programming has been somewhat “democratized” with the advent of the digital media, for millions of people now are permitted to contribute to the overall content of mass-media-conveyed messages by the dramatically lower costs of content production and dissemination. How far democratization will proceed in the future is a critical question for these times.

Arguably democratization has proceeded quite far already. Democratization in the media has increasingly involved people in what amounts to two-way communication, as individuals can “respond” to others’ produced content with productions of their own, e.g., video, audio and music programs, “blogs” and other online textual content. At the same time and as a result, people now have, in principle, an enormous variety of different sources of content to which to turn for other alternatives, especially alternatives to the traditional concentrated media.

Yet while production and dissemination costs have shrank, the costs of producing and disseminating higher-quality content remain prohibitive for individuals and require considerably larger organizations. “Theater-quality” film and TV programming for large audiences are almost exclusively beyond the capacity of individual amateurs (a very few high-profile exceptions notwithstanding), and that remains mainly true in radio where large-area broadcasting is very expensive, as well as in book, newspaper, magazine and music publishing where a variety of factors similarly militate against dissemination of higher-quality communications to larger audiences (e.g., promotion costs, investigative journalism costs, etc.). As a consequence, it may be expected that concentration in the production and dissemination of content in the digital media will proceed more or less as it has in the traditional media industries.

Concentration among the traditional producers and disseminators of content has increased dramatically over the last couple decades: partly due to extraordinarily lax public policy, only a small handful of firms now control nearly the entirety of the higher-quality TV, radio, film, newspaper, magazine and book publishing and music media, along with the digital media now associated with them. In the future, even if a more careful public policy is renewed, the vast economies of scale effective in the industry will almost certainly yield traditional industry firms and perhaps a few independent new “digital-era” firms continued dominance in the mass media as a whole.

Despite Marshall McLuhan’s famous phrase of the 1960s “the medium is the massage”, it remains as true today as then that the content matters at least as much as the medium over which it is communicated:2 what is communicated in the media should preoccupy students of culture, even in these times of remarkable digital wizardry, at least as much as the gadgetry and the amazing communications feats it can accomplish. The issue of concentration vs. democratization is primarily important for the pernicious effects of concentration on media content: the fewer the sources of information competing for audiences’ attention, the more likely is homogeneity of content, and of course the fewer are the alternative information sources available to audiences, i.e., those on the “receiving” end of the communications.

This is not the place for a complete analysis, but a couple of observations typifying the concentration trend might be noted here. While it is certainly true that the typical media company today consists of many distinct media subsidiaries, no subsidiary of any such company is independent of the rest, all are subordinate to the head office, and whatever competition there may be among them is typically very little and well managed by the head office. And concentration in the form of declining numbers of ever-expanding companies has gone quite far in some media sectors: national and international news in the U.S., for example, as reported in newspapers, magazines, radio, TV and online, is assembled in only a couple of places; most local radio stations are owned by a very small handful of nationally based broadcasting companies; and the music industry at the national and international levels is similarly concentrated.

Moreover, these facts actually understate the extent of media concentration. For example, “synergies” are routinely constructed with common programming and other content not only across subsidiaries of single media companies, and not only across media types and geographical regions as well, but even across independent companies in media “joint ventures”. Not only does local cultural uniqueness get washed out of content amassed at a national and international level in such highly concentrated media, but even nationally and internationally based content itself becomes homogenized too.3

However, cultural homogenization in the media arises from two other structural realities of the industry in modern market economies that are much more fundamental than media concentration: first, the fact that the media are managed as traditional capitalist private businesses; second, the fact that the primary commodity sold by these businesses is not so much content for audiences as it is advertising space or time for producers and sellers of other goods and services, or alternatively, access by advertisers to their target audience groups. Because neither owners nor advertisers are disinterested parties in the operations of media companies, the upshot of these two realities is, to put it succinctly, a bias in media content favoring capitalist private business and the system of private wealth, wage-employment and private personal consumption upon which it is based.4

Such a bias would be present even in a competitive media industry, but media concentration aggravates it, especially without some overt role by the state in providing alternatively structured media competing against that of the private sector, or else in strongly and effectively regulating the latter. Arguably then, the critical issue concerning the “democratization” of the media as the new digital forms potentially compete against the traditional media firms, is whether alternatively structured media may arise as a result of the “natural” development of the industry, that is, media not constructed on the basis of the capitalist business firm maximizing profit from advertising sales. While the new media to date do provide more heterogeneity than the traditional media, hence at least in principle some minimal diversity of alternatives to the mainstream bias, there seems no reason whatsoever to expect democratization to develop “naturally” out of the new digital media to any major extent.5

Is there really a mainstream media “bias”? Political liberals accuse the media of a conservative bias overall (in reference to TV news and talk radio these days there can be no question of that). Conservatives accuse the newspaper industry of a liberal bias (a bit hard to swallow, considering the sales of the Wall Street Journal and all of the Chicago Tribune papers). Is there not actually an enormous diversity of content in the media? Within certain parameters, there is indeed great heterogeneity, yet it is still far less than could and should exist, for outside of those parameters what content may be found is greatly limited in scope. Certain dominant cultural elements take up the vast majority of the totality of what is communicated. “Alternative” content is minimized, and what of it does exist is not testimony to an acceptance of or tolerance for diversity in the media so much as it is a requirement for sustaining audience interest by giving the impression of a lively competition among ideas by providing some minimal contrast with the homogeneity of the dominant content.

The class bias of media content is most clearly seen in the U.S. – in European countries and elsewhere a long tradition of alternatively oriented politics based in traditionally strong labor movements has provided for considerably greater balance. Here, one must search long and hard in the dominant mainstream media news, commentary and programming for significant favorable treatment of, for example, labor unions as legitimate organizations representing important interests of working people; or welfare benefits as appropriate public insurance against labor market misfortune; or strong progressive income and wealth taxes as the moral approach to funding the provision of public goods in an inequitable market society; or state enterprise as an effective alternative to failures of private enterprise; or worker-managed production as a further critical step in the long historical progress of democracy. Non-consumerist, non-invidious, cooperative, egalitarian and ecologically harmonious ways of living in human community are downplayed, ridiculed or ignored as non-existent, irrational, quaint or comic – or at best perhaps colorful but unfortunately unachievable.

While these kinds of themes are excluded, certain other broad themes dominate in the mainstream media and serve as a kind of supportive mythology for the class system. Rationalizing the class system or simply distracting attention from it with other concerns, these ideas actually do not hold up very well under serious scrutiny, often contradict each other, and are mainly sustained in circulation simply because of their important usefulness to the status quo. Widely accepted as true, or at least “true enough”, they become not only the defining ideas of the society’s “self-image” but also parameters guiding public discussion on policy matters.

Especially important as a rationalization of class is the idea of individual self-reliance and personal responsibility for reaping what one sows oneself, and the legitimacy therefore of most private wealth accumulations as fruits of productive individual effort: social stratification thus is largely presented as manifest meritocracy rather than as a class system per se. An important theme relating less directly to class but serving to secure allegiance to the economic system on which the reality of class is based and thus to prevent indirect encroachment upon that reality, is the idea of the inherent undesirability of government and the preference for private enterprise as the most efficient and fair of all possible forms of production and social organization.

Distracting attention from developing current issues that would otherwise highlight social class is an increasingly important characteristic of much of the content delivered by the media (and certainly of the media themselves). Particularly useful ideas in this regard, at least judging by the frequency and timing with which they are periodically brought out for use, are the need for military vigilance in a world that is desperately calling for “democratization” and freedom from terror and chaos, and the role of immigrants and other subcultures in domestic crime and other issues. Spectacle in general and of all sorts, of course, from crime on local TV news to national and international scandal, to the continual extreme hype of the professional athletics industry, attract audiences by the sheer excitement it generates, thus attracting advertising expenditures – and consequently tends to take a much greater proportion of the content of TV, radio, newspapers, magazines, etc., than would otherwise be called for. And of course, in addition the media are themselves incredibly distracting these days, what with online gaming and social networking reduced to pocket-sized jewels of enthrallment and in some people apparently even addiction.

Thus is the bias in the cultural content conveyed in the media in modern market societies one that favors the extant system of class in those societies. Certainly, the media are, to an extent, merely “responding to the preferences” of their audiences: they do convey, to an extent, merely the kinds of news, commentary, programming and entertainment those audiences desire across the spectrum of people’s various preferences. Yet the media do not provide for significant public discussion of things outside the parameters set by the class system, hence do not provide much opportunity for audiences to develop their preferences regarding such matters. The media thus constitute in themselves a structure of cultural power.

They are, of course, closely dependent upon and intertwined with the other power structures of the class system. Those who manage and ultimately control media firms do so by virtue of the same employers’ and professionals’ power extant throughout the rest of the society – they are part of the same wealth-based socio-economic elite and occupy the same kinds of positions in media institutions as in other industries. And media firms partake closely in the system of business power with other major firms in finance and other industries from which they purchase their inputs and to whom they sell, as advertising space, the right to access audiences’ attention. Serving to help sustain the class system, they are integrally a part of it as well.

Needless to say perhaps, there is considerable overlap also between the media and the political power system. Concentration in the mass media is at least as much the consequence of political decision-making (for example, regarding the enforcement of anti-trust) as it is of the economic development of the media industry per se. And of course, the effect of media concentration in biasing and homogenizing the content of mass-mediated communications on public issues facilitates the widespread acceptance, or at least tolerance, of such ideas as, for example, that a highly concentrated, unregulated, private capitalist mass-media industry is just alright. Thus, do political power and the cultural power constituted in the mass media engender each other.

Class systems almost certainly could not be self-sustaining without accompanying structures of cultural power of one kind or another inducing a high degree of acceptance of them among their people. In the past these structures were mainly built upon the family, the local community and established religion. The mass media industry is one of two relatively recent institutions in history that have today become critical for creating and sustaining the values and preferences that uphold the class system of the modern market society. Let us turn now to the other such institution, the education system.

The education system

Most people in the U.S. may not think of the nation’s education system as a class structure. It is part of the sustaining mythology in America that our education is among the best if not the best in the world, and is an institution mainly devoted to ensuring equal access to the American dream: our universal and free public education mostly provides the skills people need both for citizenship in a democracy and for productive work lives in their chosen fields. Of course, it is recognized, there are many schools that do not live up to the ideal very well, but most, it is felt, do more or less well. And while there are aspects of the education system that may need serious attention, the system as a whole, most people believe, is primarily not an institution of class but one of democracy and equity.

Yet, as we discussed in an earlier chapter, there is significant variation of quality among education institutions at all levels, and not only between public vs. private schools but also among public schools. We discussed how these quality differences among schools are not merely random, but mainly a direct function of differences of income and wealth of the families of students attending. Thus, the best quality education is to be found mostly in expensive private schools, even if not all private schools deliver it; and the predominantly local and state tax-based financing of public education provides for more spending per student in wealthier school districts and states. State and federal government expenditures do help offset the local and state tax-based differentials among school districts and states, but not nearly enough to fully remove those differentials. Indeed, recent school and teacher “accountability” policies probably work overall to aggravate them.

Moreover, in primary and secondary schools, family income and wealth differentials mean that parents have greatly different capacities for voluntary contributions of time and resources to their children’s schools. And in lower-income secondary school districts, disproportionate numbers of students drop out before finishing their diplomas – either to supplement their families’ incomes, or else because they see little in their environments that suggests that finishing school will yield decent job opportunities. Demonstration effects on their fellow students, even those who might otherwise do well in school, can worsen even further their schools’ graduation rates.

Higher education too is substantially differentiated in quality, not only between private and public but also public institutions. State governments have managed to stratify the latter into a multi-tiered system of schools ranging from premier research and graduate-school-quality universities down to two-year, remedial-quality community-colleges. Is the real function of the latter to provide a second chance for those who have “made mistakes” in high-school – or is it instead the case that remediation, the “cheap alternative”, is the only higher education actually available to most lower-income young people? In recent times, moreover, the rising costs of higher education at all levels means that the cost differentials among all the varieties of colleges and universities are that much more critical in “sorting out” students by income and wealth class.

At the very least then, it would appear that the education system as a whole accommodates to the realities of the larger class system within which it must operate by providing the kind of stratification of quality required by the latter. That is, people graduating from each “level” of the education system move into the variously appropriate positions in the class system, while the “levels” of the education system correspond more or less to the classes from which people enter it. In at least that sense then, the class system structures the education system. Still, that is not quite the same as saying that the education system is actually implicated in sustaining the class system.

However, looking at the education system as an important institution of cultural power suggests it is implicated in sustaining the class system. That education is at least potentially an institution of cultural power should be clear enough, but one could argue that it is merely a case of adults assuming and exercising power over youth in a process that is presumably necessary for enculturating the latter into any society, even an otherwise completely egalitarian one. Nonetheless, further consideration strongly suggests that the power structure of education involves much more than merely inter-generational enculturation alone.

First, the education system is not disconnected in its operation from the larger system of class power, even if the connections are perhaps less obvious than in the case of the mass media. The mass media, of course, are run in privately owned entities that sell advertising space for other privately owned entities for the profit of owners of both the media firms and their advertising client firms. The education system is partly private operated, but only a fraction of the private sector in education is operated for profit – and the preponderance of educational institutions at all levels in advanced market societies are publicly owned, managed by publicly elected or appointed officials, and operated mostly out of tax revenues not sales of any commodity.6 Still, while all of that may represent a step in the right direction, i.e., a degree of separation of education from the class system, it is only a step, for decision-making and the management and operation of the education system are disproportionately responsive to higher class interests. Looking at the private sector of education, that should be fairly obvious, but consider how it is true of the public education system.

The professionals who manage public education, to begin with, are among the affluent, of course, not merely by virtue of having “climbed the ladder of success” but more importantly by the prior endowments of financial, human, social and cultural capital required for them to have attained their positions in the education hierarchy in the first place. While they have some powers of agency vis-à-vis the officials overseeing them, their position is one of managerial power over teachers and others involved in the education process itself for purposes of ensuring compliance with higher officials’ commands.

Teachers too are professionals, but generally are not particularly affluent, and mostly occupy a wage-employment position. While their agency powers vis-à-vis their superiors are significant – they even have significant discretion over many of the details of their classrooms – they are nonetheless substantially subject to their employers’ powers of hiring, promotion, pay and retention, and especially in primary and secondary education most have little discretion over of the content and methods of their teaching.7 Despite significant rights to “tenure”, the ultimate threat of job termination is still relevant for them, and those tenure rights are continually under scrutiny and being chipped away by administrators and education system officials.8 Teachers’ unions are widespread in public education, and are effective in supporting the tenure system and teachers’ pay and relative autonomy in the classroom, but like most unions in other industries they do not generally participate in other aspects of policy. Moreover, while teachers’ unions are strong, in most states they do not have a legal right to strike to get teachers’ preferences about anything accommodated into policy.

Thus while public schools are not hierarchical in the same way as are private businesses, they are nonetheless hierarchical, and management in education is quite “top-heavy” in the sense of being disproportionately representative of and responsive to higher class interests, at least those of the professional class. Do parents have a countervailing position in this power structure? In principle, yes, but in practice only the most affluent parents have the time and resources necessary to have any effect on policy and decision-making in their children’s education institutions. School “parent-teacher associations” (PTAs) are notoriously ineffective on education policy issues of any significance. Parents do have some “exit” power – that is, they can move and find an alternative education institution for their children if they wish (or transfer their children to another school), and in that way “express” their preferences about their children’s schooling. But the ability to do that too is strongly dependent on their resources, i.e., their own wealth or endowments of financial, human, social and cultural capital: what influence parents have in the education system is itself strongly and directly a function of their class position.

How about at the top, in the making of public education policy in federal, state and local government? Officials at the top of education administrations at all levels are by and large from the professional or owning classes, coming from and occupying positions with both agency and managerial powers and/or employer powers gotten by virtue of relatively privileged access to financial, human, social and cultural capital. Of course, it is ordinary political processes, either direct election or else appointment by elected political officers, that actually puts them in their positions at the top of education systems, and more importantly, that makes the policies those administrators follow. In the last chapter, we saw in broad outline the shape that is given political processes generally by the society’s class system, and while it is possible for a single area of government activity to be relatively free of such influence – for example, because of a historical tradition of populism – there seems little reason to expect that is true of education.9

A second consideration also strongly suggests the education system, including the predominant public portion of it, is a class sustaining structure rather than merely one of inter-generational enculturation. That is the fact that aside from what is communicated in the mass media, most or all of the important class-sustaining mythology extant in the society comes to people in the course of their intellectual development in school. We noted earlier some of the identifiable elements of the class-sustaining mythology promulgated by the mass media in modern market societies: these same elements predominate in what is promulgated by the education system. In fact, the promulgation of the sustaining mythology by the mass media itself is made possible by media personnel having been properly educated in the first place, and audiences are, in the same process of education, well-prepared to be accepting of that same mythology.10

Indeed, the education system, perhaps more so than the media system, promulgates class-sustaining mythology not merely by the content of the messages it delivers (in courses, textbooks and other course materials, etc.) but especially by the way they are delivered to their target audiences, mostly young people: in effect, McLuhan’s “the medium is the message” is at least as true of the education system as it is of the media system itself. Students, especially in public educational institutions and outside of the more expensive private ones, are well-trained by years of repetitive experience to accept and respect the legitimacy of authority (in the form of teachers and administrators) and of an ostensibly merit-based social stratification (in the progression of levels of schooling and in the grading system). Similarly, they become gradually accommodated to the behavioral requisites of the extant system of wage-employment by being continually subjected to diligent and timely work requirements under the oversight of an authority who expects of students enough self-initiative to conscientiously accomplish his or her directions but not so much as to critically question the system of authority and direction itself11 After such an extensive and intensive experiential training, gaining and practicing more critical perspectives is difficult indeed, and together the education and media systems of the modern market society are most effective institutional means of providing the cultural requisites of the extant class system.

Capitalist culture

Culture, however, is not confined to that which is disseminated by the formal mass cultural institutions of the media and education systems, nor even in conjunction with the other traditional institutions of the family, religion and social groups. Much of the actual creation of people’s values and preferences occurs outside of that arising from intentional communication – value power exists elsewhere than in the institutions of cultural power per se. Much value power is exercised, consciously or unconsciously, in contexts in which other forms of power are actually at work, for example, employers’ power, as was explained earlier. Thus more broadly, the simple habits of living according to the dictates of a particular social context generate particular habits of thinking along with them, and these become, in effect, “values and preferences”.

Thus there is a “capitalist culture” that arises with the modern market system that dominates in societies in which it has matured, and that is in contrast with cultures based in other systems or traditions. Like all successful cultures it consists of mythologies, ideologies, manners of thought and expression that are constructed partly by cultural power systems and partly by the mere habits of daily life dictated by the various institutions of the society – and that serve to bolster the power structures of the class system. This is not the place for a thorough explication, but a couple particular features of capitalist culture might be noted here insofar as they arise merely from daily life in that system rather than from institutions of cultural power per se.

For one thing, capitalism’s restless dynamism is continually disruptive of existing social structures, as if in a state of perennial revolution. An atomization of community and family relations proceeds, and people are in constant movement. Individual identification by locality, family and community disappears, and in its place arises the well-known “individualism” of this system: a worldview in which the person, and not his or her social context, is primary, indeed primary as the individual’s own guiding principle of daily life as well. The need for wariness and a self-protective attitude in market exchange and competition – in a system based on individual private property as a requisite for individuals’ very existence – further strengthen this individualism. The extension of this attitude to include one’s nuclear family in the fold of one’s “self-interest” is the last vestige of the immersion of the individual in larger social groupings that once prevailed in the human experience. Atomization and mobility in the context of a private property system not only give rise to individualism, they also offer some promise of betterment for individuals and their families by “moving up”, a promise that is an ever-present enticement and an important distraction from whatever other disappointments, frustrations and injuries life may bring: it provides other engaging concerns than those that might otherwise arise from the individual’s immersion in the class system.

This economic system’s restless dynamism in more recent times has also notoriously given rise to another related kind of distraction from the realities of class: the material affluence brought about by the ever progressive technological development of the advanced market societies has led to a nearly universal consumerism, a quasi-addiction of the individual to the continual purchase of an ever-expanding stream of personal commodities as a way of self-fulfillment and of the construction of self-identity. Insofar as the individual’s consumerism is guided by his or her emulation of other, more affluent people’s lifestyles and consumer choices,12 consumerism is especially effective as a way of negating the resentment and other negative feelings people might otherwise have about the system of economic stratification and class.

Individualism and consumerism dovetail nicely with a worldview of the class system as one of meritocracy rather than of power. These are highly serviceable mythologies from the viewpoint of those privileged by this system – not only do they help sustain the system by diverting attention from its invidious side, but in turn the system’s own particular kinds of individual material successes serve to strengthen these very mythologies. On their bases, some might even argue that there is no class system in this society at all in any substantive sense. The worldview thus generated by daily life is, of course, taken up for explicit promulgation by the mass media and the education system, further reinforcing both the mythologies and their promulgators as critical elements of the class system.

Have modern market society and its cultural power system created conformist automatons of people? Does an analysis of cultural power imply that people are, in effect, brainwashed into lockstep with the requisites of that society? It is not required that a successful class society be 100-percent effective in inculcating the appropriate values and preferences in its members: a mere majority would certainly suffice – indeed, even a small minority may suffice, in principle, if those who remain “out of the loop” are not sufficiently empowered to do much about it. Moreover, while it is indeed being implied here that many of those who are “in the loop” are merely followers of the social line, presumably others may not really believe in that line at all but simply go along because it is in their immediate material interest to quietly abide or simply not think about it one way or the other.13 In a world in which most people are too busy working or distracted by the many diversions the system offers to have given it much thought, how many true believers does the society require anyway to keep it sustainable?


10   Increasing inequality today

It is hoped that the outline given in the last several chapters will have convinced readers that class, the power-based hierarchy of command in the direction of productive labor or economic activity, and the corresponding stratification of people’s status and well-being according to their place in that hierarchy, is indeed still with us. We have come a long way from our initial look at the naive “choice” theory of the distribution of income: the most important dimensions of economic inequality are not at all about “different people making different choices”. And while it is definitely an advance over simple “choice” theory to acknowledge that the different opportunities available to people matter greatly, that is only a first step toward better understanding. Indeed, even acknowledging that opportunities are partly determined by the different “classes” to which people belong is still not the whole story: for class is about power, and the classes to which most belong are such that they are subject to others’ power, while the classes to which others belong put them in positions of power over people. Since power has everything to do with inequality – those with power “take from” those without it – omitting power from the story of inequality and class is no small matter.

Let us summarize the last few chapters briefly. The primary power structure defining the class system of the modern market society is employers’ power: delineating the two major class categories, it structures the relationship in which the vast majority of work is directed. Professionals’ power may be thought of as the secondary power structure, delineating other classes that are intermediate or intersecting or even outside of the two main classes; it structures much other work accordingly. Business power structures the private sector as a collection of firms in a stratified hierarchy of influence and command in the direction of investment – and similarly stratifies the incomes and wealth of the people associated with the various businesses. The positioning of people in these first three power structures forms the basis of the stratification of their economic status, that is, their class rankings in terms of the distribution of income and wealth. People’s positions in each power relationship are most critically determined by their wealth (broadly defined) – and just as those with wealth get power, so too do those with power get wealth.

Political power and cultural power are similarly determined, that is, individuals and institutions have positions of political and cultural power partly by virtue of wealth or spending power. Thus these two are closely intertwined with the preceding three structures of power, with people in political and/or cultural power positions also having power positions in business, professionals’ and/or employers’ power structures. Both play essential “support” roles for the class system, which could not sustain without them: Political power determines the rules of the system – i.e., its laws, regulations, institutions, policies; cultural power serves to make people amenable and even allegiant to the system who might perhaps not be otherwise.

This book was motivated by the increasing economic inequality that is now nearly universally acknowledged as evident in these times, that is, the rising disparity in the distribution of income and wealth. While economists were until recently among those least concerned about issues of economic disparity, the question of the causes of the trend of increasing inequality has come to preoccupy a significant segment of the economics profession, and there is by now a variety of theories on the causes of the phenomenon. It is not my intention here to provide a detailed, critical review of the various ideas current on the subject among economists and others – that would certainly require several chapters. Instead, we will focus here briefly on some of those ideas about increasing inequality that are congruent with the main themes we have developed in earlier chapters of this book.

A small but significant segment of the economics profession, along with many analysts in the other social sciences, has forcefully contended that power and class are at the very heart of the problem of rising inequality, and this book is obviously in at least broad agreement. To so studiously avoid even the possibility that power has been the predominant factor in the increase in inequality we are witnessing today, as the mainstream of the economics profession has done, is a momentous mistake. In this chapter, we will consider in outline some of the most critical elements in what may be called a “power theory” or “class theory” of the recent trend of rising economic inequality. In the course of doing so, by contrasting it with several of the more salient mainstream theories, we hope readers will see for themselves the advantages of this approach to understanding inequality.

Disparity at the top of the distribution

Most recently, as of the time of this writing, much of the discussion among mainstream economists on rising inequality has focused on the observation that a large portion of the measured increase in inequality has been due to rising incomes at the very top of the distribution. Some analysts seem to be focusing on top salary earners, as opposed to property-income receivers, as the prime beneficiaries of the recent increasing inequality. Others have noted that both of these top groups have benefited.1 It is a most unfortunate mistake to suppose that increasing disparity at the top is all that is happening, however, or even the most important part of what is happening to the measured increases of income inequality: extreme poverty is also increasing, and so too is disparity in the overall distribution of wages and of labor compensation. For the moment, however, consider this increase in the very top incomes.

To begin with, the trend of increasing wealth inequality seems to be mostly the result of this increasing disparity at the top of the income distribution. Up until the “Great Recession”, still in progress as of this writing, many commentators attributed the recently increasing inequality of wealth to the corporate stock and housing markets:2 stock prices were inflating at a faster rate than housing prices, and since the wealthy were the main stock owners while the middle class were mainly housing owners, the wealthy got wealthier faster than did the middle class. It was clear all along, however, and especially so after both of these markets collapsed in 2008–2009, that the real long-term impetus behind the rising wealth disparity was the increasingly top-heavy disparity of income. To be specific, what must have fueled the rise in both markets, even as the stock-to-housing price ratio increased, was the speculation and credit-over-expansion of the pre-recession boom years; while the rise in the ratio was fueled by the disparity in income growth: as incomes rose strongly at the top, they were disproportionately invested in stock, bringing stock prices up quickly, while housing price increases were fueled mainly by purchases out of slower-growing or stagnant middle-class incomes (aside from those due to credit over-extension).3 Thus it is increasing income disparity at the top and not wealth inequality that is the primary issue.

Looking at the top income receivers then, consider first the top salary earners. These, of course, are at the very top of the business hierarchy – CEOs and other top-level managers and related professionals in those firms at the pinnacle of what has been referred to in this book as the “business hierarchy, i.e., the biggest and most powerful firms, including and perhaps especially those in the finance sector (judging from press reports in recent years). One fairly promising and much discussed economic theory of why these groups have gained such disproportionate income increases is what I will call the “super-star” theory.4

As most people probably know, incomes among top celebrities of all kinds in professional sports, film, music, etc., have grown way out of proportion with the average incomes in other occupations, and indeed with the averages in their own fields. This has happened, according to the super-star theory, because of the expanding scope of “mass-mediation” of these fields: as the audiences of athletic spectacle, for example, have grown with the vast improvements in mass-communication to include the whole world, in effect the whole world has begun to contribute to the salaries of the stars of that spectacle. As some of the very top celebrities are indeed among the top 1 or 2 percent in the income distribution, perhaps something like that is going on among the rest of that latter group as well. For example, similar vast improvements in communications and information technology have given financial firms far more “reach” than ever they had before for marketing as buyers, sellers or brokers the financial assets, securities, etc., in which they deal. Indeed, the very same technological changes – alongside similarly great innovations in the transportation industry and the scale economies in production of all kinds that have also followed – have expanded in all directions the scope of effective operations, purchases and sales of most businesses of all kinds. As CEOs are, in effect, “brokers” of their companies’ positions, and top financial professionals are literally brokers of various financial assets, those in the largest companies especially would be expected to benefit from the expansion of their companies’ market scope.

However, the super-star theory leaves unanswered this important question: referring to the case of professional sports for analogy, why should athletic super-stars be the ones whose incomes are most dramatically raised by the expansion of the market for athletic spectacle? Clearly, the latter expansion implies greater incomes for the industry, but why for these particular people? Many others are involved in bringing, for example, ball-game entertainment to the public. Why haven’t food service workers, maintenance people, photographers and their assistants, programming production people and the many others working at the stadium and in the media and communications sectors to bring the game to viewers – why haven’t they participated proportionately in the greater income generated by the expanding market for athletic spectacle?

I am not referring here to the moral issue involved – we will look at that in the next chapter. Instead, this is simply a question of the facts as they are. It may seem obvious that star athletes themselves should get the biggest income increases, but anyone who follows team sports knows that actually it is mainly the super-stars who get them, not their “lesser-light” team-mates, not even necessarily those who are clearly and directly also involved in their teams’ successes. Again, as a merely factual question, why should not, for example, the TV production people and even the food service workers at sports events also get proportionately the same income increases as the athletes themselves? Generalizing, why haven’t the proceeds of the expanding industrial and financial corporations, instead of going to astronomical windfall incomes for CEOs and top managers and professionals, been more evenly distributed among at least a larger constituency of those responsible for generating those proceeds, if not among all their employees? We will come back to this question in a moment, but consider first another theory about the top 1 or 2 percent of salary earners’ recent windfalls.5

As discussed earlier in this book, a major reality of the modern large corporation is the rising power of top managers vis-à-vis their companies’ stockholders. The dispersion of stock ownership among increasingly large numbers of people and institutions has made it increasingly difficult for any one of them or any coalition of them to assume decisive control over their firm. This leaves a control vacuum that is increasingly filled by top managers, who are able to manipulate the memberships and decision-making processes of boards of directors to their own ends. As the typical corporation’s size has grown as well, its management has become increasingly complex and opaque to outsiders, especially those without sufficient education and training in corporate management itself and connections with middle-level managers within the firm itself. In effect, top managers’ power vis-à-vis stockholders has risen not only due to stock ownership dispersion but also due to a stronger position in their principal-agent relationship with even those stockholders with “controlling interest”. This is known as the managerialist theory of who actually controls the modern corporation, and is considered a relatively heterodox idea among economists.

One particular managerialist theory about the rise of top managerial compensation focuses on top managers’ social interconnections or networks with each other, and the positive effects this social capital has on their effectiveness as executives.6 This theory is almost certainly true, and in effect supplements the basic managerialist model with the insight that the kind of networking referred to in the super-star theory has been on the rise in recent decades. We could add that increased networking implies moreover that top managers may take advantage of broader “old boys” connections with each other’s memberships across boards of directors for manipulating the latter’s decisions, including those concerning each other’s compensation.

In any case, the upshot is that top managers’ increasingly disproportionate influence on boards of directors is responsible for their dramatically rising compensation. That increasing managerial power in turn derives partly from the same trends as those underlying managerial control itself, namely, increasing corporate complexity (e.g., with increasing conglomeration and networking as discussed in Chapter 8) and increasing corporate stock dispersion; and partly from the communications and information technology trends underlying the expansion of networks of all kinds, facilitating the social networking of top business managers. With greater agency powers on the part of top corporate management vis-à-vis stockholders, management is able to “siphon off for itself a greater share of what otherwise would “rightfully belong” to stockholders as the latter’s income.

Yet this “power theory” of top corporate managerial compensation, while it would seem an advance over the mainstream economists’ theory, cannot suffice as a theory of increasing economic inequality overall, and in part for the same reason as for the super-star theory. Two important facts about increasing inequality are simply beyond the capacity of the managerialist power theory or the super-star theory by themselves or in combination to explain:


a While top incomes have risen, incomes of those further down have stagnated or worse: why should that have occurred?

b Among top incomes, not only top salary incomes but also property incomes have risen.



First, of course, neither theory is even about fact (b). Second, these are “partial” theories and as such neither can fully explain even the particular portion of the distribution at which it is aimed, i.e., the top portion, since what happened to the rest of the distribution also mattered for what happened to the top of it. That is, referring to fact (a), had the lower portions of the distribution not stagnated but instead continued increasing as they had post-World War II, there may not have been sufficient income left over to support the increase at the top: thus the cause of the lower portions’ stagnating is at least part of what caused the top portion’s increasing, and a complete explanation of the latter requires an explanation of why the lower portions stagnated. Briefly, that is, to understand why the top portion did so well, we need also to know why the bottom portion did so poorly.

We can begin to grasp the answer to that question by looking at what has happened more broadly to labor productivity vs. labor compensation over recent decades. While labor productivity has continued its long-term growth trend of earlier decades, labor compensation has not: in earlier decades labor compensation grew at about the same rate as productivity, but more recently its growth has fallen relative to that of productivity. In effect, in earlier decades, the increases in output produced by the labor force went proportionately to the labor force – and business owners, managers, etc., accordingly took income increases of the same proportion as those their employees received. In more recent decades, however, the increases in output produced by the labor force have not gone to the labor force – instead they have gone to owners, managers, etc., in the form of disproportionate income increases for these groups while workers’ incomes stagnated.7

To put it succinctly, in earlier decades, top-income receivers had income increases out of rising labor productivity, and so did the labor force overall; but in later decades, the top had even bigger income increases out of rising labor productivity while the labor force overall got little or none. We may say then that the proximate cause of the rising top incomes in both facts (a) and (b), while incomes lower down the distribution have stagnated as in (a), seems to have been this redistribution of the fruits of labor productivity growth. Of course, proximate causes are only helpful if they allow us to identify real or ultimate causes. Thus the critical question regarding rising economic inequality is, why should the fruits of continually rising labor productivity – i.e., continued economic growth – have gone more and more disproportionately to top-income receivers, with the labor force sharing less and less proportionately in that growth?

Unequal workers, unequal skills

Considering a third stylized fact will begin to set us in the right direction. It is true that top incomes – those of property-income receivers, top management of large companies and financial firms, international celebrities, etc. – have risen astronomically. These enormous incomes exert a huge influence on measurements of inequality, to the extent that one might blame “nearly all of the measured increase” in inequality in recent times on income increases at the top (Saez 2010: 4). But the fact is that inequality has increased throughout the distribution. That is, at more or less all levels of the distribution, disproportionately higher increases in income occur in higher income categories: the closer to the bottom, the smaller are the income increases (and toward the bottom they are negative, i.e., decreases), and the closer to the top, the larger are the income increases. The incomes of the vast majority of the population below the top of the distribution are wages and salaries, thus the increase in inequality of recent decades is mainly not a phenomenon of “the very top”: instead, in a critical sense it is primarily one involving the entire range of the wages and salaries of the working class. A third important fact needs particularly to be taken account of:8


c Increasing inequality is apparent more or less all the way up and down the distribution of wages and salaries alone, as well as that of total labor compensation alone.



The explanation for this most critical aspect of increasing inequality that has the widest agreement among mainstream economists is what is called “skill-biased technological change”, that is, the fact that technological change in recent times has altered the distribution of skills required in all production. Especially the digital revolution in communications and information processing has had an enormous impact on industrial and other production per se, e.g., in robotization and digital control in mass production, in the coordination of geographically more specialized production units, in the control of inventory and transportation systems, and in countless other specific processes. The consequence of these kinds of changes for the workforce is a raising of the skills required in upper and some middle brackets of the skills hierarchy of the workforce, while the skills required in lower brackets and in other middle brackets have declined and the number of jobs available for lower-skill employees has declined as a proportion of the total labor force. According to the mainstream economic theory of human capital, labor compensation is, as explained in an earlier chapter, (in long-run equilibrium) a function of the education and training costs workers require for their jobs. At the lower end of the job skills hierarchy, those costs may have not changed much, or they may have fallen. Of course the higher tiers of the skills hierarchy are increasingly taken by occupations requiring both more education and more costly education with the advent of the new technologies. Thus wages and salaries among higher tiers of the skills hierarchy have risen, while those toward the bottom have changed little or have fallen.9

While the skill-biased technological change theory of increasing inequality is quite popular both within the economics field and elsewhere, studies of the theory have had mixed conclusions at best. For one thing, there are difficult empirical inconsistencies with the theory. The timing of the beginning of the increases in inequality pre-dates by about a decade that at which the major technological changes highlighted in this theory began. Also, the skill-biased technology theory suggests a corresponding increase in inequality in the distribution of education and training, but instead that distribution has actually become more equal. And pay inequality has increased not only between different skill-groups in the hierarchy of the labor force, but also within each given skill-group; thus even if the skill-biased technology explanation is correct, the question remains of why this “intra-group” inequality has also increased. While casual observation and some empirical study seem to support an explanation of increasing inequality that involves technological change, at the very least there must also be something else going on as well.10

We have discussed in this book the rather profound theoretical shortcomings of any explanation of distributional matters that is based primarily on the human capital model and the presumption of “well-functioning markets”. Briefly, to summarize our findings in earlier chapters, such an approach, because it tends to minimize the roles of market “imperfections” and of social and cultural capital, may incline theorists to forget just how significant are systematic differentials of opportunity among groups and especially among economic classes. For our own purposes, certainly the most critical shortcoming in most mainstream economists’ explications of the skill-bias theory is the failure to incorporate extremely important issues of power. For if technological changes have indeed been “skill-biased”, then certainly one of the greatest enduring economic consequences for these times has been their effect on the balance of power in the workplace.

For one thing, arguably the new digital and communications technologies have bolstered traditional professional (and semi-professional) classes’ powers with additional information asymmetries above and beyond those they had prior to those technologies. Their agency-powers vis-à-vis clients have probably been greatly strengthened – e.g., those of accountants vs. their clients, doctors vs. patients, technicians vs. their superiors, managers vs. stockholders.11 For those in managerial positions, their managerial powers over those below them in the business firm hierarchy have almost certainly been strengthened as a general rule as well.

The upshot of such changes in the powers of people in workplace hierarchies, in terms of the analysis given in earlier chapters of this book, would likely be the same kind of change in the distribution of labor compensation as that which has actually been observed: increasing inequality more or less up and down the distribution, as “higher-ups” in firms are more and more able to “siphon off” portions of what would otherwise “rightfully” be stockholders’ incomes, and as independent professionals are also more able to secure higher incomes from their clients. The observed increased inequality in labor compensation could as easily be due to the effect of these technologies on power relations within the workplace, as to that described in the mainstream human capital account of “skill-biased technology”.

However, an even more critical aspect of the changes in power relations consequent upon these technological innovations is their effect on employers’ power. At least two immediate impacts may be discerned, one direct, the other indirect. The direct effect of these technologies is in the workplace, specifically, their improvement in the monitoring of employees’ work and in “measuring and comparing” the work of different employees. Better monitoring makes managing workers easier by reducing the latter’s “slacking” and occasional deliberate disruption. Easier measurement and comparison of employees’ work helps facilitate the invidious distinctions among workers so effective for “dividing and conquering” them, and also makes easier the legitimization of the firm as a bureaucratic authority by making measurement and comparison more reliable and “objective”. On both counts, employers’ power is strengthened in the firm on grounds we discussed in Chapter 7.12

The indirect effect has to do with the macroeconomic impacts of these technical changes. These technologies have generated unemployment, and those dis-employed by them have mostly suffered enduring wage income reductions that have, at the least, put downward pressure on wages economy-wide. First, the disequilibria brought by such changes represent turmoil in labor markets, whether officially measured unemployment increases much or not, and most often bring income declines for the people directly affected anyway, even if not for the labor force generally. Second, while it is seldom noted in the mainstream account, since progressive new technology is nearly invariably labor productivity improving, it poses major difficulties for the achievement of system-wide full employment even in the long run, as our discussion of the subject in Chapter 6 should have made clear. (The current Great Recession may now be revealing just how much long-term technological unemployment has been generated over recent years: the preceding long boom clearly was fueled by excessive domestic and foreign credit expansion, and with the collapse of domestic credit the system’s actual limited employment capacity is now more or less revealed. It is apparently quite a bit lower than that which held prior to the boom.) The consequence for employers’ power in the firm is straightforward: the threat of job termination is now considerably more credible than prior to these technological changes.

In principle, the resulting increase in employers’ power arising from the new technologies on account of these two effects could even be a consistent explanation for the entirety of the increase in inequality observed in recent decades, accounting for all three of the critical facts (a) – (c). Obviously both property income and higher management incomes would rise relative to labor incomes with increased employers’ power, as in (b); and with sufficient increases in employers’ power, stagnation further down the distribution may occur as well, as in (a). Moreover, the “leveraging” of increased employers’ power, further stratifying the labor force within the business firm in order to take advantage of “divide and conquer” effects, as discussed in Chapter 7, would result in increased inequality in the distribution of labor compensation, as in (c).

But these pernicious effects are not all. They are compounded multi-fold in the context of the increasing internationalization of the modern market economy that is also brought about, in part, by these very same new technologies. Let us consider then the role of internationalization in increasing inequality.

Globalization

The increasingly international orientation or “globalization” of the economy is often singled out as a culprit in discussions of increasing inequality. Like the economies of most other nations, the U.S. too has found itself in recent decades increasingly entangled in the larger world economy outside its borders. Not only have imports and exports of goods and services increased dramatically as a portion of U.S. GDP in recent decades, so too have the flows of real and financial investment across its borders. A dramatically globalized specialization of “American” production has occurred, as U.S. companies both industrial and financial have spread subsidiaries and employed independent, foreign-based suppliers of inputs and services worldwide. Needless to add, of course, the same is happening with companies based in other countries, and Americans increasingly find themselves employed in operations owned by foreign companies. Similarly, the banks and credit unions, the pension funds and insurance companies with which Americans do business are increasingly invested in the financial assets of foreign-based companies and governments – and of course, conversely, the latter are invested similarly in American production, assets and land.

It is important to be clear about the causes of globalization. Contrary to a popular mythology, the processes that have brought about globalization are not at all some kind of irresistible, “natural” outcome of technological change. Without question, technology has been critical: globalization could hardly have occurred without the radical cost-reducing and scope-expanding changes in transportation and communications brought by recent decades, including those to which the “skill-biased technology” theory refers. But both international trade and international capital and investment flows have always been and will remain at least potentially controllable by states’ policies, and these are the real heart of globalization as a social and economic issue. Globalization is thus at least as much the result of a convergence of national governments’ policies – specifically, those favoring freer, less regulated international markets in goods, services, finance and real investment – as of technological change.13

What are the effects of globalization on the distribution of income? Mainstream economists’ views on this question are mixed. Economic inequality may fall in developing countries but increase in advanced countries as both kinds of countries increasingly participate in international trade and investment – or the opposite may happen, depending on various factors, few or none of which are easily enough incorporated into statistical models to yield uncontestable conclusions on their import. Many economists would agree that globalization has probably magnified the effects of “skill-biased technology”, insofar as it has permitted a broader search for the “right skill-matches by both employers and employees. The analysis given in this book, however, suggests that globalization is a critical factor in the trend of increasing inequality, indeed perhaps the most critical single factor of all. For even more so than the “new technologies”, globalization has altered fundamentally the power relations of the class system of the modern market society.

First, while globalization has brought a considerable increase in labor-force mobility across international borders, it has also brought a dramatically greater increase in the mobility of capital investment both real and financial. People find it easier to chase the available jobs elsewhere, but firms and finance find it far easier yet to seek and find the lowest-cost locations for production and investment across the entirety of the planet. If labor costs in a particular location are too great – both private labor costs (wages and benefits per unit of output) and social labor costs (the taxes and regulations costs required for education, transportation, public health, environmental sustenance, etc.) – firms find it easier than ever before to simply relocate to a more accommodating place or to import from other producers whose costs reflect more accommodating locations. Finance capital can even more easily yet roam the world, seeking the most productive investment opportunities, these being, of course, similarly those with the lowest labor costs in the production processes involved.14

At the same time as the ability of capital to move and globalize increases, the need to move and spread out internationally too increases in step with the expansion of product and service markets beyond national borders. Firm expansion and relocation overseas is both easier to accomplish and a more pressing need in the face of rising competition from imports. For imports in these times are both more accessible everywhere in a globalized world economy and also increasingly cheaper as capital investment finds cheaper and cheaper locations for production for export. (Economies of scale and scope also play a role in this cheapening of products and services, as production expands and as firms diversify across borders.)

The immediate upshot of all this is, again, a pernicious shift in the “balance” of employers’ power in the firm. Briefly, production relocation and import competition generate increased unemployment and increased labor market turmoil in an affected region or nation, and by raising the threat to workers of job termination strengthen the power position of employers over those remaining at work. This effect is independent of the strengthening of employers’ power due to the “new technologies” as discussed earlier. If the latter is occurring also, then globalization magnifies or augments its effect on employers’ power, since the range of low-labor-cost options available for any particular technology-plus-skills match for use in production now extends beyond borders.

Employers’ power rising

We have noted the effects on the distribution of income of a general economy-wide increase in employers’ power due to the new technologies, and to them we may now add those due to globalization. There are, however, additional important consequences of this momentous shift in the balance of power in the firm and the workplace.

One theme of this book has been about how not only does power yield wealth but wealth also yields power. Thus, increases in the disparity between those with sufficient wealth to assume power positions and those without such wealth may be presumed to strengthen the power positions in question. Another theme has been about how structures of power “feed on” or reinforce each other: not only does each power structure foreclose options for those subject to other power structures, hence strengthening them by making it harder for people to “escape” or avoid them, but also superiors in each such structure, by accumulating wealth may become superiors in other power structures. The lowering of the share taken by labor out of the economy’s total value added and the raising of the share taken by top management and property in general (profit, interest and rent) were initially due to a strengthening of employers’ power consequent upon the globalization and new technology changes trends just described. But important additional consequences also follow that further strengthen all the power structures involved in the class system, including the “core” power structure of that system, employers’ power itself. In effect, each of the power structures, in a mutually compounding spiral, strengthens and is in turn strengthened by the others, and each is moreover strengthened by and strengthens in turn the consequent rising inequality of wealth.

Let us begin by focusing on the impact within the firm and workplace itself. The shift in the power balance toward employers due to technology and globalization has given employers the ability to implement in the firm such things as work speed-up and reduced break-time and the use of “contingent” labor (e.g., part-timers, temporary workers, “contractors”). Increasingly, with spreading globalization, contingent labor is international in scope and ever cheaper. Labor costs are progressively cut either by improvements in labor productivity and/or by direct cuts in labor compensation costs. Not only can wages and salaries be frozen or cut even in the face of continuing price-index inflation, but concessions of retirement, health or other benefits can more easily be overtly forced on, or merely quietly and gradually withdrawn from employees. Efforts to strengthen management – with simple expansions in the managerial workforce, better workforce monitoring (especially with new digital technologies), or greater stratification and bureaucratization, etc. – are more easily and effectively enacted in the firm. Arguably most important of all, however, in light of the broader and longer-term consequences, the power shift has enabled employers to take a more effectively aggressive position vis-à-vis workers’ only organizational countervailing power, labor unions.

Unions are, of course, directly weakened by the loss of active membership occurring when a unionized plant closes or relocates. Indirect effects are at least equally pernicious: unions generally, not merely those directly affected, now have less credibility in their negotiations with employers over workers’ pay, benefits and working conditions, for again, the threat of layoffs or plant relocation is now increasingly real. They are now less able to elicit better pay and working conditions for their members, and employees find them less attractive alternatives to simple non-membership.15 This spiraling decline in unions’ effectiveness and membership removes barriers to even further managerial encroachments on whatever influence workers may have had in the firm. And non-unionized workers feel these adverse effects as well, for the threat of unionization is no longer as credible or even present to inhibit employers’ exercising their “prerogatives” among workers unionized or otherwise.

But the ramifications of the decline of labor unions extend far beyond the workplace and the labor market, for unions are the only effectively organized voice of working people not only within the firm but also in politics and culture. When their influence wanes within the firm, it declines as well in political decision-making in the society at large.16 Unions’ ability to make financial contributions to politicians, campaigns, and political organizations, to lobby, and to pay for political advertising in the media, declines with their collections of membership dues. Losing clout financially and in the workplace, they lose credibility in the media as newsworthy organizations. They never really had much clout to begin with in the private, capitalist media system, of course, for reasons we discussed earlier. But in these times of media concentration they may virtually disappear from the public’s consciousness. This decline of labor unions as groups conspicuous in the culture of the modern market society in turn impacts back upon both politics and the workplace. Unions increasingly just do not seem “right” to people. Unions’ political constituencies’ and supporters’ voting and other activities have today become increasingly confined to the 9–10 percent of the workforce who are actually union members. For increasing numbers of people, organizing unions in the workplace has come to seem simply far-fetched.

The decline of unions’ presence in the culture and especially their influence in politics have the broadest of ramifications, for it is in these processes that, again, the “rules of the game” are created or given legitimacy by the state. And as the disparity of wealth expands as employers’ power grows, the influence of wealth in politics and culture generally, now increasingly unchecked by that of organized labor, grows as well, leading to alterations in rules of the game that have the consequence of strengthening further yet employers’ power. The disparity of wealth cannot but expand, as employers’ power rises, labor rights and incomes are further squeezed while property and top management incomes, hence political and cultural powers grow … in what is obviously now a vicious circle.

This is a critical point: the role of labor unions as working people’s only means of countering the power deriving from wealth cannot be overstated. In a social system of great wealth disparity, lacking wealth themselves working people have no other means of either countering or “escaping” those powers possessed by the wealthy, not only employers’ power but also political and cultural power, than to organize themselves.

A dynamic interplay between private wealth and cultural and political power also strengthens the system of professionals’ power and even that of business power as well, for again, the increasing disparity of wealth means those on the short end of these power relationships too are all the more subject to them. In general, all “principals” are subject to professionals’ “agency” powers, so working people lacking wealth are especially vulnerable (as doctors’ patients, lawyers’ clients and so forth). And needless to say, on the other hand, they are also increasingly subordinate to professional managers in the workplace. The shift in the distribution away from working people thus tends to benefit not only employers per se but also professionals of all kinds. Professionals’ expanding powers yield growing wealth as well, so their influence in politics and culture grows, and tends to work, of course, in favor of rules of the game that bolster even more yet their own power positions.

In the business power system, in general, smaller businesses are subordinate to bigger ones. As the concentration of personal wealth proceeds, those most benefiting tend to be, of course, those associated with bigger businesses. Their disproportionate influence politically and culturally is most likely to be directed in favor of rules of the game that bolster rather than undermine the system of business power, i.e., to the detriment generally of smaller businesses as bigger firms’ positions of monopoly, financial or network power are strengthened. Smaller businesses share somewhat in the benefits to the business sector from the general squeeze on labor, but they forgo many of those benefits to the larger firms higher up in the business hierarchy with whom they do business and whose power over them is strengthened.

Thus the rules of the game in the age of globalization become progressively more stacked, most importantly in favor of capital” of all kinds over labor, but also of professionals of all kinds over their subordinates and clients, and of big businesses of all kinds over smaller ones. A full account is certainly beyond the scope of this book, but a simple listing of some of the high points of state policy in recent decades of this squeeze on labor and other “un- or under-capitalized” groups might help make the point:


• Total erosion of federal government enforcement of existing rights of workers in labor law, as the National Labor Relations Board fails to prosecute employers’ violations of union organizers’ and leaders’ rights to their jobs and of workers’ rights to organize.

• Decline in the real federal minimum wage: even after the recent increases are established, the first such increases in many years, the real minimum wage still remains substantially less than it was in the 1960s – which of course keeps the “wage floor” low.

• “Reform” of the welfare system, replacing the AFDC with the TANF, restricting benefits, and allowing the real value of benefits to be eroded over time by inflation (as with the minimum wage), thus raising the costs of job loss and the effectiveness of the threat of job termination.

• Rise and establishment of “anti-anti-trust” as U.S. government policy, as indicated in cases such as that of Microsoft and in policy regarding media and financial and banking mergers.

• Failure to bring government initiative to bear in the health care industry as it evolves in the direction of private big-business medicine, allowing privatization of public hospitals and the rise of big private corporate health insurance.

• Decline of federal subsidy of state and local public education, designed to help balance regressive property-based local tax systems, with the near cessation of federal revenue-sharing with state and local governments.

• Progressive decline in federal progressive income taxation, with cuts in effective tax rates on capital gains, inheritances and corporate profits

• Deregulation or slackening of enforcement of existing regulations on industry and finance more or less across the board – e.g., in trucking (leading to independent “small business truckers” and the decline of the Teamsters Union); securities, banking and lending (leading to the housing collapse and the Great Recession); electric power (leading to the California energy crisis of 2001); off-shore oil drilling (leading to the Gulf spill of 2010); fast food, especially in schools (leading to mass obesity); TV advertising, including but not exclusively that aimed at children (leading to hegemonic schlock broadcast TV); etc., etc., etc.



And as noted earlier, “globalization” itself, as a collection of rules of the game written by political units large and small all over the world, spread not merely as the “natural” consequence of technological change but especially as the outcome of state policies, in particular the deregulation of international financial flows (along with the studied application of political and military power in international relations, of course).

More than anything else perhaps, it is the supposed “anti-government” cultural and political “sentiment” of these times that has provided the necessary background for the successful implementation of the above list of policies, including those of globalization itself. That background context, however, far from being merely a reaction to big, corrupt government, is partly also a created mythology engendered in and helping to undergird the power structures of the class system, both a consequence and an instrument of the strengthened dominance of wealth over working people.17 As of this writing, a change in the general direction of these trends seems to be occurring, as a public reaction to many of the things on the list above seems to have developed and the political balance seems to be turning. Yet the ship of state is slow if ever to come about – indeed, the analysis of this book suggests it will take a good deal more than mere “public reaction” to bring about a significant and lasting change in the present direction of things: an enduring change in the balance of powers in the class system itself must occur. How can such a thing happen? That is certainly the question of the time.


11   Confronting inequality and class

Distributive justice

But why would we want to change the direction of things anyway? Why not just accept the current trend of increasing inequality and class rigidification? Class and inequality have been features of the human experience for thousands of years: what would be so wrong with merely going along with the tide of long human practice? Besides, really, how could we do otherwise? Reflecting on what has been described in the last few chapters – the edifice of power and the structures of command of which it is constituted, and the bewildering disparities of income and wealth, social prestige and status it engenders – the reality of this system seems simply so overwhelming as to be beyond judgment anyway. How can there be any other choice but to submit? That’s just how it is, is it not?

Yet it is a constructed reality, a product of people’s actions in history, and as such it can be reconstructed. Thus, it should be judged from the viewpoint that we of the present might prefer to work toward constructing something different for ourselves or at least for the generations that follow us. From such a viewpoint, how would we judge this reality? The weight of the evidence might seem to favor the present reality insofar as, at this particular moment in human history, this socio-economic system might seem to be “working well enough”. Yet there is plenty that is wrong with it, and this chapter and the following explore some of the profound inadequacies of this system as a means of developing the human prospect.

We face an upcoming century of daunting challenges to the very survival of humans as a species, and it is not at all clear that the path humanity seems to have set itself upon is the best possible choice for dealing with these challenges. Arguably the structures of power and inequality in which we now find ourselves enmeshed are a major part of the problem. The last couple hundred years, in particular, demonstrate the depth of the human desire for something better than the stratified, hierarchical, command social structure of so much of the experience of human “civilization”. The socio-economic system of the present has strengthened not only the desire to do better than that but also the possibilities of actually doing so. What exactly is wrong with the kind of economic inequality found in the modern market system and the edifice of class engendering it?

What’s wrong with inequality and class?

This and the following chapter look at four major failings of this system. First and foremost, the system is constructed upon unjust or unfair social relations among people. It may be intuitive that the class power structures described in this book are unjust, but it is worth considering the precise sense in which that is so, as well as what the consequences may be of unjust social structures like these. Second, contrary to the mythology of this system, the economic inequalities and social injustices on which it is based are not conducive of a sound or vibrant economy. Common wisdom has it that inequality promotes economic efficiency and growth, and that power structures like those characteristic of this system serve those ends best. Yet neither empirical experience nor economic theory itself unambiguously support such a conclusion, indeed arguably just the opposite: economic vitality and growth could be strengthened in a more just social system.

Third, economic inequalities engendered by power structures like those of this class system undermine human community and other requisites of individual and social human development. Human beings are social animals, and while obviously we are capable of great individuality, our individuality itself is created and defined only in human community. The latter rests not only upon just relationships among ourselves, but also upon a degree of equality of access to each other’s social experience that is negated by both power relationships and economic inequality. Community is especially imperiled by the present day class system of the capitalist market society. Fourth and perhaps most decisively, the present socio-economic system of class and inequality is not ecologically sustainable. The system negates not only human community, but also humans’ community with the natural world. It brings to individual and social behaviors a rapacity toward the natural world that profoundly threatens the material foundations even of human life itself.

These indictments of the system of power and economic inequality of our society would not mean much were it true that nothing can be done to improve upon it. But it is only the powerful who benefit from the extant sense of impotence following such a belief: in fact, much has already been done and much more could be done to bring about progressive change even in the face of the powers entrenched in this system, and each successful step in that direction further weakens the powers that resist such change. In the concluding chapter of this book, we will look at what kinds of things could be done to move toward mitigating inequality and class. Here then let us consider why we would want to do so, and begin with the most fundamental consideration of all, that of justice.

Economic inequalities that are based on social power and class would seem transparently to be unjust. It seems intuitive that insofar as the well-off are made so by their power over the rest rather than by their contribution to the well-being of the rest, or by their merit, or by their sacrifices, etc., there is a violation of some of the most basic ideals of fairness. Yet it is worth exploring more deeply what it is about such inequality that is unfair: is there a more solid foundation than mere intuition for the idea that economic inequalities engendered by power are wrong? What exactly are the implications of calling something unfair that is so pervasive and entrenched in the human experience?

Let us begin by focusing on the issue of material inequality per se, that is, aside from its causal roots in social power, putting off until later the critical ramifications of power. Material inequality per se is the concern of distributive justice, a major subject in social philosophy the primary aim of which is to formulate general principles of what is a just or fair distribution of economic well-being.1 The question is, what kinds of material inequalities are permissible on grounds of fairness or justice? On what moral or ethical grounds should people receive unequal portions of the overall material well-being that is available in their society?

To each according to what?

The morality or ethics of material inequality is perhaps an uncomfortable topic in our society today, but a most crucial one nonetheless, as we will see, both for practical daily life and for larger questions about economic viability. Consider several alternative principles of distributive justice that are fairly widely recognized.

To each according to their merit

“Merit” refers rather generically to an individual’s worthiness or esteem in society’s eyes. Often the term is used without much or any direct reference to the exact grounds for the judgment. A person might be meritorious on the basis of any of a host of various criteria, depending in principle upon what attributes or behaviors society finds valuable in its members. At one point or another in human history, in one place or another, societies have deemed meritorious everything from physical prowess or martial ferocity to artistic, musical or dramatic ability, from comic wit to stoic obstinacy, from humane generosity to striving competitiveness.

It is certainly natural enough that a society reward its members according to what it judges estimable in them, and that an individual who is not rewarded accordingly by his society is being treated unjustly and is worthy of better. But justice based on otherwise unspecified “merit” is relativistic, that is, it may vary considerably in its specific principles from one moment to the next even within a given society. Indeed, it is likely to be inconsistent as well, that is, it may capriciously reward contradictory individual attributes or behaviors. Every appeal to justice is, in effect, an appeal to criteria of “merit” in one way or another, and basing a system of justice on “merit” per se is thus basing it on mere tautology. The question is, what exactly is it that merits society’s reward of material well-being to its members?

To each according to their contribution

One approach to that question is to judge individuals meritorious in accordance with their contribution of things of value to society: in a just distribution each would receive in proportion to the value he or she contributes. This principle has been widely used as a rationale for the market economy: we do not necessarily require markets in order to determine the “values” of the things individuals contribute to society, but that is most like what market systems have been supposed to do, at least ideally. In a naive and long-abandoned interpretation of neoclassical marginal productivity theory, it was urged that a well-functioning market system would reward individuals precisely in accordance with the value of their contributions. Today only the most extreme advocates of laissez-faire markets make such an outlandish claim,2 but the idea of distribution by contribution has powerful and widespread appeal all across the ideological spectrum. Thus, many on the left feel that one of the main progressive improvements to be made by a socialist system over a capitalist one is that it would end once and for all “coupon clipping” (receiving interest income on bonds) and all other forms of unearned private property income in general.3

A major problem with the idea of distribution by contribution, however, lies in the issue of differences among individual’s innate abilities relative to society’s values. To take the extreme example, most people would agree that the disabled should receive some of society’s material produce regardless of whether they are able to make any contribution of value or not. Applying the principle of distribution by contribution thus requires that some other principle be appended for the case of those who are obviously physically or mentally disadvantaged. More generally, rewarding by contribution means that those lucky enough to have talents for producing the things their society values most will be most rewarded, while those whose talents lie elsewhere, or who are not much talented at all, will receive little or no reward at all. Yet this is quite arbitrary: the distribution of innate talent is as purely fortuitous as is that of inheritable wealth. Most people who have thought much about distributive justice have agreed that in a society concerned with fairness mere fortune or misfortune would not be the primary determinant of an individual’s material well-being. Distribution according to contribution may be a good principle for maximizing a society’s material efficiency or productivity – ostensibly it provides incentives for just those activities that most improve material well-being in the larger society – but that is not the same thing as justice, in the name of which much is often done that completely violates efficiency criteria.

To each according to their need

In Karl Marx’s famous principle of distribution in “full communism”, each person would contribute to society according to his or her abilities but would receive back according to his or her need. The first part of the slogan provides for both maximum social efficiency or productivity and individuals’ self-fulfillment in productive activity, while the second part may be understood as the essence of communist distributive justice. The communist distributive principle may be found in the Bible4 and other religious writings as well, and probably has a much wider appeal than is acknowledged in our society today: it probably forms the primary moral basis for aid for the sick, disabled or impoverished.

Everything turns on the question, what are “needs”? Marx postulated “full communism” as a kind of kind of post-scarcity society: enough of everything would be produced that all of every person’s needs could be completely fulfilled. Intuitively at least, if enough can be produced to completely satiate everyone, justice would certainly require that each person be allowed complete satiation.5 Still, one might ask, precisely what does it mean for a society to get “beyond scarcity”? Must it not achieve, in the course of its technological advance and development, something like infinite, or at least unimaginably great, productivity relative to its members’ material needs?

When so much is produced that no need can possibly be imagined that must go unfulfilled, the question of justice really becomes moot: everyone has all they could possibly imagine needing anyway. But Marx theorized that human need was historically determined: what an individual “needs” is actually a social construction, and a society therefore may be “post-scarcity” even though it falls far short of infinite or unimaginably great material productivity. Individuals’ wants and needs are socially conditioned in history. They are not merely “whatever one might imagine” wanting or needing, but instead are determined culturally in the individual’s discourse with his or her society over time in the larger social context of an ongoing historical process. “Needs” therefore may be quite limited (contrary to the usual assumption of mainstream economics!), and it is conceivable then that even a society of very limited material productivity might be such that no individual’s material “need” must go unfulfilled.

The implications of such a principle for most societies of the present day, however, would certainly be quite considerable, and few today would even pretend to a principle of distribution by need in the same way that modern capitalism pretends to distribute according to individual contribution. Even the most affluent nations today still have large numbers of truly destitute people, and considering the major redistributions that would be entailed, few societies in the post-communist era could credibly even profess aspirations toward a principle of distribution by need.

Equality of what?

Distribution by need may be understood as the ultimate form of egalitarianism. Perhaps surprisingly, scholarly studies and social surveys of popular attitudes consistently show fairly strong currents of belief in egalitarianism in all societies.6 Of course, in an important sense, egalitarianism is actually a fundamental element of virtually all distributive justice: whatever else “justice” may mean, all individuals presumably are equally entitled to it. Beyond that very basic insight, however, distributive justice theorists have disagreed significantly on further specifications of what is to be equalized among people. Consider some important variations:

Equality of rights of access to private property

Those who advocate this principle by no means intend that everyone should get an equal amount of private property, but merely that everyone is equally entitled to accumulate as much or as little as they wish without interference from others and especially from the state. In fact, this principle is usually advocated precisely by those least inclined to egalitarianism otherwise, for the usual conclusion drawn from it is that the state should not interfere with or infringe upon private property even for the sake of other redistributive priorities. It is generally advanced on grounds of a universal right to freedom or individual liberty, and a presumption that the unassailable possession of private property is essential to that right. A just distribution of material well-being on this principle then is whatever arises in a context of an equitable enforcement of private property rights, i.e., in which all are equally entitled to such enforcement.

One major problem with this version of distributive justice is that what is and is not private property is contested and historically determined. Perhaps today all would agree that humans themselves should not be private property (yet there are perhaps 30 million slaves worldwide today),7 but how about electromagnetic or digital bandwidth, or copyrights after authors are deceased, or beaches, river fronts, wild areas and other special land areas, or air-space, or rights to create certain kinds of pollution, or to drill for oil, mine for minerals, remove trees or hunt certain species of animals, etc., etc.? In fact, “property” is always a bundle of rights, responsibilities and prohibitions, each of which is itself contested and historically determined. The rights to sell private land for money and to evict tenants, for example, have been attached to land ownership for less than two centuries in European countries. Similarly, the rights to employ child labor, to employ people overtime, to pay a wage less than some socially determined minimum, to employ people in unsafe or unhealthy workplaces, to pollute, to discriminate on grounds of race or sex … all these and many others have been significantly curtailed or redefined in recent decades even in the least progressive modern societies.

More critically, having freedom would seem to require “private” property, but if freedom derives from one’s having property, then it would seem that freedom itself must be as unequally distributed among people as is property ownership. That is, if property gives people freedom, then those with significantly more of it than others have more freedom. If one stands for individual liberty – and who doesn’t? – one must also take a stand on whether some people should have more of it and others less. One might argue that according to the private property principle those with less of it are equally entitled to accumulate more property if they wish. But recalling the discussion of our earlier chapter on inequality of opportunity, that is a hollow “right” indeed: having significantly less wealth than others generally means one cannot accumulate as much additional wealth as others.

Finally, and perhaps most importantly, there is the question, why should rights to private property be equal? Why not, for example, rights to education at the highest level one may achieve, health care of the best quality one’s society is capable of, access to a nutritious diet and adequately spacious housing – all of which taken together would certainly also seem essential for freedom or individual liberty, and, at least in advanced societies today, could probably be easily provided as well?

An alternative approach to arguing for the private property principle – alternative to using the idea of personal freedom as one’s foundation – is that a free market system is necessary for distributive justice, and private property is the requisite of such a system. Free markets may be felt a requisite for distributive justice insofar as without interferences from government or other distorting influences, ongoing processes of voluntary exchange ensure that no one is ever “ripped off” in the course of market transactions, hence no redistributions of material well-being may occur to which any market participant would ever object. This is the conclusion elaborated in introductory economics textbooks (and partly developed in Chapter 2 of this book as well).8

On this view then, the market system on its own cannot contribute to distributive injustice: in a laissez-faire system all transactions are voluntary and no rip-offs occur. In such a system, if the distribution that pertains at any point in time is just or fair, then all later distributions are also just or fair, having followed upon fair transactions.9 Of course, it is difficult to argue that earlier times in actual history have ever had fair distributions, but perhaps if we could achieve distributional fairness now or in the near future, then allowing for a free market system from that point on would ensure that it continues.

But two serious theoretical difficulties arise with this approach to the private property principle as well. First, as we have seen earlier in this book (Chapters 2–4), there is nothing in actually existing market systems that even remotely suggests they can be arranged such that market exchanges may be made “distributively neutral”: people are in fact systematically “ripped off” in the course of most of the important exchanges in such systems, i.e., in labor, financial, housing and other markets. Thus, even an “initial state” of distributive justice would not be sustained by market processes as they actually operate. Second, even if such an initial state could be constructed, we would still be left with the question, what determines the initial state to be distributively fair in the first place? How would we know – on the basis of what criteria could we conclude – that our initial state is just? The free market principle of distributive justice provides no such criteria and thus no real insight into what would define a just or fair distribution. Thus, in effect, neither the principle of equal access to private property nor the principle of free markets delineates any criteria for distributive justice at all, both principles are merely arguments for a particular type of economic system (and as I hope to have suggested, not very strong arguments at that).

Equality of opportunity

Highlighting the fundamental value of freedom or individual liberty – and that real freedom is virtually the equivalent of material opportunity – suggests an appealing approach to the question of how much inequality of material well-being would be permissible in a just society. If only equal freedom is defensible, than any amount of material inequality may be permissible as long as people do have equal opportunity to accumulate whatever wealth they prefer to have. In fact, equal opportunity may be the closest thing to a universally acknowledged principle of distributive justice: even inegalitarian property-rights advocates support their case by arguing that everyone should have equal legal rights to property accumulation (i.e., equal in scope of coverage and enforcement).

Again, however, it is necessary to go beyond mere equal legal rights to property accumulation since, to reiterate, they may well be rendered hollow and irrelevant by actual material realities, i.e., by the actual opportunities available to people. What good does it do for one to have a legal right to accumulate property when, by virtue of external and socially constructed realities over which one has no control, one cannot accumulate property? We discussed in earlier chapters the fact that material wealth itself, at least in a monetary society in which access to most things requires money, is the most critical determinant of individuals’ opportunities not only to accumulate more wealth but to do almost anything else as well. Insofar as that is true, equal opportunity would appear to require something much closer to material equality than is found in our society today.

Equality of access to basic needs

An approach of some theorists of distributive justice, in light of the difficulties of arriving at principles that should be satisfactory to all who are affected, is to simply compromise between the principle of equal access to private property and the principle of equal opportunity. That is, we might allow whatever material inequalities may develop as long as everyone continues with equal access to the requisites of their basic or most critical needs – in particular, adequate physical health (nutrition, shelter, clothing, health care, etc.) and access to the basic material requisites of recreation, culture and human community (e.g., informational and recreational facilities, education). These are obviously required for virtually any kind of personal aspiration, and one could certainly ask, why should not a society that can fulfill these needs for all not do so? They are, of course, necessary also for anyone wishing to accumulate significant wealth, and under such a principle everyone would therefore have equal access to at least these basic requisites of wealth accumulation too, even though the distribution of other requisites of wealth accumulation (i.e., accumulations of significant prior wealth) and of other goods (e.g., luxury or conspicuous consumption) may not be equal at all.

Even such a compromise between the principle of freedom and private property and that of equal opportunity has fairly radical implications: at the least, it would seem, no society of any significant degree of affluence may rightly accept any of its members suffering poverty. Deciding how much beyond a minimal provision society should go in ensuring basic needs would certainly entail much debate: Just what are “basic” needs, and which of them does a society have an obligation to guarantee its members? What sorts of things specifically should become public entitlements in a society that grants full equality of access to basic needs fulfillment? How much education, health care, housing and so forth, and in what forms (e.g., public education vs. private school vouchers, public health insurance vs. publicly regulated private insurance)? A lively discussion has arisen recently on the left, at least in Europe, over the possibility that modern affluent societies might provide a guaranteed basic income entitlement and/or a guaranteed grant of wealth of some amount.10 We will consider some of these ideas in the concluding chapter of this book.

The social contract

A particularly important and appealing approach to the question of distributive justice is that of “contractarianism”. Here, the idea is that in reality people themselves decide what is a just distribution and what is not by agreeing, in effect, to behave in accordance with principles of fairness for which they are themselves responsible and which they themselves accept. In a kind of “social contract”, they agree to abide by these principles regardless of the consequences for each of them individually, that is, even though each individual realizes that he or she may end up on the short end of whatever particular benefits may come from abiding by the agreement. According to contractarians, theorists can determine the most critical elements of the social contract by considering the conditions under which universal such agreement could be attained, and can then deduce the principles of distributive justice that a social contract may be presumed to specify.

John Rawls’s A Theory of Justice is the pre-eminent work in contactarian distributive justice today. It has been extensively criticized from every conceivable angle, and several major theories have been offered as alternatives to it, but nonetheless remains the prime reference point and methodological standard for this approach to distributive justice. Rawls discussed what he called an “original position” in which the members of society agree to principles of distributive justice, principles by which they would thenceforth voluntarily abide regardless of the consequence for each of them individually. He asked, how is it possible to get people to agree on principles of just relations? What exactly must be going on when people honestly and universally agree on what is just and what is not?

Once principles of fairness are agreed upon and people move out of the original position into daily life, economic inequalities would arise as people conduct their business, so full agreement has to be reached on such inequalities in advance. Rawls reasoned that in the original position, people must be presumed ignorant of their own abilities relative to those of others, and that they would be purely self-interest motivated but risk-averse. If their social contract is then reached in a consensus decision, with each individual having equal input into the decision process (each has individual veto power over the outcome), then whatever universally binding principles of distribution arise out of the social contract thus reached would be fair.

The upshot of a social decision process in such circumstances is Rawls’s famous two principles of distributive justice:


1 “each person is to have an equal right to the most extensive total system of equal basic liberties compatible with a similar system of liberty for all”; and

2 “social and economic inequalities are to be arranged so that they are both (a) to the greatest benefit of the least advantaged … and (b) attached to positions and offices open to all under conditions of equal opportunity.” 11



Although not originally intended to be so, this theory has come to be seen as quite egalitarian. Its determination of total equality of liberty and material opportunity as principles of distributive justice, and its conclusion that material inequalities are fair only insofar as the processes by which they arise benefit the least advantaged, are hallmarks of “liberal” egalitarianism today. Although Rawls’s particular approach is not very well-known outside academia, as noted earlier empirical studies of popular attitudes about distributive justice find that egalitarianism is quite widespread among the public.12

Why does justice matter? Power, justice and alienation

What are we to make of these varied and contending ideas about distributive justice?

Clearly, the inequality found in the U.S. today is inconsistent with principles of distributive justice as reviewed here. The single “principle” with which it might be argued to be mostly consistent, that of equal access to private property (or the alternative free market principle), is not a principle of distributive justice at all, but merely an advocacy of a particular economic system. As shown in detail in earlier chapters, the market economy does not distribute material welfare in accord with individuals’ economic contributions, and most certainly not in accord with their individual needs. Some have argued that the second principle of Rawls’s contractarian distributive justice does mostly prevail in developed market economies,13 but we have seen in this book that market systems cannot themselves provide people anything like equality of opportunity, a critical principle of Rawlsian justice (as it is of most others’ ideas of justice as well). With a consistent poverty rate of about one person out of eight, the U.S. falls far short of even the compromise principle of equal access to basic needs. And while other more progressive developed economies have made far greater strides toward eliminating poverty, none have fully done so yet, even in this, the most affluent era of human history. It is easy therefore to be cynical about distributive justice. Yet most people do take it seriously,14 and in modern times it represents an aspiration to which most societies at least officially profess allegiance.

We should recall that as a philosophical inquiry distributive justice is mainly about the fairness or unfairness of economic inequalities per se, that is, aside from questions about the connections between inequality and power. The fundamental theme of this book, however, is that the real roots of economic inequality are to be found in social power structures, and there is a clear intuition that the exercise of power as defined here is itself inherently unjust. Do ideas of distributive justice shed any light on that intuition?

In fact, Rawlsian and other contractarian theories are in full agreement with our intuitions about economic inequalities associated with power and class, and seeing how that is so can help us sort out exactly why it is we feel such inequalities to be unjust. To begin with, note the parallels between Rawls’s “original position” and the definitions of power given in Chapter 5 of this book. Recalling those definitions, one may ascertain that a person is subject to power by requiring that they be placed in special circumstances of some kind so that they are “free to choose”, i.e., to deliberate and consider dispassionately upon their actual situation and change it if they wish; and that they be given full knowledge of all relevant circumstances, some of which they may have been denied or misled about, etc. These special circumstances must be such that the larger situation by virtue of which they are subordinated can be subjected to a democratic social decision in which they (and every other participant) has individual veto power: if they are actually being subjected to power, then in the special circumstance of a democratic consensus deliberation on the situation, they would refuse their consent and veto it.

In effect, power relationships are, by the definitions proposed here, violations of a fair social contract. The free and informed consent that those subject to power are denied is precisely the free and informed consent required for a society to make a fair determination of principles of justice. Rawls explicitly precluded “power” relationships in his formal model of the “original position”, thus affirming our intuitions about the unjustness of power: power negates people’s ability to come to fair agreements with each other on principles of just behavior both in theory and in the real world.

Note also that if power is therefore unjust, then whatever economic inequalities per se may either arise because of it or engender it as underlying causal factors – i.e., inequalities of the kind considered in this book – are also therefore unjust to that extent. This is a very different kind of conclusion from those reached in terms of distributive justice theory per se. That is, as seen in earlier chapters, not only does power engender inequality but inequality also engenders structures of power. Thus, if power is unjust, then economic inequalities that engender power are also unjust, as are those arising as a consequence of it, whether such inequalities do or do not violate other principles of distributive fairness.

We can further our understanding of the injustice of power and its associated inequalities by focusing upon exactly what it is that the person on the short end of a power relationship is being denied. Recalling the discussion of Chapter 5, those in power positions can, in principle, choose to use their power “transformatively”, i.e., for the benefit or empowerment of those subject to their power, instead of in their own interest. When they do not, however, they are treating other humans, in effect, as less than fully human. To the extent that a power position enables person-A to make decisions about things of value or relevance to person-B, about which B would rather decide for themselves, A is choosing for B as if B cannot decide for themselves. Similarly, when A exercises her power and gets B to do something, B then is induced to act for A’s purposes and not their own – as if their own purposes, whatever they might otherwise be, are irrelevant as far as the specific time and energy they must expend on A’s behalf are concerned. Exercises of power thus violate the most basic of presumptions of interaction among humans, that fellow humans be treated as nothing less than fully human. Making choices for another human as if the latter could not, and doing so in one’s own interest instead of the other’s, as if the other’s purposes are irrelevant, is the strongest possible violation of equal treatment: humans only treat “lesser creatures” that way.15

What the subordinate is denied in a power relationship is control over some more or less important aspects of his or her life, the capacity to take and exercise self-initiative over some things or in some directions he or she considers relevant to his or her being. The denial is unjust, and its significance is profound. This is the real heart of the problem of social power as considered in this book, and is perhaps best seen by reference to the idea of alienation. In general, alienation refers to a loss, separation or detachment from something. In commercial contexts one “alienates” a piece of property; in legal contexts one has “certain inalienable rights”. In recent times, however, since Karl Marx took up the concept in the mid nineteenth century, it has come to mean a loss, separation or detachment from an irreplaceable or essential aspect of oneself.

Certainly the loss of one’s full self-initiative is a critical deprivation. Marx pointed out that employees in capitalist firms, since they own and control neither their material production inputs nor their products, are detached or separated from the most important material elements of human labor. In the course of work that is not subject to their own control and with tools and materials not their own, they become alienated from a fundamental element of their work itself, their full capacity for individual self-initiative. Marx emphasized that the latter is essential for human action in all spheres of life in the material and social world, hence workers’ capacities for mutual association and connection with others are also consequently stunted, and so too then are their intellectual and experiential connections with the natural world. Marx was by no means alone in his observation of the stunting of working people’s lives, of course: Adam Smith too observed such effects in workers, although apparently rather than inquiring into their ultimate causes, he blamed them on labor specialization.16

Since Marx’s analysis of alienation in the capitalist workplace, others have taken the idea in a great variety of different directions. As in this book, others have emphasized that alienation follows upon all kinds of power relationships, not just those of the capitalist workplace. It is equally to be found in the state-owned enterprise of the “command economy”, in slave and feudal systems, in the patriarchal home or the village theocracy. Moreover, in power relationships, not only are subordinates alienated from their self-initiative, but subordinates and those in power positions over them are fundamentally alienated from each other, for they are in conflict over the question of whose interests subordinates’ labor and energy are to be devoted to pursuing.

Other analysts have examined how market systems themselves also engender alienation, aside from that found in the workplace. The pervasiveness of markets throughout all realms of human life in such societies obstructs more public or cooperative modes of production and other human activity, isolating individuals with and within the boundaries of their private properties and tending to reduce social interaction to mere pecuniary exchange. Presumably other kinds of systems may similarly engender other kinds of alienation, of course. And the cultural realm of social life plays a role also. Thus as we saw in Chapter 9 on “Cultural power”, commerce not only is an habitual mode of daily material life in developed market systems but also forms the pervasive content of its own most powerful mass culture. Just as alternatives to market-based material life are mostly unavailable, so too alternatives to commercial capitalist culture and its associated modes of expression and identity are obstructed and foreclosed for most people by the sheer volume of its marketing, advertising and mass-mediated commentary and entertainment.17

The concept of alienation clarifies both the extent and the significance of what is lost for those subordinated in social power structures. Not only is their full self-initiative denied in those particular portions of their lives in which they are subject to power, but the full development of their faculties and intentions in all other realms of life is thereby stifled and more or less permanently stunted. The consequences form a major subject of inquiry in the fields of psychology and social psychology today. People experience “meaninglessness, normlessness, cultural estrangement, self-estrangement, and social isolation” (Heinz 1991: 213) and feel the effects of these things in their daily lives. They manifest behaviors ranging from withdrawal to social or intellectual incompetence, from distraction to aimlessness or apathy, from anger, confusion, depression and anxiety to obsession and neurosis and, in some, violence of one kind or another.

We will consider some other behavioral consequences of alienation when we look at the effects of inequality and class on human community in the next chapter. Clearly, what is denied those subordinated in power relationships is a profoundly significant thing. The injustice of class, even if we seem to adapt to it and live with it daily, is no small matter.

Perhaps then class and the economic inequalities associated with it are acceptable by other criteria? Are there other legitimate social values for the sake of which full justice in human relationships might be forgone? One important such value, it is widely argued, is that of the economic strength of the larger society. It is said that inequality and class are good for efficiency and growth in the economy, and everyone benefits from these, presumably even those who would otherwise have been on the short end of the distribution of material benefits. Thus, the class system of the modern market society may be justified by the economic improvement that accompanies it. But there may be less to this argument than is usually supposed. In effect, it may be merely one more in a long history of similar supportive myths of the legitimacy of ruling elites.


12   Confronting inequality and class

Economy, community and biosphere

The inequality associated with class has usually been posed as a necessary evil required for the economic strength of human societies. Thus it has been said that unjust though it may be – and with all that injustice implies – inequality is nonetheless essential for economic growth and indeed even for a minimal economic viability. Human societies must therefore make the unpleasant trade-off of “equity vs. efficiency”, or else suffer the even more unpleasant consequences of dissolution. In this chapter we explore that idea and find it, at least as applied in the context of the modern market society, an exaggeration at best. In previous cases in the history of “civilization”, such ideas have been a most convenient element of ruling classes’ sustaining ideologies. Today it is simply not true that the kind of inequality present in the modern market society is necessary for economic growth or viability, indeed arguably it has already done great damage to this economy.1

Often it is appreciated, when the “equity vs. efficiency” argument is posed, that actually much more is at stake than justice alone when the latter is given up for efficiency’s sake. Some of the most important values of both human community and survival in the natural world itself hinge upon proper arrangements in human society. Human individuality and personal development require the densely cooperative and congenial social arrangements of real community, but the latter is undermined by inequality and the power relationships of class. The ecological sustainability of human societies requires a similar congeniality in human relationships with the natural world, but that too is undermined by life in a world of class. After our critical look at the “equity vs. efficiency” argument, we will explore further in this chapter how these other important values are also vitiated by the class-based inequalities found in modern market societies.

Is inequality good for the economy?

To begin with, there is the question of whether any of the general economic improvement that is asserted to follow from inequality actually does devolve to those on the short end of that inequality as subjects of the power structures associated with it. If those who have directly been made worse off for the sake of economic improvement for the “larger society” cannot expect to share at least enough of that improvement in the future to offset their immediate sacrifice, then justification on grounds of economic improvement fails.2 It is true that those on the short end may be willing to sacrifice for the sake of future generations of their own and others’ offspring. Yet while even the strongest critics of the capitalist economy seem to have been willing to accept it as “historically necessary” on such grounds,3 those who have most suffered being short-ended have seldom actually been asked their own real feelings about their sacrifices. In this light, through most of human history justifications of inequality and social power on economic grounds have proved hollow.

There is also the question of whether economic growth (as distinct from economic efficiency) is itself a real value at this stage of human life on the planet. Certainly most of humanity today would probably appreciate economic growth in their own societies (assuming, of course, that they or their offspring may expect to share in the fruits of that growth). But in the already developed world it is not at all clear that further economic growth in the usual sense of the term would be of any lasting benefit at all, given its apparently damaging consequences for both community and ecology.

We will look more closely at that important issue later on. For the moment, let us suppose that growth, like efficiency, is a good thing. Is there a necessary conflict between economic growth and efficiency on the one hand and distributive justice on the other? Does more of one require giving up some of the other? The argument that there is such a trade-off is usually made in terms of three distinct presumptive effects of economic inequality on the requisites of efficiency and growth: inequality strengthens work incentives; it improves aggregate saving and investment; and it increases technological innovation. Consider these effects.

Work incentives

It is argued that in market systems economic inequality provides individuals with incentives to perform more and better work and to seek self-improvement in the sense of making the most of their own best occupational aptitudes. Given that individuals have economic mobility, these incentives include both the positive incentives offered by the prospect of greater economic reward and the negative incentives in the form of the possibility of economic loss: the prospect of moving up or down the income or wealth “ladder” makes people more conscientious about their work. Better work and work that is in accordance with people’s best aptitudes are the essence of economic efficiency in labor, and everything else equal, that efficiency implies a larger “surplus” available for economic growth – or, for more leisure or consumption. Similarly, people working longer and harder presumably may similarly contribute to society’s capacity for economic growth.4 Note, however, that while longer and harder work add to the economic surplus, they are not necessarily more “efficient” in the sense in which economists usually use that term: that depends on whether the disutility of the leisure or relaxation forgone is or is not exceeded by the utility of the additional consumption goods obtained.

In principle, however, the work-incentive effect may go in the opposite direction: Leisure is generally a “normal good”, not an “inferior good” for which an individual’s quantity demanded diminishes with increasing income. Consequently, pay increases yielding the prospect of increases in income and consumption per unit of work performed may induce people to work less since they may well choose to take more leisure instead, as is evident both empirically and in neoclassical theory. In such cases, presumably attaining a higher income translates into weaker work incentives.

Of course, other motivations may be involved than simple material satisfaction too. Thus it might be thought that it is the prospect of economic status – that is, people’s standing relative to others – rather than merely their own isolated, individual economic well-being per se to which people respond. In that case, greater inequality would induce more and better work because it implies greater status differentials, that is, a longer income “ladder”. But status is a function of more than just income or wealth, it includes all sorts of social norms and perceptions about occupations, behaviors and social groups. Significant status differentials may exist regardless of the amount of the income or wealth differences associated with them – and status differentials may be insignificant or nonexistent even where great income or wealth disparities exist. The argument that income and wealth inequality is necessary to induce work-for-status incentives does not hold because income and wealth do not necessarily correlate closely or at all with work-inducing status.

A critical issue regarding the putative work-incentive effect is the fact that it requires economic mobility. Consider the extreme case: greater inequality without any mobility at all cannot stimulate any stronger work inclinations at all – indeed it will diminish them or leave them simply unaffected, for people on the short end of an un-climbable income ladder must certainly bring feelings of hopelessness, apathy or a rightful resentment to their work. In reality some small amount of mobility exists even in fairly rigid caste systems, and there is always room for hope for some people. On the other hand, we saw in earlier chapters of this book that significant immobilities abound in market systems today, and to that extent greater inequality may actually undermine work incentives overall to some extent.

In fact, this suggests a kind of “trade-off” between economic mobility and inequality as stimulants of work: the less mobility is available to people into and across occupations as they seek their best jobs, the greater is the amount of inequality that is probably required to induce a given level of work in the society; conversely, the greater the degree of mobility, the less inequality is required. Societies that strongly attend to people’s human capital investment needs with universal high-quality public education and training do so at some expense to their wealthier classes, and accordingly are more egalitarian (the Scandinavian countries are the perfect example today). Yet they do not seem to suffer at all from diminished work incentives, because precisely by providing a strong human capital base for people they are also providing them sufficient economic mobility that relatively little income incentive is needed.

Finally, market systems in general reward other things besides better and more productive work, for example, competitive greed, self-seeking miserliness, opportunistic back-stabbing, and simple conspicuous accumulation-based status-seeking. To the extent these are rewarded instead of honest work, they are an important route toward individual economic betterment. Yet they diminish the incentive for those who would otherwise commit to honest hard work: they provide the temptation of an alternative and easier route upward, while at the same time arousing a rightful resentment in others of those who succeed by these less ethical means.

There is then quite a bit of uncertainty about the work-incentive effects of inequality, to say the least. Accepting that some inequality is good for work incentives, it is almost certainly also true that too much inequality harms them. Exactly how much inequality is necessary for a positive work incentive effect? The underlying sources of the inequality are critical: inequalities arising from some kinds of activities or circumstances may be quite harmful of work incentives. In principle, once established a fairly minimal amount of inequality may be all that is required for a strong work ethic, especially if other clearly less meritorious behaviors and circumstances are not also similarly rewarded, and if at the same time other kinds of valued reward may be attained by diligent work, i.e., social recognition and respect.

Aggregate savings and investment

The process of growth requires that a portion of productive resources be devoted not to producing consumption goods but instead to accumulating capital, i.e., goods needed for producing final goods, since growth requires that increasing amounts of the latter be produced over time. Thus savings, the forgoing of consumption, and the process of channeling the income thus released into capital investment, are critical for growth. Savings and investment are closely intertwined in market economies, but it will be convenient to focus on them separately. Also, we will look at both physical capital goods investment, as is usually done in economic growth analysis, and human capital investment, as is unfortunately often not done.

It is often argued that the aggregate savings rate is improved by increases in inequality. Since the rate of saving out of personal income is greater for people with higher incomes, a dollar taken from a lower-income person and given to a higher-income person will yield a higher aggregate saving rate, i.e., a greater portion of saving out of aggregate income. But there are two problems with this as an argument for greater inequality.

First, while the affluent do save a larger portion of personal income and spend a smaller portion on consumption, their personal consumption expenditures tend to be more wasteful. This is a judgment some would hesitate to make, but consider that superfluous multiple homes and fleets of automobiles, collections of clothing, conspicuous and trivial travel, and so forth, use resources otherwise available for investment in both physical capital and human capital accumulation. From the perspective of economic growth, making resources available for both kinds of investment is the whole point of savings, of course. The rich may save more, but they also engage in more wasteful consumption.

This may be especially critical from the viewpoint of the importance of human capital for economic growth. Saving for investment in human capital may be especially sensitive to the distribution of personal disposable income between affluent spenders on wasteful consumption and less affluent people who may spend on things that actually advance their productive capacities. This is so because, as discussed earlier, individuals’ human capital is developed not only in formal education and training but also in their homes, families, neighborhoods and communities. Its accumulation requires resources not only to pay for schools (both for taxes for public schooling and for the tuition for private schooling) but also for the various perquisites of healthful and intellectually stimulating non-school environments. To the extent that personal disposable income is distributed to affluent spenders on luxury goods (whose human capital is incidentally already more than sufficiently provided), less is available for the critical “consumption” expenditures necessary for human capital development among the rest of the population. From the perspective of the possibilities for human capital investment then, there is such a thing as wasteful consumption: it is done most importantly by the affluent, and in the aggregate it is larger the greater is the disparity between the affluent and the rest.5

The other problem with the argument that increases in inequality raise the savings rate is that in modern market economies the vast bulk of private-sector financial saving is actually done in corporations and other businesses in the form of retained earnings.6 Business savings are motivated more by market competition among firms than by the personal savings inclinations of their owners – and accordingly less responsive to the shape of the distribution of personal income. Moreover public-sector saving, i.e., that portion of total tax collections that is devoted to publicly provided investment in capital goods and human capital (roads and transport, education, health care, research and development, etc.), is also quite a considerable portion of total social saving. Thus increasing the aggregate personal savings rate among individuals actually can have relatively little impact on aggregate savings anyway.

Again, the whole point of highlighting the effect of inequality on aggregate savings is that the latter are critical for investment in physical and human capital, the real linchpin of the process of economic growth. As just noted, aggregate savings (public plus total private) is unlikely to be much affected by regressive redistributions of income, yet even were savings significantly improved, thus releasing productive capital goods and human capital for investment in economic expansion, it still is not at all clear that the greater investment presumed in this scenario would necessarily follow forthwith. Presuming that investment spending rises just because of increased availability of investable funds is contradicted directly by Keynesian economics, according to which investment is determined by profitability expectations that depend on many other factors. Indeed, to the extent that the aggregate savings rate increases, the aggregate “consumption rate” falls (i.e., consumption as a fraction of income). Thus, with a higher personal saving rate it is, if anything, less likely that strong profitability expectations may prevail in the face of the consequent weak consumption spending when capital goods production is ultimately motivated by the prospect of final goods sales.

We noted above some of the adverse effects on human capital investment that follow from increasing inequality. Looking at these from a slightly different angle, the labor market supply-side effects of increasing inequality may be quite harmful when it reduces for the majority of the population their income available for personal investments in improving their own human capital. To the extent that government spending on human capital development (public education) is also generally less in societies with great inequality, it is difficult to imagine that “incentives toward self-improvement” for the majority of people can be much strengthened by the presence of such hurdles against them. In effect, increasing inequality thus reduces economic mobility, at least for the majority, which in turn not only reduces the efficiency with which the labor force is productively employed but also may negate any work-incentive improvements that might otherwise be expected.

Innovation

Economically useful technological innovations are typically embodied in physical capital goods of one kind or another. Thus the first question to be asked about possible connections between economic inequality and the innovation process is actually the question of capital goods investment. We have seen that the latter is not significantly if at all improved by inequality, yet precisely a strong investment environment would seem crucial for strong technological advance, at least in the private business sector.

It is often said that economic inequality contributes to technological advance insofar as it is the affluent who have the time and resources to pursue innovation. There is certainly truth to the idea that some freedom from the necessities of work and access to the material requisites of invention and intellectual activity are critical elements in the technological innovation process. But it is not at all clear that denying the majority of the population these requisites so that elites may have them is necessarily conducive to innovation overall, considering that presumably much innovation could otherwise come from the majority so denied.

Might inequality be conducive of innovation insofar as it provides positive material incentives to those who innovate? To the extent that inventors and discoverers of new knowledge are motivated in their efforts by personal material advance, some prospect of such advance can only be provided by an environment of economic inequality. But as with work incentives, perhaps even more so with innovation incentives: there is a real question about the extent to which material reward plays a role in motivating innovators, and about how much material reward is necessary. The promise of recognition and respect are probably the most important external motivations of scientific and technical work, and for whatever else may also play a role, simple curiosity and the joys of intellectual inquiry are certainly major critical internal motivations, widely acknowledged by both innovators and observers. Among the various other motivations that may be relevant, exactly how important is material reward?

Perhaps most critical for theories of innovation that are based in individually motivated behavior, the vast bulk of innovation today is corporate in both the general and specific senses of the term: it occurs predominantly in business, government and university environments and is accomplished mostly by people in settings of wage-employment. In these settings, first, most of the material reward generated in the innovation process goes not to the innovators themselves but to others, their superiors or business owners. It can hardly constitute so great an incentive for the people who supposedly respond to such rewards when others get the actual bulk of the material benefits involved.

Second, given the importance of non-material incentives in the innovation process, what would seem to matter most is not so much the extent of the material incentives provided by these institutions – either for technical employees or for superiors or owners – but instead the environment these institutions provide their employees involved in the work of innovation and discovery. Especially important are those aspects of the environment having to do with stimulating intellectual work by providing the kind of cooperative social surroundings required for fruitful “mental synergy”, and for that, great material reward and to a great extent even status itself are largely irrelevant.

Among these various institutions of innovation, the inequality in pay and status found in university and government environments is quite significant, and subject to comments already made, may be a part of what positively motivates innovators in those contexts. Yet it is nothing at all like that found in business environments, where one might well question whether it is at all “essential” for owners and higher-level managers to reap unimaginable riches from the technical innovation of their employees in order that innovation may proceed.

Aside: wealth and risk-bearing

We should comment briefly on a supposed effect of inequality in the distribution of wealth as opposed to income. It is sometimes also argued that greater wealth inequality generates a greater capacity for risk-bearing, since the wealthy are most able and willing to bear risk. To that extent, an upward redistribution of wealth would be good for both investment and innovation. Yet more wealth for the already affluent may have little or no additional effect on their willingness to take risks, for the affluent tend to be already risk-neutral or risk-seeking; and since the diminished wealth of those on the shorter-end of an upward redistribution would certainly increase their risk-aversion, the overall effect could well be precisely opposite of that proposed.

In addition, the analysis offered in this book suggests that increased wealth inequality would imply a greater necessity for many to enter wage-employment as opposed to private businesses of their own (or other forms of self-initiated and self-managed activity such as cooperatives or worker-managed firms). Not only would risk-aversion thus be further increased among those so forced into wage work, but so too would the incentives toward quality work and innovation thereby thus be diminished.7 This effect too could easily more than offset any increased ability or willingness to bear risk on the part of those on the long end of the distribution.

Progress and power

We have seen how inequality is arguably harmful to economic growth, but the case can be made both more broadly and more forcefully. First, growth is not the same as real human progress, of course (more on this later), but both involve uses of society’s economic surplus. The surplus is that portion of society’s total potential for material production that is available for either investment in additional or new kinds of capital goods (growth), and/or luxury goods or over-consumption, and/or waste and inefficiency, and/or more leisure time were society simply to refrain from producing the surplus. In that regard, it should be clear on reflection that everything said up to this point about the effects of inequality upon economic growth can be extended pari passu to the effects of inequality on society’s capacity to produce an economic surplus: inequality is not at all necessarily conducive to the capacity to produce a greater economic surplus; instead, too great a level of inequality – such as exists today in the U.S. – most likely has adverse effect on the economy’s “surplus productivity”.8

Second, looking at human society in history, the ability to produce economic surplus may seem closely tied to the strength of the power structures of which a society is constituted: historically, “civilization” seems to be a function of the great centralized power embodied in strong class systems. Economic inequality per se may be inimical to economic productivity, but how about the power structures of class that are associated with inequality as both its effect and its underlying foundation – are those structures also inimical to surplus productivity?

An influential strain of thinking about power argues that it is necessary for progress in the human condition, that the latter would never have occurred without the structures of power that historically have been characteristic of “civilization”. Most of this thinking comes down ultimately to the belief that humans cannot be motivated toward much economic activity except by material or physical threat in conjunction with positive incentives attached to appropriately coordinated behavior. Power structures, it is said, are precisely what is needed here, as some people are then in a position to get the rest to do what would otherwise never get done. Power is also often seen as a kind of glue holding the many disparate strands of society together, without which it is impossible to conduct any great complexity of interdependent activities in the cooperatively integrated forms required for progress as we have understood it. In fact, it is argued, power is what creates economic surplus in the first place – in effect, by depriving a portion of the population of whatever level of consumption they would otherwise get and making it available for investment, luxury- or over-consumption by elites, etc.

This is actually a highly speculative set of arguments. For one thing, again, real human progress depends on what is done with the economic surplus: historically, merely wrenching a surplus from the working classes by means of social power has not typically facilitated even simple growth in the material consumption of any but the elite classes themselves. Might the reason not lie precisely in the use of power as the primary means of “generating” a surplus?

Moreover, the history that seems to suggest the necessity of social power for human progress must be taken skeptically. True, there seems to be very little documented history supporting the contrary viewpoint that humans do not need class societies for advanced material existence, that humans may even thrive without them. But it should be recalled that history is mostly written by and for elites, whose cause is generally best served by sympathetic accounts. And the nature and logic of social power suggest that whatever the failures of more democratic societies in history, the reasons may lie not in any inherent economic shortcoming but in the use of power by elites or outside contending societies in constraining, suppressing or crushing such cases and all their remaining records.

While it has been argued in this book that even “democratic” societies today are actually structured by power, that is certainly not the only lesson to be taken from the mere two centuries of experience we have had with modern “democracy”. Modern democratic societies bring into the political equation a kind of accountability that earlier monarchical and oligarchical forms did not, hence they do represent a real diminution of social power: they are progressive. Perhaps the most important lessons of the modern experience are both that people really do want to get past the historical tedium of social class and that that is a viable and practical goal. Perhaps social class really is merely the greatest of hindrances to human progress.

Community and human fulfillment

But what is real human progress? Religious tradition, philosophical inquiry and modern empirical social science all suggest that, given the basic material requisites of life and health, human happiness derives from other things than simple material well-being. Economic efficiency and growth are, of course, essential for ensuring the fulfillment of the most basic of human wants, physical survival. But the human animal has other fundamental wants too, provision for which requires more than merely access to an adequate gross amount of material goods and services. Justice in the distribution of material well-being matters to people as well, for example, as we saw in the last chapter. While this book is not the place to begin an exploration of the material conditions necessary for human fulfillment and happiness, we can at least discuss how economic inequality and its correlate power structures militate against the fulfillment of one particularly critical human want, both in contexts of great material affluence and otherwise, that of community.

Humans are the most social of all social animals. Every aspect of our being involves relationships with other humans, so much so that in these times much of the world’s human population is now effectively knit together into a single vast collective of communication and production, a global community. Even in our earliest pre-history, we survived only in bands and tribes, the individual parts of which were so tightly held together in interdependent task specialization, coordinated by dense webs of communication, that people barely thought of themselves as individuals.

The intellect and consciousness that so clearly distinguish us from other animals are completely social phenomena, aspects of our being in which we each individually participate only insofar as it is in a social context. Thus, nothing shows more clearly our profoundly social nature, the extent to which each of us as individuals is in need of many others for all aspects of our conscious being, than our use of and dependence upon language. Scientists today believe that the physiology of our vocal capacities and even our brains themselves actually evolved in consequence of our use of language for social communication – rather than the other way around. Either way, language and the human community it represents are hard-wired into our very nature.9

Thus humans want not merely connection with other humans but real community: a rich density of connection with a diversity of others who are mutually supportive and share common circumstances in extensive, thoroughgoing and intricate cooperation. Every dimension of our personal development – physical, intellectual, emotional, psychological, spiritual – depends critically upon our immersion in community so defined. Our individualities and identities, those unique things by which we feel as if we stand out from our communities, are actually conceived and constructed only in and by means of those social contexts. Denied community so defined, we experience detachment, drift, a lack of meaning, a sense that important urges to expand toward our fullest capacities are thwarted – alienation and all of its attendant individual and social maladies.10

As we discussed in the last chapter, power relationships militate directly against the fulfillment of this most basic of human needs: the powerful and their subjects are immediately and unavoidably estranged from each other at the very least. And economic inequalities per se, both those that underlie and those that arise from power structures, also segregate groups from each other. In modern market societies, the segregations of class are profound and are easily recognized by the different places and activities of consumption and recreation in which people involve themselves, by their different occupations, their different residences and neighborhoods, their different identities as expressed in social behaviors, clothing, cultural tastes, etc. Those closer to the bottom of the economic hierarchy are literally denied access to the most basic material privileges, rights and life possibilities taken for granted in the larger society. The lack of mutually common experiences, of course, undermines mutual concern, understanding and sympathy among people across different economic groups. The materially privileged are especially inured in their insulation from adversity in general and particularly from the kinds of hardships and rigors experienced by the rest.11 The injustice of the economic inequalities associated with power structures as either cause or effect rightly leads to resentment, withdrawal and apathy on the part of those on the short end, while the powerful practice a willful and from their own viewpoint necessary indifference.

The system of class segmentation constituting this segregation into groups by economic position also militates against cooperative and congenial social relationships among individuals within groups, especially in the context of modern market societies. People are both forced into and drawn into a self-centered competition with others over jobs, promotions and decent places to live, since these and most other aspects of their material security depend upon their self-aggrandizing struggles against others seeking the same things. They find themselves moreover separated and individualized by their private properties, the most fundamental nature of which, indeed the very legal essence of which is the exclusion of others from “one’s own”.

The confining nature of private property is especially pronounced in these times, when public space in market societies has been nearly totally privatized: those places in which individuals may experience in full the social side of their lives are progressively more encroached upon by the seemingly insatiable expansion of “the private sector” into every remaining unclaimed nook and cranny of common life. As privatized consumption has expanded into what used to be public space, a kind of hyper-individualized private consumption has reached previously unimagined extremes, as entertainment, recreation and residence become increasingly personal affairs. And as the “virtual” realm of personal life today expands, more and more do entertainment and spectacle become the source of individuals’ identities, while the realm in which the dialectical self-construction of individual identity in real social interaction shrivels.12

The upshot of all this is, perhaps needless to say, a considerable narrowing of the social relationships of the individual, both in quality and depth and in breadth. A kind of individualized “ambition” follows, a competitive striving for oneself, or at most for one’s immediate nuclear family. The most critical relationships with the larger society, i.e., those of which the individual is most immediately conscious and upon which he or she expends the most energy pursuing and sustaining, then consist in pecuniary emulation and conspicuous consumption. Such a “social” life, in which one’s minutest attention is devoted to the details of one’s personal consumption in comparison with that of other individuals, can be at most a pale imitation of the kind of immersion in real social connection people actually need for the fullest development of their own potential.13

Thus the presence of such a consequential ladder of pecuniary reward in people’s lives, and the system of economic inequality and class of which it is constituted, and the resulting fractured semblance of real community existing in such a society, form real barriers against more congenial – less self-centered, less striving, less competitive and predatory, more cooperative and socially aware – kinds of individual behaviors and social relationships. The kind of social character arising in this system, the disposition most representative of individuals in this society, is helpful neither for the fullest intellectual, emotional and spiritual development of the individual manifesting it in him- or herself, nor for that of others having to associate with him or her.

Aside from the incalculable costs of all this in lost human potential, there are also more directly measurable or at least observable costs in the form of economic resources devoted to correcting some of the grosser consequences of this extant alienation. A world in which competitive striving, individualized ambition, pecuniary emulation and conspicuous consumption rule is one requiring a large expenditure on police, courts and incarceration to counter the criminal activity of the many who would, all too understandably, attempt short cuts up the ladder of success. Not only do the private security industry and gated “communities” thrive, but the locational and economic segregation of society and its breakdown before the forces of individuation are aggravated all the further as opportunism and lack of trust are more widespread, albeit perhaps better hidden, than even what is found among outright criminals. When society tends in the direction of a Hobbesian free-for-all, people must defend themselves to one degree or another and in various ways against others vying for resources and positions. Since even markets cannot work well without trust, engendering it in such circumstances necessitates costly efforts at the regulation and policing of behavior to ensure a minimum of basic honest behavior.

All of this may seem merely speculative complaining, but social scientists today have observed and bemoaned the “self-centered” and “narcissistic” culture and politics of these times – and the symptoms and at least the proximate causes are widely acknowledged.14 Self-indulgence in cultural, entertainment and recreational consumption is exemplified in the escapism found in the mass media, and the latter, as we saw in an earlier chapter, are all too happy to indulge their public’s self-indulgence. In politics, “entitlement” and narrow interest-group approaches on public issues reign in discourse and action. And the ideology of individualism, convenient enough and preferred anyway for the needs of those privileged by class standing in a market-based economy, burgeons in the fertile environment of a society essentially constructed of asocial individuals.

Community and biosphere

Connections between the increasingly threatening global ecological crisis of these times and the class system of the modern market economy are seldom highlighted in mainstream public discussion, even as awareness of the crisis heightens with news of each new environmental catastrophe. The connections are profound, however, and critical for any kind of satisfactory approach to the crisis if there is to be one. Increased recognition these days that a truly worldwide ecological crisis of sustainability is in progress raises real questions about all of modern industrial life and the social features that seem to go with it.

What is increasingly obvious is that high-output production per se – the massively energy-using materials-transformation process that is globalized mass-production – is the proximate source of the crisis. The unavoidable entropic by-products – air and water pollution; soil, forest, fishery depletion; ecosystem imbalance and species extinction; environmental deterioration of all kinds – accumulate to levels that cannot be sustainably accommodated by nature. The result is a critical threat not only to a great variety of living species but to human life itself15

Features of normal business competition in markets that are well-known and increasingly widely acknowledged are importantly to blame for all of this. First, it has been well understood by mainstream economists since early in the twentieth century that the problem of “externalities” is inherent in market systems.16 Market prices can only reflect costs that are themselves determined by the pricing of inputs in markets. Those costs that are not so determined do not get “internalized” or accounted into products’ prices, and the latter then are distorted, as is product use based on those distorted prices. The pollution and resource, environmental and ecological deterioration that arise in production for markets are the best-known examples of such “side effects”: they are real costs of production, and since markets cannot internalize them, they go unaccounted for as costs (hence uncorrected too), and the goods the production of which causes them are then over-consumed since their prices do not reflect those costs.

Equally well-known, albeit somewhat less widely acknowledged, is the fact that only public action and policy can prevent, repair or otherwise correct for such problems. The market itself can initiate neither regulation nor incentives otherwise to correct or prevent environmental destruction, these require public action to “internalize” the costs involved, since the latter remain otherwise externalities. Traditional government approaches include simple regulation, or pollution or environmental damage taxation, or subsidization of pollution or environmental damage control, as means of inducing the necessary business and/or consumer behavior. Conservative economists have pressed government environmental policy for the creation of novel property rights and markets as alternatives to the traditional approaches, for example, “cap and trade” systems in which pollution rights are created that can be exchanged in markets. It is not clear that the benefits of such “market-like” approaches over traditional approaches like regulation or taxation/subsidization are at all significant – and even in such approaches, major government “interference” is required for creating and enforcing the property rights, overseeing compliance, regulating pollution levels and exchange of pollution rights, etc.

Even less widely acknowledged is the fact that appropriate levels of policy action are difficult or perhaps even impossible in the social, cultural and political environment of modern market systems, for government environmental policy in such systems will generally tend to provide less than is necessary for real sustainability, as some environmentalists have argued. The reasons boil down to essentially this:17 the capitalist market system is growth compulsive, ever endlessly expansionist, propelled into new geographies and locations, new and more productive methods of production, new products and new variations on old ones, and perhaps most egregiously, new consumer wants and new ways of expanding them. A continually rising flow of new materials, processes and products is the result, and with them even more ecologically damaging “external side effects”. While government could perhaps, in principle, correct for the latter, it does not because its most critical role in a capitalist market economy is not so much to regulate or oversee things in the public interest but to facilitate business: at every possible instance, government in this economy tends to side with the need for growth not ecological sustainability.18

A complete account of why this is so would be beyond the scope of this book, but a couple simple points can be made here. Government is responsive most to business, as we made clear in Chapter 8. Business is, in general, growth-compulsive in the sense that dynamic market competition rewards those businesses most committed to growth. Those businesses that are not so committed fall out along the way sooner or later, while on the other hand, government is most responsive to those that are biggest and have therefore the strongest growth-compulsion. There is even an emulation of capitalist business values in government in a market society – as there is in all other realms of that society – and economic growth is an assumed goal of government policy.19 As for the rest of government’s constituency, jobs depend on growth in a system that can find no other ways of providing them or of providing economic security otherwise, so most other people (and politicians) generally tend to side with business on the need for economic growth as well.

But the class system of economic inequality and its associated power structures in modern market economies are a critical part of this problem, and the problem goes much deeper than merely the politics of growth vs. the environment. Analyses of the breakdown of developed societies due to ecological unsustainability in the historical and pre-historic past suggest that the structures of social class are important elements in most social collapses.20 The ecologically suicidal consequences of those structures arguably are compounded multi-fold in the social and economic context of capitalist market systems.

First, while it is widely understood that rampant consumerism in individual behavior is the “ultimate cause” of resource depletion and ecological destruction of all kinds, consumerism is itself a consequence of more fundamental things. Certainly the advertising and marketing that are pervasive features of modern business, devoted as is the latter to expansionism in competitive markets – and the hegemonic culture of consumerism now built upon this commercialism, as discussed in Chapter 9 – are importantly to blame here. Yet that still does not quite get to the heart of the matter. For in order to be successful as business investments, advertising and marketing efforts must successfully appeal to other propensities in people than the simple need for goods and services per se, for the idea is get people to want more yet. It must therefore be asked, to what propensities do those efforts so successfully appeal?

In modern market systems, people are well-prepared to be wholly receptive to, and to seek and find various gratifications in, consumerist behaviors, even aside from the advertising and marketing environment in which they are surrounded. To begin with, because most people as wage-employees are subject to employers’ power as analyzed in detail in this book, they must seek their personal fulfillment elsewhere than at work, insofar as the time spent there, the projects undertaken there, are not their own but their bosses’. As we discussed earlier, this kind of alienation extends as well into people’s social lives generally, and indeed into their intellectual lives and their relationships with the natural world.

On the other hand, of course, businesses are all too willing to offer customers gratifications of all sorts for profit, i.e., in the form of commodities to be purchased. Thus it is natural in modern market systems for people to seek commodified gratifications in compensation for lives unfulfilled at work and in community, especially where other, non-commodified gratifications are increasingly hard to find (that is, in public goods consumption or in the commons). Consumerism thus has roots in the alienation lying at the very heart of production in modern capitalist market systems. The commercial advertising and marketing industries merely aggravate people’s need to seek compensatory gratification in consumption, finding easy targets as they appeal to, exploit and encourage consumerist approaches in people’s pursuit of personal fulfillment.

Moreover, pecuniary emulation and conspicuous consumption, which are probably inevitable behavioral features of any class system, are strongly compounded in modern market systems by people’s need to pursue compensatory gratification in personal consumption, as well as by the individualism and competitive striving and ambition such systems also induce in people. Pecuniary emulation and conspicuous consumption are key elements of the “consumer psyche” to which all advertising and marketing efforts strongly and overtly appeal. Thus it is commonplace in advertising to encourage emulation of other consumers who are at or above one’s own level in society’s economic status hierarchy – the “Joneses” absolutely must be “kept up with” or passed if possible, and are at any rate a necessary benchmark for comparing and measuring one’s own status position. And of course this is not possible without the specifics of one’s own possessions, like those of everyone else, being at least as conspicuous to others’ eyes as theirs are to one’s own. The advertising and marketing appeal to these propensities is perhaps nowhere better exemplified than in the clothing, automobile, housing and related industries.

Consumerism therefore is not the “ultimate” source of today’s global ecological crisis, but only the most immediately obvious one. It has its roots in the alienation and pecuniary emulation already recognized as part of this system long before the historic rise of the advertising and marketing industries. Individual efforts to resist these propensities in people’s personal lives will certainly help the cause of dealing with the ecological crisis – ecological sensitivity, conservation and humility and moderation in people’s personal consumption are, after all, the ultimate goal. But that goal is unlikely to be reached except for a minority when the larger context of the class system of the market economy is still unchanged.

Consider too the implications of conspicuous consumption and pecuniary emulation for the politics of dealing with the ecological crisis. Public action on the ecological crisis will require, of course, a broad and strong constituency favoring it, but that will be even more difficult to attain than is suggested by the politics of “growth vs. the environment”. Emulation by the broader population is, of course, emulation of precisely those with the greatest material consumption. It is moreover emulation of those whose values, views and behaviors most tend to conservatism in the face of developments requiring a wholly different attitude. For it is the most affluent who have, first, the greatest material interest in the status quo, insofar as their positions most depend upon carrying things on as they are, not upon changing them. And it is the most affluent who are, second, most able by virtue of their wealth to avoid the many inconveniences and life disruptions arising from the ecological crisis, and who are accordingly least inclined to be concerned about its material consequences. These then are the kinds of values and attitudes most emulated by the broader population: not a promising political constituency for dealing with the crisis, even assuming the emergence of strong leadership from among those of the powerful classes.

Historically “civilized”, that is, class societies have apparently been most harsh on their natural environments and at the same time least adaptable to the harsh consequences. In effect, the modern capitalist market society has greatly magnified at least the first of these two realities: its footprint on the biosphere has been incomparably greater than that of all other societies combined to date. While it is heralded for its adaptability in other ways, there seems little ground for confidence in its ability to successfully adapt its ways to the requisites of ecological sustainability in a world it has itself so profoundly dislocated.21 Contrary to the drift of most mainstream discussion on the matter, the problem of social class is a fundamental element of both the global ecological crisis of these times and of the modern market society’s difficulty dealing with it: the crisis will not be dealt with satisfactorily unless that problem is engaged as well.


13   Conclusion

Precisely how do we go about engaging the problem of class today? This book closes with an account of a few of the possibilities for reversing the increasingly dire trend of rising economic inequality and class rigidification in the U.S. in these times. I will not offer here a strategy for organizing a progressive movement for changing the system of class and inequality. But it is both easy and appropriate to outline some of the kinds of institutional forms toward the eventual achievement of which such a movement might be committed. This book has focused broadly on the particular kinds of institutional forms responsible for the class system of the modern market society, but has not yet considered what specific kinds of alterations could be made in those institutional forms that would be conducive toward greater equality, a fairer and more democratic society. It would be remiss not to review some of the institutional adjustments or larger alterations that are possible.

It is not at all true that in principle very little could actually be done about inequality and class in the modern market economy. The parameters within which that economy may function adequately permit a wide latitude of possibilities, as history makes fairly clear. Instead, the fact that so little seems possible in the U.S. and other such societies today merely attests to the powers of this class system. Exactly what could be done needs to be stated and reviewed – not only to serve as guidance for any movement for progressive change, but also to demonstrate, by contrasting the simplicity of the institutional alterations that could be implemented with the array of forces lined up in opposition to them, the real source of the difficulty of achieving success: entrenched social power.

Even in the face of that power, while it may not seem so, these times may be most propitious for advancing the possibilities of progressive change. As the current Great Recession continues, vast numbers of people are left out of jobs and homes while most of the “middle class” experiences rising insecurity and an increasingly precarious relative comfort. A multifaceted crisis of historic dimensions seems to be developing, moreover, as the economy’s deterioration is aggravated by the longer term ecological contradictions discussed in the last chapter, in conjunction with what appears to be an inexorable long-term increase in the cost of energy due to rising fuel scarcities. The times are fraught with momentous dangers – but also with possibilities for mitigating the system of inequality and class, the legitimacy of which may be more and more called into question as it becomes clearer that an adequate resolution to all aspects of the crisis will require repairing or perhaps even replacing it.

I will not attempt a thorough coverage of the variety of progressive institutional adjustments and alterations that are possible, but will only highlight a few of the more critical ones without which significant mitigation of economic inequality and class rigidity would not seem likely to be successful in the context of the modern market system. The analysis of this book has been about how economic inequality is tied up with power in all the various social structures in which it is to be found – i.e., power especially in the economic realm, but also in the social, cultural and political realms of life. The problem of class is the combined problem of economic inequality and power, and mitigating class must involve mitigating both aspects. Thus, not only are significant adjustments of income flows and assets necessary, redirecting these from the top downward, so too are significant institutional adjustments of decision-making powers in various social, cultural, political and economic contexts, making these more accountable to the people affected. Because power begets inequality, and inequality begets power, the problem of class inherently requires a broadly “totalist” approach: not only are “purely economic” institutional alterations required but also alterations in the social, cultural and political spheres of life. It is all of a piece. Thus for example, progressive income taxes and a minimum wage would probably be critical elements of any real commitment to significantly reducing economic inequality per se – but so too must be such “non-economic” institutional changes as union certification check-off balloting and mass-media de-concentration.

What can be done?

We can broadly conceptualize the varieties of progressive institutional alterations in modern market systems as of three kinds: (1) traditional alterations, those that have been tried successfully but are being rolled back in recent times for the convenience of privileged power elites of those systems; (2) newer alterations proposed and discussed but not generally or widely adopted, at least not in the U.S.; and (3) more “radical” proposals, that is, which would provide alternatives to the core capitalist institutions of the modern market economy, some of which have been employed in limited contexts in advanced market systems but not generally envisioned for large-scale use. Let us consider then some of the more critical progressive institutional alterations in that order.

Traditional measures

A major mainstay among the traditional measures for mitigating inequality and class in the modern market society has been the progressive income tax system. If the market economy cannot even pretend to channel personal incomes equitably to people, and if its particular inequity is to favor further those already favored with “prior accumulations”, as this book has made most clear, then equity in the distribution of personal income requires significantly higher effective tax rates on higher incomes. This cannot be emphasized strongly enough: the argument that the so-called “flat tax”, with its single tax rate applicable to all, is “fair” simply fails when the market system that dispenses incomes in the first place is not fair.

In the U.S., progressivity in the federal personal income tax system has been gradually diminished over time with each successive political cycle since the 1960s (Piketty and Saez 2007). Moreover, federal tax progressivity overall has been offset by the regressivity of the Social Security tax system, which collects flat taxes on incomes only up to a certain amount (around $100,000 a year presently). If the present trend continues, at some point the federal personal tax system will cease being progressive at all. Whether it is sufficiently progressive even now to offset regressivity in state and local tax systems is not clear – state sales tax systems, for example, while usually exempting food, still apply a fixed rate on all other consumption goods and are thus regressive at higher income levels. Thus, the U.S. tax system overall, taking account of the incidences of all the various kinds of taxes at all levels of government, may be only mildly progressive, roughly neutral, or even regressive in its impact by personal income level.1

Re-establishing older levels of progressivity in the rates applied to personal income generally, ending special treatment for capital-gains income, and closing such “loop-holes” as the deductions for mortgage interest on second homes, could easily be done. This would certainly ease the budget deficit problem of these times as well, since the overall squeeze on the revenue side of government budgets at all levels in recent decades, especially critical now in the current Great Recession, has been greatly aggravated by the decline in personal tax progressivity.2

Estate and gifts taxes contribute only negligibly to government revenues, yet can be quite significant in mitigating the inter-generational concentration of personal wealth and of a class of idle rich. This misnamed “death tax” in fact affects only about 0.2 percent of those who die (Center on Budget and Policy Priorities, 2009). A number of advanced market societies have lower exemptions and/or higher tax rates in their estate or inheritance tax systems than the U.S., and many even have wealth taxes in addition, i.e., in which a tax is levied annually on personal wealth itself3 At the time of this book’s writing, the current tax rate is due to revert back to the somewhat higher level in force when the current law was put in effect in 2001 – unless those sympathetic with that law have their way in Congress, of course.

A third important progressive economic measure has been the minimum wage, the effect of which is to bring up the bottom-most portion of the scale of labor incomes, perhaps by redistributing somewhat from business profit incomes (the infringement cannot be great, since it is only the lowest of all wages that are affected). In the U.S., the minimum wage is not automatically adjusted for inflation, but only as Congress sees fit, and even the latest adjustment by Congress fell far short of its 1968 maximum level of about $9.00 an hour (in 2009 dollars). Further significant increases here clearly could be accomplished without even setting new precedent, and significant expansions of coverage remain to be made as well, especially for agricultural workers.

In fact, of course, there is a whole panoply of important “purely economic” redistributive policies that could be mentioned, any of which could well be strengthened from their current practices. Here are a few more that are particularly important for lower-income people:


• The Earned Income Tax Credit has been a singularly successful redistributive component of our personal income tax system, providing a major tax break for lower-income employees. It could reduce their effective tax rates even further by increasing the credit, and/or allow more to qualify for the credit.

• Social Security is certainly the most effective “anti-poverty” program we have. Still, many low-wage retirees who must rely upon it for their retirement income remain in poverty: with appropriate changes in the system the benefits could be raised such that no one must retire in poverty.

• Medicare and Medicaid provide medical care insurance for elderly and low-income people, respectively. They are desperately in need of major reforms anyway, and with the reformed private health care system currently coming on line in the U.S., could be folded into a more comprehensive real national insurance system.

• Temporary Assistance for Needy Families, our “welfare” program, is stingy by the standards of other countries, albeit better than nothing. Minimum benefit levels should be removed from state’s determination (they vary widely from state to state) and brought back up to previous levels in real terms (having fallen due to inflation), then set to automatically adjust for inflation.

• Unemployment insurance and workers’ compensation provide benefits for the unemployed and those injured at work, respectively. These could both be expanded in coverage and the benefits increased.



One other traditional set of economic policies has important progressive redistributive impacts even though it is not often discussed in such terms: Anti-trust, the set of policies aimed at reversing and preventing excessive market concentration, has been significantly rolled back since the early 1980s – and could just as easily be re-expanded. It is essential for mitigating the concentration of capital and profit taken by firms from consumers and other firms, and can be critical in helping prevent the rise of family dynasties.

Class being more than a “purely economic” phenomenon but also a phenomenon of power in the social, cultural and political realms, consider as well a couple of important institutional alterations there. First, in the U.S., class is importantly mediated racially, as was noted briefly in an earlier chapter. Efforts begun in the 1960s to close the gap between whites and African Americans by addressing discrimination and residential and educational segregation made some important inroads. Yet an “achievement gap” remains as great as ever and may even be expanding now; and as the current Great Recession proceeds, it is apparently – and predictably – new African American home owners (and Hispanic American home owners) who have been most wiped out by both the housing and the job-market crashes. Meanwhile, residential and school segregation are measurably as great or greater than ever. Affirmative action law is weaker now than ever it was, in the sense that it can no longer be racially preferential as it was in its earlier years actually preferential toward blacks. That being the case, in order for it to be effective in helping close the black-white gap, in principle it must be more than ever “affirmatively fair” at the level of government enforcement practice itself – yet it is questionable whether even the most rigorous such affirmative action can actually help at all, given the enormity of the residential segregation underlying the educational and cultural black-white gap that now exists. It is possible that nothing short of real old-style affirmative action will do – but perhaps some of the “new thinking” below will help.

Second, one of the more important issues in recent decades has involved the regulation of broadcast television advertising and public interest programming. As commercial TV broke into the American cultural milieu in the post-World War II years, its power as a mass medium was evident from the very beginning. Studies of the effectiveness of TV advertising in garnering consumer “votes” for corporate products showed it to be wildly successful, but questions arose almost immediately as well about various other effects on viewers, including children. As a need for some balance in political advertising was also felt, the Federal Communications Commission mandated various content and time limitations on commercial and political broadcast advertisements. These may also have had the effect of constraining somewhat the extent to which the media could become subservient to commercial interests especially, but as long as the media obtained the vast bulk of their revenue from those interests this effect was probably minimal. Instead, in that regard, regulating the extent and content of advertising was probably in the TV media’s own self-interest in helping sustain viewing audiences’ involvement in programming. Still, television must play an important role in facilitating a diverse and accurately informed political discourse that would require a certain quality of both advertising and political programming, and the history of the medium in all its various transformations suggests a need for regulatory oversight to sustain that kind of quality. It is easy to imagine better progress on important public issues like those of the preceding paragraphs were a more rigorous regulatory environment effectively in place once again on TV advertising and public interest programming.

New thinking

Some would suggest traditional measures like these are actually outdated. Has their time past, in the sense that we would do best simply to abandon such approaches to the problem of inequality and class and look for others? Not at all. Major changes have occurred in recent times, of course, but this is still a capitalist market economy, the fundamental institutions of which are essentially as they were 50 or 75 years ago. Both socially and economically, this system has certainly done no better than in the decades after World War II, when the traditional approaches to mitigating class were largely in place.4 New approaches to the newer problems that have indeed developed in more recent years are certainly called for – but while many of the older approaches may need refurbishing, they also need to be strengthened in light of the purposes of mitigating inequality and class, and not abandoned out of a misguided preference for simple novelty.

New approaches are needed, however, in the face of the newer problems that have developed in more recent decades as discussed in . Consider first a couple of these that have come into the limelight in recent policy discussion in the U.S. First, as we have had a floor on wages for many decades, increasingly it has seemed there may be a need for a ceiling on executive compensation as well. In the run-up to the recent Great Recession, financial institution officers’ compensations were completely off the charts.5 This is partly the result of deregulation in financial markets, of course, but as was discussed here in an earlier chapter, globalization and the increasingly top-heavy position of higher-level executives as agents to the owner-principals of firms across the spectrum of industries actually make this a general phenomenon. At any rate, when many financial firms that received bail-outs from the government in its stimulus spending after the financial crisis proceeded to continue doling out embarrassingly high bonuses to officers, after great public outcry President Obama’s administration jaw-boned others into retracting them. There is thus strong precedent at least in public discussion for considering tying some kind of maximum executive compensation – in absolute terms or relative to a company’s average salary, for example – to eligibility for federal government contracts, special protections like loan guarantees, bail-outs or other government largesse (breaks could be given for “good records” on compliance with EPA, OSHA, anti-discrimination regulations, etc.). This could easily be written into law and enforced through existing government agencies.

Certainly the biggest and most important bill passed by the U.S. Congress in recent years is universal health care. In strictly legal terms, it is perhaps a strange sort of “entitlement”: employees of large firms are required to buy health insurance from private companies of their choice, lower wage-employees and those of smaller firms paying lower premiums and/or getting subsidies from government. (Non-employed people are insured under Medicare or Medicaid.) The economic theory of cost incidence suggests employers will actually pick up a major portion, most, or even virtually all of the cost of the medical insurance with higher wages paid to covered employees. There will be some oversight of private insurance companies by government. There may be a “public option” insurance choice also in the future if another separate bill passes, thus providing some competition to the private sector to help keep premiums down and quality up. Otherwise, competition among health insurance companies will be presumed to arise in an “insurance exchange” that will be created. It is not clear just how well this set-up will work, although the Democrats seem confident it will lower overall health care costs, provide coverage to all, and lower the federal deficit at the same time. What is relatively clear is that from this point onward at least a presumption will have become writ into public thinking that medical care for every individual is a matter of public concern, and that some provision should be made to ensure its provision to all. It is, in effect then, a right (like retirement security), and even becomes a part of a kind of “basic entitlement” income (as is included in those in-kind transfers to which people are minimally entitled like food-stamps and school-lunches).

As was also discussed in , labor unions have suffered major losses of membership and power in recent decades that are attributable ultimately to the economics and politics of globalization. Their losses have been critical in the power imbalances in the equation of increasing economic inequality and class rigidification. The erosion of those traditional measures mitigating inequality and class, such as those just discussed in this chapter, is importantly due to the decline of unions’ political and cultural powers. Reversing that decline and rejuvenating labor unions could be accomplished to some extent without legal changes: simply enforcing existing laws by providing sufficient enforcement resources (sufficient, for example, for ensuring union organizers some freedom from employer harassment and persecution) would go a long way toward accomplishing that goal.

Labor relations law should not be understood to be ideally “neutral” in its dealing with labor vs. management – the latter have resources for bringing to bear in conflict that labor can only dream of having: the relationship is not even remotely “balanced”. As explained carefully in Chapters 6 and 7 of this book, lacking any other constructed means of countervailing it, in the capitalist business firm unions constitute the only private means available to employees for dealing with the power employers have over them. In a democratic society in which the economy is constituted by a capitalist market system, it is the state’s responsibility to ensure working people are fully vested with those means. Most recently, labor unions have pressed for a single change in the law regulating how union “certification” elections are conducted (i.e., elections creating a new union in a workplace): rather than secret balloting, they want a simple “card-check” process to determine the outcome of the election, along with stronger penalties for election violations by employers. They should have them – and stronger monitoring and enforcement of all labor laws in addition. Employers have misused the present certification processes, greatly biasing election outcomes with impunity for many decades, a situation that could easily be corrected.6

As noted earlier, Social Security is effectively our most successful “anti-poverty” program: without their Social Security benefits, about half of all seniors age 65 and older would be in poverty as officially defined; with those benefits, less than a tenth of them are in poverty (Englehardt and Gruber, 2006). Yet polls show Americans are more concerned than ever about their retirement security. The problem is that with Social Security as it is now constructed, retirement at a standard of living significantly above poverty typically requires additional income from either pension or employment, and only about half of all private-sector employees retire with a pension. (Virtually all public-sector employees have one.) In light of the evolution of the private pension system in the U.S. in recent decades, we need a major reform providing a universal pension system something like the universal health care system we have just implemented at the time of this writing.

The current system, first, is increasingly a “defined-contribution” system rather than a “defined-benefit” system, hence inherently less secure for retirees, especially in these times of great financial market instability. Second, since the mid-1980s, fewer and fewer private-sector employees are now covered by pensions at all.7 These changes arose because of the decline in labor union membership, the increasing use of “contingent labor” (part-timers, subcontractors, etc.) by firms, and changes in pension law. A universal coverage system would have all employees covered by fully “transportable” and publicly insured pensions with defined benefits guaranteed to provide a retirement above the poverty line. In principle, it could do so by merely supplementing Social Security – or, more ambitiously perhaps, by replacing it with something sufficiently bigger.

This book has emphasized the critical importance of wealth as opposed to income. Not that income is unimportant, of course, but a person’s already accumulated family wealth immediately determines their access to whatever schooling or training is required for the occupation they would choose to enter upon starting out in life (see Chapter 4). And similarly one’s “prior accumulation” of wealth immediately determines one’s ability to move into a position of power (for example, employer’s power or cultural power in the media) or to “escape” having to be subject to others’ powers, as discussed in Chapters 5–9. The wealth bias of unequal opportunity in “free market” systems – the economic foundation of class in modern market societies – could be significantly mitigated by progressive public subsidy programs for individual asset accumulation.

The standard here is the individual development account, in which the government would match an eligible poor or lower-income individual’s deposits, and may also subsidize a bank’s or other institution’s additional matching funds, in an account to which the individual then gets access for a down-payment on a home, for example, or higher education tuition, to start a business, or simply at age 25, or upon retirement. In principle, the extent of the matching can be adjusted with the extent of the individual’s financial need. Advocates for this approach point out that government already subsidizes, with “tax expenditures” (i.e., tax breaks) of hundreds of billions of dollars annually, asset accumulation by the non-poor with home mortgage interest deductions, capital gains and government bond interest exclusions, individual retirement accounts, lower capital gains tax rates, etc.8

Public education being essential for providing even an attempt at equal opportunity, it is paramount that it be provided cheaply, universally and at high quality. Increasingly, however, the promise of universally available higher education is vanishing as state university systems find it expedient to price their better-quality institutions beyond the means of the middle class. And with continuing suburbanization, public elementary and secondary school systems are being increasingly stratified into lower-quality urban schools and better-quality suburban schools. In conjunction with the rise of the charter school system and the increasing use of school vouchers, these developments portend a national education system moving decisively in the direction of even greater class stratification than in the past.

Steps can be taken to help prevent that. A major source of the problem is that state and local governments tend to cut taxes and “unnecessary” services and service quality in their competition with each other for business and residential location. Significantly increased federal and state “compensatory” spending on local public schooling to offset per-pupil property-tax-base differentials, aimed at bringing the lowest-spending districts up to par with the highest, and similarly increased federal support for higher education at all levels, would go a long way toward offsetting developing educational stratification.

The “new ideas” I have discussed so far are not greatly out of line with the spirit of the “traditional measures” for mitigating inequality and class just discussed in the preceding section. Why then have not new ideas like these taken hold – why indeed have not the traditional ideas even held their ground – in recent decades? One of the reasons, as explained in an earlier chapter, involves adverse changes in recent decades in the structures of cultural and political power that sustain this class system. Consider then a couple of institutional alterations aimed directly at these recent changes in the cultural and political realms of social life.

First, a narrowly decided recent U.S. Supreme Court case (the vote was 5 to 4) appears to have finalized a decades-long history of Court decisions granting the American business corporation constitutional rights of personhood, i.e., rights to free speech, specifically, in this case, political speech in the form of political advertisement spending.9 It is not clear whether it would require merely legislation or a full-fledged Constitutional amendment at this point (probably the latter), but one way or the other, abolishing corporate personhood is an important pre-requisite of real equality of free speech rights, of equality of access to the means of political speech, and of the public’s right to quality information about matters of public import. As long as corporate spending on lobbying, political and commercial advertising and political campaigning is unrestrained or relatively so, corporations will effectively extend the cultural and political powers of their owners and/or managers – already considerable due to their personal wealth – far beyond their appropriate bounds in a democracy. Reining in the corporation is an absolutely critical part of reining in the powers of the elite classes.

Second, a momentous crisis is brewing at the moment of this writing that may well require a major reform of the news media and journalism for its satisfactory resolution. For decades, the media have been concentrating into ever bigger international conglomerates, this trend proceeding on course even with the newer digital technologies. Local newspapers, for example, never intended to function servicing the kind of debt taken on as they were bought out by larger entities using leverage, had to live up to more rigid profitability standards, and cost-cutting became increasingly the norm in the news room. As journalists were laid off and “work intensification” grew in news-writing, and as the numbers of competing newspapers shrank (most large cities now have a single outsider-owned paper, if they have any at all), readership fell off, and readers turned to the online alternatives increasingly available. Aside from the online offerings of the dying newspapers themselves, more and more scant in content given the declines in journalist staffing, the available online alternatives are themselves increasingly highly concentrated news sources. I use newspapers as the example here, but the same story extends, of course, to news magazines and broadcast news. The phenomenon pertains worldwide as well.

Lest it be thought that this is merely another “industry shake-up” in progress, the issue is this: real, reliable news requires journalists, full-time employed individuals paid to dig up and check facts and events thoroughly, report them, and be judged by readers or viewers for the quality, i.e., reliability, impartiality, etc., of their work, preferably by comparison with other competing researchers doing similar work. As readers of newspapers in many a large city can attest, what is happening now constitutes a real crisis. Where will we – not only we “old media” people but also the young “onliners” – where will we get our news? Will it be thorough, adequate to our needs as citizens, (relatively) unbiased?

I discussed in an earlier chapter how our media function importantly as a vast and variegated propaganda device, in effect, filtering certain kinds information, especially that pertaining to the realities of class, government, war, and so on. Yet as is also true of our political and educational systems as structures sustaining the class system of the market society, the media system too has not been unambiguously or solely malign, as if without at least potentialities for real and broad liberation. Just as important aspects of our political system do allow for some popular participation and do thereby provide at least a promise of real political democracy; and just as our educational system does permit at least for some people real intellectual liberation; so too our media has provided up to this point the informational requisites of real citizen participation in public decision-making for some people. But if journalism as an occupation and, in effect, a public service collapses that may soon cease to be the case.

As the numbers of journalists involved in the news decline, and as the numbers of informal, non-journalist “fact-checkers” involved in the news online, e.g., in social networks and “blogs”, increases, a major de-legitimization of the mainstream media may occur. Perhaps that will induce some kind of public action, perhaps not. Either way, the class system of the modern market society cannot much longer even pretend to being fully democratic without coming to terms with this frightening movement toward a truly big-brother-like propaganda apparatus – without even a semblance of a verifiable, reality-based citizen check over government and business.

A real democratic society, of course, would aspire to something substantially different anyway: a truly pluralistic media system. Such a system would begin perhaps with a major anti-trust movement against the currently established conglomerates, and a major beefing-up of the public media where that is not feasible; it would also include a major strengthening of the regulatory environment on advertising in all the media, and a major public investment effort of subsidization of independent, small competitive media and of watch-dog journalism across the spectrum of media types.10

Finally, suggestions for reform of various aspects of our political system are fairly routine in recent decades. Some important strides have been made in voter registration and in campaign financing, although it seems that on the latter, for every step forward some new innovation appears that gets around it, taking the system two steps back. Pure public campaign financing may be the next step, but major reform will also surely be needed in political advertising, as was noted in an earlier paragraph. Voting holidays too would permit many to participate whose employers or circumstances otherwise disallow it. In my view, one of the most stifling aspects of the American system is its two-party monopoly (duopoly), which probably cannot be broken without a system of proportional political representation, or perhaps instead, given the radical changes probably required to accomplish that, instant run-off balloting.11

It needs to be stressed that this and the preceding list of traditional measures for mitigating economic inequality and class rigidity by no means exhaust the important ideas available. One particular set of quite critical institutional alterations I have not yet discussed here is that involving the assurance of adequate jobs for all. Certainly the failure to attain something even close to full employment has proved one of the most profound problems of the modern market economy, one the resolution of which may well be beyond the capabilities of that system as it is ordinarily constituted. As discussed in an earlier chapter, the system “naturally” – that is, through the technological and business-cycle dynamics of market competition – tends to generate unemployment sufficient to ensure adequate employers’ power to sustain the profitability of the firm. Moreover, the dynamics of both fiscal and monetary policy, subject as both are to the powers of the larger class system, generally affirm those tendencies as well in what may aptly be called a “political business cycle”.12

The issue is a critical one for the thesis of this book. It certainly does not seem possible to get at the real heart of class power in this system – employers’ power – without somehow addressing the problem of unemployment: it is not at all clear that the kinds of changes to which I have referred up to this point can go very far in mitigating inequality and class rigidity while employers’ power remains intact in the background. Either unemployment per se must be eliminated, or else its cost must be lowered sufficiently to make it mostly irrelevant by means of sufficient increases in the “basic income entitlement” due to people even if they do not work. Neither approach is a part of the ordinary repertoire of capitalism.

Of course, it may be possible alternatively to change in some other fundamental way the basic institutions of the system itself. While it is mostly in disrepute in these times, we would be remiss were we to ignore the possibilities of socialism, the most important set of modern institutions alternative to those of the capitalist system, for resolving or at least mitigating the problems of unemployment and of inequality and class rigidity generally. Indeed, no other approach is aimed so directly at just these momentous issues, and insofar as any real progress is ever made in actually dealing with them, it will most likely be by means advocated at one time or another by the socialist movement, whether they are acknowledged as such or not.

More radical changes

Some of the institutional alterations discussed above may seem pretty radical, but none deal with the real heart of power in the modern market society, i.e., that associated with the structures of the capitalist economy itself: none affect either the capitalist productive enterprise or the capitalist system of investment allocation in that society. As a movement, socialism has shared many of the perspectives on the need to mitigate economic inequality and class elaborated in this book. Indeed, the somewhat varied collection of advocacies of “socialism”, including both the historically successful and the avidly utopian that have gone by that name, propose approaching the capitalist roots of these problems head-on. These advocacies aim precisely at altering the form of one or the other of two aspects of the modern market economy: the capitalist productive enterprise and/or the capitalist investment allocation system. Consider first the latter of these two great variations of the socialist vision, that of the “socialized” mode of allocating investment.13

“Socialized” investment may be understood in contrast to that of the free competitive market of (neoclassical) textbook economic theory. In the latter, the investment process is guided by “sovereign” consumers’ wants as reflected by their purchases in markets, the processes of competition ensuring that the directions of investment proceed in accord with consumers’ demands for final products. Given the substantial market imperfections of the real world, however, i.e., market concentration, information problems, externalities, and so forth, “sovereignty” in reality devolves from consumers to producers, who then, as was explained earlier in this book, themselves actually direct the broad course of investment. Financial power then presides at an even higher level in the economy as a whole, while production and investment in competitive sectors and smaller businesses basically just follow along the directions determined by the big financial and corporate powers. Government at all levels is an important player in this, smoothing the way for private investment with breaks, subsidies and public commitments of all kinds. On that count, many have referred to the investment process in the advanced capitalist economies of modern times as already highly “socialized”, even in the most “laissez-faire” of those economies.

One may propose, however, that the broader directions of real socialized investment ought to be determined by the public interest. In “socialized” investment of the capitalist variety, the public in whose interest investment is guided consists of the major capitalist powers, i.e., the biggest financial and industrial corporate concentrations: one might hope that a broader kind of “public” might be represented instead. To take it a step further, suppose that by socialized investment we mean investment the broad directions of which are determined by democratic public decision-making processes. At least in theory and as understood by those most committed to these ideas, that has been the aim of most varieties of “socialist investment” by and large, both in practice and as envisioned in the socialist movement worldwide. Of course, in actual historical practice (and in theoretical variations too) everything has come down to the details of how “democratic processes” have been defined by those involved, but at least in general terms, socialist investment is state-controlled or state-guided, where the state is democratically representative of the public.

Note that the modern welfare capitalist economy may be seen to embody a kind of compromise in which investment has been partially socialized – partial control by the state being thought to suffice to guide the overall directions of social investment. There, the state directs merely a significant portion of the total of social investment, invariably including public goods investment (infrastructure, education, healthcare, research) and/or sometimes “strategic” industrial sectors (for example, automobiles in the guided capitalist economy of post-World War II Japan). Thus, as alien as socialized investment may seem to citizens of advanced capitalist societies, they may find it aplenty right at home, albeit perhaps not quite as envisioned by its originators.

In principle, because socialized investment so defined can disregard strong profit motivations, it can be targeted in ways that private capitalist investment cannot. Thus, for example, it can be used to stimulate employment in regions, groups or sectors where unemployment is problematic, unlike capitalist investment, which not only invariably flees excessively low-unemployment areas but also shuns high-unemployment areas as well (see the discussion of Chapter 3) – and will in not in any case guarantee a job to anyone anywhere. Moreover, by being aimed at providing an adequate supply of capital for producing consumer necessities, for example, housing and healthcare, socialized investment can ensure a decent minimum standard of living too, unlike capitalist investment, which even at its best (i.e., in free competitive markets) responds to effective demand only, that is, to those with money to spend.

In Soviet-style investment, the state had ownership of all capital goods including housing and most major agricultural land. Buying and selling occurred in many of these things, but mainly they were strictly a device for accounting and stimulating efficiency between producers and users rather than actual free exchange, for where exchanges were allowed, the prices were mostly fixed. All production and distribution was done in state-owned enterprises, and everyone was an employee of the state – the latter was, in effect, “one big conglomerate corporation” from which all goods and services were sold.14 For example, all housing was public, there was no private housing, neither owner-occupied nor privately rented; rents were charged to tenants by the state but were set low enough that everyone could easily afford a place to live (e.g., 5 percent of income), while the state ensured that investment in the production of housing stock was plentiful enough for all. Similarly in clothing and food. Consumer goods were adequate for all then, and hardly luxurious for any (only top party people, enterprise managers, etc.); while capital goods expansion (industrialization), militarization (in the Cold War conflict with the West), infrastructure, education, healthcare, etc., were the main investment priorities. Given the huge emphasis on expansion (and also a good deal of inefficiency), the production of consumption goods suffered, but there was no real destitution in this third world country (once the economy had recovered from World War II), nor any unemployment, homelessness nor illiteracy.15

The Soviet experience spurred sympathetic theorists worldwide to envision alternative approaches to socialism, many of them quite plausible. Scores of variations were also attempted by the Soviet Union itself, including those attempted after its break-up. Based on what is in retrospect a gold-mine of historical evidence available, theoretical variations on what came to be called market socialism now seem most promising in their approach to socialized investment. As an example, that offered by David Schweickart (2002) may be especially helpful for its focus on mitigating unemployment.

Schweickart envisions the whole of society’s investable capital as, in effect, publicly owned (exceptions may include private housing and auto’s, etc.), and “borrowed” by those using it for production (i.e., in production enterprises). In exchange, producers pay a flat-rate “capital assets tax” (that is, a tax at a flat-rate on the firm’s total assets value) that functions as an interest charge. The proceeds of this tax go to a national investment fund that is then dispersed to the nation’s regions on a per capita basis.

Regional legislatures allocate a portion of their allotted funds for region-level public investment, then disperse the rest to communities, again on a per capita basis. In turn, communities’ legislatures similarly allocate a portion for community-level public investment, and the rest of their funds to their local public banks, which make investment grants (not loans) to local firms. These grants are based on the profitability and employment prospects of the latter’s investment proposals, and are used by the banks’ entrepreneurial divisions to encourage and develop new business start-ups as well.

In its attention to the necessary details of economic democracy, Schweickart’s scheme seems a significant advance over the rather draconian approach of the Soviet model toward inequality and class rigidity. And both the per capita fund allocation system and the profitability-plus-employment grant criterion of Schweickart’s scheme would seem effective approaches toward using the allocation of social investment systematically to mitigate unemployment.16

The other of the two great socialist visions is aimed at reorganizing the capitalist workplace into a democratic worker-managed workplace. There is extensive evidence taken from a great variety of experiences – ranging from the small, scattered production cooperatives found all over the U.S. even today, to such broader specialized cooperative networks as that of the plywood producers of the U.S. northwest, or highly diversified networks like the Mondragon network in Northern Spain or those found all over Italy; from the kibbutzim of Israel to the worker-self-managed firms of Yugoslavia during its communist period; from the co-determination models of German and Scandinavian corporations today to worker participation schemes in capitalist firms in many different places across the world – that democratizing production workplaces to any degree is not only economically viable but highly materially progressive as well. Rather than reviewing this evidence, or alternatively, outlining broadly the varieties and degrees of workplace democracy that may potentially be envisioned for the production enterprise, consider the idea instead from the viewpoint of the theoretical propositions about power and its consequences advanced in this book.17

From that viewpoint, the idea that a democratically organized workplace should be not only economically viable but also highly materially progressive should not be surprising. People working subject to power are not running their own show but someone else’s. They own neither their enterprises nor their products nor their resources or other inputs, hence can take neither responsibility for them nor whatever reward may come from their best use – though they can be punished for their managers’ making poor use of those things as their firms shut down or lay off employees. Whatever initiative they may take at work becomes, in effect, someone else’s, and whatever benefit may accrue becomes someone else’s too. Why should employees of capitalist firms be well-motivated to work at maximum effectiveness, when they participate in neither management nor profit? No wonder a vast and expensive system of management – virtually a managerial industry, in effect, the complexities of whose techniques are the subject of an entire sector of higher education, and whose personnel comprise the largest cohort of college graduate degrees of all – no wonder such an system is required to get people to work well and long in the capitalist firm.

Would not firms democratically owned and operated by those who work in them thus be significantly more productive? Presumably working people with a real and immediate stake in their firms’ success or failure would attend closely to running them in an economically efficient and progressive manner. They would self-organize their work to maximize their economic payoff, and given their democratic organization their profit would be their own, not someone else’s, and would be distributed using rules democratically decided by themselves. Self-organizing, they would save the considerable expense of a managerial staff that is much inflated in size and cost by the daunting complexities of both the principal–agent problem faced by capitalist owners and the managerial problem of controlling workers as discussed earlier in this book. Between the greater efficiency of their production work itself and the lower cost of their self-organized as opposed to outsider-organized labor, shouldn’t their firms actually be more profitable than their capitalist counterparts?

The objections to this line of thinking have stood up to neither theoretical scrutiny nor actual experience.18 It is often thought that in democratic work-places, people would end up spending too much time and energy in the extensive discussion and related processes required for decision-making. Yet this behavior has seldom been observed in actual cases, and makes little sense theoretically either. If workers own their firms, take their firms’ profit or loss themselves, and organize their work and other activities themselves democratically, they must be aware of their own stake and of the real costs of all aspects of their production operations, including those of decision-making itself. Accordingly, while they certainly would spend more time in democratic processes than does a capitalist firm (of course!), in deciding for themselves just how much time to spend in such activities they would most likely not let their consultations impinge any more upon their firms’ economic success than they themselves would prefer. They would define their firms’ success and failure themselves, not in accordance with the preferences of outside owners with no personal stake in the workplace – and certainly they would attend nonetheless closely to their firms’ viability as competing units in the larger economy.

How about “shirkers”? Aren’t there always people who would avoid their share of the work, decision-making and organizational responsibilities, especially where there is no management looking over anyone’s shoulder? In a capitalist firm, where working people have no stake in the organization of their own work nor in the economic rewards of well-organized work, shirkers abound, indeed most workers – including many managers and technical professionals – are probably shirkers to one extent or another. But among democratic owner-workers, wouldn’t far fewer be inclined to shirk? And whatever shirking activity would still occur would now be monitored and scolded not by outside-owner appointed managers but by their own fellow workers themselves, whose stake in quality work by everyone involved should motivate plenty of mutual oversight and the requisite peer-pressure when it is needed.

But wouldn’t democratically self-organized workers be likely to misspend or withdraw for mere personal consumption their firms’ investable retained earnings? Certainly, the spending priorities of worker-managed enterprises will differ from those of owner-managed firms – worker-managed firms have usually been more inclined to provide such things as child-care and health and other insurance for employee-members, things considered “amenities” in capitalist firms – naturally, self-organized and -managed working people will bring their own preferences to bear. But why should not people in such workplaces be well-motivated to use their earnings carefully when their own immediate economic success depends upon it? Given a legally constituted financial environment that appropriately discourages short-sightedness and non-productive investment, there is no reason to expect any more such behaviors in democratic firms’ financial management than in that of capitalist firms.

One might consider the most telling criticism of all to be the observed fact that in free market societies few cooperative and other worker self-management arrangements are actually found: if such arrangements are so desirable and are economically viable in addition, they should do quite well not only in product markets but also in the labor market, as people gravitate toward work in such firms. But for one thing, the competitive viability of such firms in capitalist market systems depends critically upon the existence of supporting legal, economic and social structures, just as does that of ordinary capitalist businesses. Where such structures are found – in countries with more sympathetic legal and financial systems and public policies – more cooperative workplaces are also found. Thus public financial subsidies and tax breaks help, just as they do for capitalist firms (e.g., in small business loans, loan guarantees for various industries, depletion and similar tax allowances, and the great variety of similar subsidies by federal, state and local governments that actually exists in practice in the U.S.), and in countries where some specific targeting of worker-managed firms exists, the latter have thrived.

To a great extent also the viability of worker-managed firms depends on what kind of managerial training the system of business schools provide. In capitalist systems, of course, they train managers for capitalist firms, not for worker-managed democratic firms in which the process of “management” is a totally different affair. Indeed, the entire culture of capitalist society – in everything from its commercial entertainment to its political discourse – is organized around the idea that some people, a tiny minority, are supposed to own workplaces, while the vast majority are supposed to work at those owners’ behest: that’s just the way it is, and rightly so, for the majority simply could not run things themselves, democracy is for “political” affairs (at most), not for the workplace.

But perhaps the most important factor militating against a more widespread sector of worker-managed firms in capitalist economies is the distribution of private wealth itself in such societies. Being without sufficient personal wealth to go into business for themselves means that workers cannot make arrangements (capitalist or otherwise) for financing their firms without bearing substantially greater risks than do investors in capitalist firms. In a typical capitalist firm, such funds come from widely dispersed sources, most of which are themselves of sufficient size to benefit from diversification. Were the workers of a firm to undertake the bulk of its capitalization themselves, their personal portfolios, lacking much size and hence diversification, would involve far more risk than most capitalists are usually willing to bear. Nor can they usually get sufficient outside funding based on their own personal collateral – and of course, outside funding would still not resolve their own risk problem anyway (although some lenders might be satisfied), and would in any case dilute their own control over their firm.

Thus the relative rarity of democratically organized production enterprises in capitalist market systems is not at all evidence of their being economically non-viable. Instead, not only the bulk of the empirical evidence but the theoretical argument too suggests precisely the opposite, and all that is shown by the relative rarity of democratic firms is the overwhelming importance of the existing system of wealth inequality and class rigidity and the structures of power that undergird them.

That overwhelming reality would not necessitate, however, that the radical step of attempting to democratize the workplace necessarily be undertaken in a radical, i.e., “revolutionary” way, any more than that socializing investment necessarily be undertaken in such a way, as was noted earlier. Just as the latter has proceeded “partially” in the modern welfare capitalist system, so too a movement toward democratizing the workplace could proceed “partially” as well. Thus significant public sources of investment funding for worker-managed firms’ start-up and capitalization, along with state subsidization of related services, especially management training for worker-managed firms, could in principle accomplish the creation of a viable sector of such firms. Assuming this were done in the context of a broader commitment to a more egalitarian redistributional stance generally on the part of the state, a sizable sector of democratic worker-managed enterprises presumably could be made sustainable, even in the setting of an otherwise capitalist economy.19

Freedom, autonomy and power

Stepping back then to reflect on all this, obviously it is possible to conceive the mitigation of economic inequality and class rigidity by means of a great variety of policy prescriptions small and large, more or less progressive or radical. I would hope readers of this book have found reason here for optimism – even for making a commitment to help bring any or all of these possible changes into actuality.

Nonetheless, this rather skeptical question still might be asked: are things really so critical? That is, suppose we go back to basics: is our subjection to power in the class system of the modern market economy really so bad? We are not slaves, nor feudal or agricultural serfs. The “traditional measures” suggested earlier for mitigating inequality and class rigidity, and even some of the “newer ideas”, are one thing, but the “more radical ideas” are another matter entirely. Do we really need to consider socialism yet again? At least in a relative sense, are we not in fact already the freest people in all of human history?

To begin to answer that important question, I would offer this observation: the fact that some of these kinds of approaches are not even considered part of the ordinary agenda of the possible, given the empirical and theoretical evidence in their favor, in an ostensibly freedom-loving democratic society, itself suggests that things are not as they are generally supposed. Why are such ideas generally considered so “radical”?

Even if we were the freest people in all of history, presumably we could be even freer yet – would that not be a good thing? Yet arguably we are actually not the freest people in all of human history, indeed arguably we are not even free – if by “free” one means free of power, i.e., free of domination or subordination in a class system in which most people are broadly subject to constraints or life parameters set largely by the preferences of a very few. There are, of course, other possible meanings of the term “freedom”, but we, at least the great majority of us, are not “free” in that particular sense, as this book has shown.

To be perfectly clear on this, we should perhaps distinguish freedom in the sense just used from autonomy: we in the U.S. do have more autonomy than any other people in human history, at least, presumably most of us do. That is, the space within the constraints to which we are subject is larger than that to which any other people have ever been subject in all of history: we are better off at least in that sense then. To put it bluntly, we are more affluent.20 But the constraints to which we are subject are just as binding as ever, of course – and as far as freedom goes, those constraints are just as subject to the powers of people in superior positions in our own class system as the constraints to which any other people in history were ever subject in their class systems. We have not abolished nor transcended class, nor power. Class and power are as much with us as with any other society in human history.

Of course, some readers of this book may not personally feel like they are subject to power in a class system, even some readers in positions I have characterized as subordinate or partly so. How can one be subject to power if one does not feel so? On the other hand, perhaps those who feel as if they are subject to power really are not. Are any of us really subject to power then? I would simply remind readers that the realities of power and class, like those of gravity and ultraviolet radiation, are not necessarily things one feels – but are realities nonetheless. If one has difficulty experiencing them directly, then consider people more obviously on the short end of the class spectrum than oneself: picture oneself there, see how that feels.21 Consider too that for many of us perhaps it is merely that our chains are cast in gold.

Hope for egalitarianism? Hope for democracy?

But how can there be any hope for egalitarianism and democracy in times like these? If rising wealth inequality begets increasing class rigidity and concentrating power at the top of the socio-economic hierarchy, while the latter in turn beget rising wealth inequality, then what hope can there be for democracy and egalitarianism in coming decades? On what grounds can one make any kind of commitment to work for them?

In an inherently uncertain world, there is always at least as much ground for hope as for despair. The trend toward greater inequality is not unambiguous, in some advanced economies it is even nonexistent, and in any case in those where it is happening there are political reactions and possibilities for reversal. This has already occurred to an extent even in the U.S., with the current presidential administration. Progressive change can occur. It will not occur if people do not make commitments to working for it. Why not in good conscience commit to these things?


Notes


1 Introduction

1 There is a vast literature here, albeit certainly little touted in mainstream public discussion. It is quite diverse and not at all mutually consistent, of course, but a broad collection of representative works would include Bluestone and Harrison (1982); Gordon (1996); Lasch (1995); Phillips (2002); Kapstein (1999); Lardner and Smith (2005); Bowles et al. (1983); Mishel et al. (2009); Collins et al. (2005); Henwood (2003).

2 To the “classical” economists of an earlier age, distributional matters were of prime importance, but to twentieth-century neoclassicals they mattered hardly at all (see the Appendix to this chapter). While the larger public was concerned enough about poverty to have declared a “War” on it, and many economists on the “fringe” of the field were sensitive to such matters all along, the mainstream mostly ignored them.

3 See also Baker (2010).

4 This book will not dwell on these sorts of statistics. They are readily available, as are various more detailed studies of the empirical aspects of inequality; see, for example, Atkinson and Bourguignon (2000) and Wolff (2009).

5 Mishel et al. (2009: 308). Calculation of the “aggregate poverty gap” – the amount by which the aggregate income of the poverty population would have to increase in order to bring all persons in poverty out of poverty – is easy to do. (This figure used to be easily found in the U.S. Census Bureau’s Statistical Abstract, but is apparently too embarrassing these days to be published.) Based on the $8200 average gap for an individual poor family in 2004, for the 7,835,000 total families (of all sizes) in poverty that year, the total poverty gap was $64.2 billion, a ridiculously small amount these days, compared to the aggregate wealth of the “Forbes 400”, for example, or the U.S. annual military and war budget, or the financial bailouts of 2009.

6 The outlandishness of the degree of inequality present today is exceptional. Applying Pen’s parade to the income figures for 2007, again assuming a six-foot-tall person represents the median income of $50,233 in that year, the highest income – an incredible and quite unprecedented figure of $3.7 billion (as reported in Anderson et al. 2008: 3) – went to John Paulson, fund manager for Paulson and Company, who stood over 70 miles high!

7 Originally it was three times the minimally sufficient food budget. The income amount is adjusted for consumer goods inflation annually. See U.S. Census Bureau (1995). Today there is much concern that because of the way the threshold income level is adjusted for inflation it has failed to keep up with the actual costs of even that level of sustenance, and that in fact the official threshold should be 10–20 percent higher than it is – as in, e.g., Mishel et al. (2009: 310). The relationship between poverty and poor health is widely known and well documented. See Mullahy et al. (2004).

8 Nord et al. (2009) estimate 15 percent of Americans experienced food insecurity at least some time during 2008.

9 Galbraith (1973b: 11) – his American Economic Association presidential address of 1972.

10 One of the nicest accounts along lines of this essentially Marxist view is Heilbroner (1988).

11 Besides Galbraith (1973b), see also Galbraith (1973a: ch. 1).

12 On the mainstream’s eschewing of power, see Schutz (2001). In addition, see Bartlett (1989), Dowding (1996), Galbraith (1983), Lukes (1974), Bardhan (1991) and Wartenberg (1992) for conceptualizing and “modeling” power and its implications.

13 For example, in Frank (2008), one of the relatively progressive mainstream texts, no mention is even made of the concept of “market power” or “monopoly power” in the chapter on monopoly.

14 In Paul Samuelson’s famous and influential piece (1957), the business firm itself is power-free; see also Dow (1993).




2 People make their choices

1 Originated by the “father” of modern economics himself, Adam Smith, this model continues to rule the world of textbook college microeconomics. Despite the modern mathematical rigor of its mode of theorizing, the field of economics today has not moved much past this model. Generations of economics students, graduated under its influence, have been thus inclined toward a “choice theory” perspective on the causes of inequality. For more expanded accounts of this model, see any mainstream text in labor economics, e.g., Borjas (2009); also Wolff (2009: ch. 8).

2 Readers might note that the demand side of the labor market – based on “marginal productivity” theory – is largely omitted in the account given here. As will be seen, the omission is of no consequence for the analyses and conclusions with which we will be concerned. See the Appendix to this chapter for a brief account of that theory and its relevance here.

3 Care must be taken with this idea. In strict accord with neoclassical theory, it refers only to the “marginal product” of labor, and not to the much more widely used and easily measured concept of labor productivity, the latter being actually the “average product” of labor. See the Appendix to this chapter.

4 There would be other secondary market effects as well, although these may be considered quantitatively less important. For example, in education, as the demand increases for teachers in the rising occupation, their incomes would rise, inducing movement into teaching in that field. As the supply of labor in other occupations falls and their wages consequently rise, other people would move into those occupations affected, etc., etc.

5 This is strictly so because in general equilibrium NR = 0 in all occupations. Note also that the wage in each occupation is also then equal to the value of the marginal product of that kind of labor in all industries (see the Appendix to this chapter). Discussion of this and other important elements of the neoclassical economic model are omitted here for brevity, but again see, for example, Borjas (2009) and Wolff (2009: ch. 8).

6 Actually, it is the number of people “preferring” the occupation relative to the demand for labor in that occupation that is the critical determinant of its wage level.

7 Osberg (1984: ch. 8), gives a nice account of this important concept.

8 See Fischer et al. (1996) on the current state of thinking on this important issue.

9 Ridley (2004), is an excellent “layman’s” account of the current knowledge of genetics. He notes that one single protein has been identified that is correlated with the speed of neuronal transmissions, but that the latter in turn have not been found to be correlated with intelligence. Physiologically, the only trait found to have significant connection is brain size (in most recent measurements with scanning devices), but even there the correlation is only 40 percent.

10 Other critical factors are also involved in the high salaries paid star athletes, of course. The demand side in professional athletics is importantly engineered by the media and the professional sports industry. For example, at the time of this writing, American soccer players, unlike their counterparts in other countries, are only now coming into sufficient popularity to even dream of salaries like those of American basketball or baseball players.

11 Any undergraduate microeconomics textbook should give an adequate account of this theory, e.g., Nicolson and Snyder (2007).

12 This is so under certain assumptions, at least. This is the famous “Euler theorem” solution of the “problem of the exhaustion of the total product”, one with which every economics graduate student will have been thoroughly familiarized; e.g., Varian (1992) ought to have an account of this.




3 Opportunity matters

1 Business and political scandals, frequent though they are these days, are merely the tip of the iceberg here, as this sort of thing is more or less continual at all scales from the international down to the small-time local – and the majority of it most likely goes unreported in the news. A major fraction of it too is probably quite legal, indeed participants may not even think of themselves as having benefited from being “inside”. Lundberg (1968) is a classic on how some of the biggest fortunes were built and sustained on inside connections; there is little reason to think that lesser fortunes are not built similarly.

2 It may be discriminatory locational segregation that impoverished them in the first place, but accordingly they then suffer further substantive income declines with the rise of other, increasingly distant areas of economic growth. An additional consequence of this locational entrapment is the increasing vulnerability to monopolistic pricing of goods and services in neighborhoods, including the rents on housing.

3 Some would insist on pointing out – and along with Adam Smith, they are correct in this – that government-organized impediments are important too, for example, government jurisdictional borders. It can be noted as well, however, that as Smith was also quite aware, government may be constructive in removing privately constructed barriers to mobility too, for example, in pre-capitalist Europe, in the form of tariffs and toll roads through nobles’ lands. Here, we are looking at private interference in free markets, in order to focus on those problems that markets present themselves.

4 Some labor unions also effect a similar outcome, e.g., in construction. Labor unions will be discussed in some detail in a later chapter. Note that what is being referred to here is not equivalent to the restriction of information discussed in the last section: although in this and other cases the two distinct effects are obviously closely intertwined, the restriction of the supply of labor in the field can occur by other means (and in the example of medicine, does occur by other means) than restricting access to knowledge of the craft, for example, restricting certification per se.

5 Wolff (2009: chs. 12–14), is an excellent treatment in detail of discrimination in general as well as of race and sex discrimination in particular in the U.S.

6 That is, even assuming no discriminatory bias against women, their compensation is lowered by the amount of the additional costs incurred by the employer as a consequence of these things.

7 “Audit” studies are particularly strong evidence here, in which men and women (or whites and blacks) apply for the same jobs with similar resumes, with counts then taken of successful applicants in each category. Other kinds of statistical studies are also convincing, however. See National Women’s Law Center (2000).

8 The statistical analysis of gender wage gaps is fairly conclusive on the importance of “institutional differences” across countries, although not on the finer details of such differences, nor on the importance of the institutional impact of “cultural” differences across countries in attitudes about the sexes. Still it is quite suggestive: see Blau and Kahn (2003).




4 Opportunity matters: more yet

1 Indeed, “bias” may not be a strong enough word here: Abstracting from risk, and assuming lending markets can reasonably assess borrowers’ credit-worthiness, as a rough approximation each dollar one seeks for financing human capital accumulation by borrowing requires that one have about a dollar’s worth of financial or human capital already accumulated.

2 Shapiro et al. (2010). Racial discrimination specifically in the residential housing market is a critical but widely unappreciated factor in this history – see Shapiro (2005). As whites, with their greater effective demand for housing, leave residential areas with increasing numbers of blacks, and attempt to find mostly white areas instead, blacks’ accumulations of wealth in the form of housing – the most important kind of wealth for the vast majority of people – is negated as their home values decline or stagnate while whites’ homes continue appreciating. Discrimination in mortgage lending and laws relating to it, as well as by realtors and others involved, has also been and apparently continues to be a major impediment to blacks accumulating housing wealth.

3 Still only about a quarter of adults have bachelors or higher degrees in the U.S. See U.S. Census Bureau (2008b).

4 About a quarter of full-time college students work full-time according to American Council on Education (2006).

5 Per student spending differentials across the 50 states vary by a factor of as much as almost 3: 1 (U.S. Census Bureau 2008d). Thus the total differential across school districts varies by a factor that is necessarily greater yet.

6 Note that government direct loans and scholarships and government loan guarantees for private lenders also contribute to broadening access to higher education. The contribution is inadequate, however, especially in these times of federal and state government education budget cuts and reductions in need-based as opposed to merit-based loans and scholarships.

7 See Bowles and Gintis (1976) for an elaboration of this point.

8 Pierre Bourdieu is probably the best-known theorist using these concepts, and for him they are significantly more complex than I render them here, referring directly to theoretical social power relationships and structures. On Bourdieu, see Swartz (1997).

9 Concentration refers to a situation in which only a few firms dominate a particular market. Very few real monopolies exist, in which a single firm has the entire market, but there are many oligopolies, i.e., with only few firms; and high concentration is quite common, especially when consideration is taken of the size and product scope of the market in question, as any decent textbook in the economics of industrial organization should attest. See also the U.S. Census Bureau’s Economic Census publication of Concentration Ratios.

10 Ordinarily, that is, in the secondary sector, even though firms benefit from improvements in their workers’ human capital, they are hesitant to invest much in developing it, since employees may take their accumulated human capital elsewhere, i.e., by quitting and seeking another job. But firm-specific fixed capital implies some firm-specific human capital as well, which is harder for workers to sell elsewhere than within the firm itself. Thus primary-sector firms are more likely to invest in employees’ human capital.

11 Artificial organizational hierarchies in firms are functional because (a) in the context of internal job markets, i.e., promotion ladders, they provide incentives for individual employees to strive for improvement; and (b) by so doing, and by creating segments in the workforce, they divide and conquer groups of employees who might otherwise form solidarities with other groups in conflict with management, an important matter to which we will turn in later chapters.

12 The importance in U.S. culture of the “rags to riches” mythology first popularized by the Horatio Alger novels cannot be overemphasized. For a critique of the myth, see Dalton (1996).

13 The volume of essays collected by Bowles et al. (2005) is an impressive elaboration both theoretically and empirically of the conclusions this chapter has reached; it also extends the arguments considerably into other aspects of the “intergenerational transmission of economic status”, e.g., internationally and even on “personality and attitude” resemblance between generations.




5 How power works

1 I commented on the mainstream’s eschewing of power in the Appendix to the Introduction of this book; see also Schutz (2001). In addition, see Bartlett (1989), Dowding (1996), Galbraith (1983), Lukes (1974), Bardhan (1991) and Wartenberg (1990, 1992), for conceptualizing and “modeling” power and its implications. Dowding (1996) and Bowles and Gintis (1990) compare closely with the formal definition of power to be given here (and also used in Schutz 2001).

2 This model may be found in any mainstream principles of economics textbook, especially any microeconomics text; progressively more advanced statements may be found in intermediate undergraduate (e.g., Nicholson and Snyder 2007) and then graduate-level microeconomics theory texts.

3 The term “value power” is due to Bartlett (1989), I believe.

4 Hirschman (1984) argued forcefully for the admission of meta-preferences into economic theory and modeling.

5 See Wartenberg (1990) on transformative power.

6 In the “transactions economics” (TE) approach (e.g., Williamson 1999), that is precisely the explanation for the hierarchy of the capitalist business firm. To say that the firm’s efficiency must be defined as efficiency from someone’s viewpoint – as I have put it in the text – is in effect to admit that power is involved after all, contrary to the intentions of the TE approach, as Knapp (1989), has pointed out. The TE approach has also been well critiqued by Perrow (1990).

7 The term was brought into common usage by John K. Galbraith’s 1952 book American Capitalism: The Concept of Countervailing Power (Galbraith 1993).

8 This is an enormously complex question, of course. It is posed here merely to indicate that there is such a question, that it is not at all clear that those on the short end have indeed “gone along” even though it may appear that they have. The alternative social goal of economic growth is one with which those on the short end might well agree to “go along” if they were convinced that growth would yield them or their offspring tangible material benefit in the future despite their being shorted in the present. Recent U.S. history has not been very promising for those on the short end in that regard. Moreover, one of the main points of an analysis of power is that people’s acquiescence does not necessarily indicate agreement. Since it is widely appreciated that economically better-off groups do have disproportionate political voice, it is certainly not farfetched that those on the short end would, if given a real chance, strongly voice dissent with the distributional status quo. Alternatively, of course, perhaps the behavior of those on the short end is explicable by their being more than usually altruistic.




6 Capitalism: “classical” class

1 Again, see as a prime example the New York Times’ online special series “Class Matters” (2005). It is as if mainstream public commentators actually believe class no longer exists, and/or that it is no longer a significant structure in modern market society. This book and the literature to which it refers may be taken as counter-argument, of course.

2 Karl Marx and Friedrich Engels were by no means the originators of the concept of class, of course. It goes back at least to Socrates, Plato and Aristotle, all of whom also used when convenient the “simple two-class model” being presented here as well.

3 I mention these things simply because in contexts in which analysts are concerned with the behavior of whole classes, for example, as they are involved in political conflict, such considerations are often quite important. Our tasks here are much less ambitious, and we need not concern ourselves with these issues.

4 If, in stock ownership, 50 percent of the outstanding stock plus one share gives one controlling interest, then we might alternatively suppose that employees all together do not together own that much. In reality, of course, only the very tip-top of the employee hierarchy owns any of the typical firm’s stock, and only rarely does top management then own anything even near controlling interest. There is a minuscule sector of firms in the U.S. that are truly employee-owned in the sense of having controlling interest; the rest, including the vast majority of those in which employees do own some stock, are “outside stock-holder” owned. See Kelly (2003) on stock-holding, in general. There is a somewhat obscure but lively literature on employee ownership and control, see Ros (2001), Wisman (1991) and Dow (2003).

5 There may be rules in effect – laws and/or social norms – that place limits upon capitalists’ exploitation of their employees, but the compulsions of market competition incline capitalists against all such rules. Moreover, given that they have power over employees, capitalists are themselves the ones who make the rules, as we will see in later chapters. They may indeed choose to make rules against over-exploiting employees, since after all, those capitalists among them who do so may actually harm the rest by hurting the quality of work that can be gotten from the labor force and even the size of the labor force available for work. But given their power over employees, that is a matter mainly for business owners to work out among themselves. As the history of such progressive laws as those on child labor and workplace safety and health shows, it may take some time indeed for the more thoughtful and farsighted capitalists to rule the day.

6 Or as another example, while being the legal titular owner and entitled to the firm’s profits, the owner could be an equal with the rest of the workers in democratic processes that control the firm’s operations, with one voice only alongside theirs, hence powerless to run things. As we will see, this is a question partly of legalities, i.e., what particular arrangement has the imprimatur of the state’s enforcement powers, and partly of other sources of the relative powers of the owner vs. the workers such as those to be discussed here.

7 The data on small business survival are somewhat sketchy, since so many small businesses are informal. The U.S. Small Business Administration keeps data only on those with employees, among which about half survive past five years after start-up. Now, during the Great Recession, of course, the failure rate is certainly much higher. Also, the failure rate is higher (a) the smaller the business, and (b) the newer the business: see U.S. Small Business Administration (2001).

8 Typically, the workers’ pooled funds are inadequate to buy out the firm even if they can supplement with borrowed funds. Moreover, having their savings tied up in a single investment, i.e., with no “portfolio diversification” of the kind capitalists normally insist upon for themselves, implies an extremely high degree of risk, one that they are, finally, all the less capable of bearing given their small personal wealth accumulations. We discuss this further in Chapter 13 below.

9 Employers “leverage” the power they have over workers due to unemployment by using a number of organizational and operational strategies in the workplace as well as in the larger economic environment that, in effect, give them more power yet. As will be discussed in the next chapter, these include, for example, in the workplace, status stratification and bureaucratization, and in the larger economic environment, “stingy” unemployment insurance and minimum wage laws.

10 Why it should be nearly invariably so that technical changes are labor productivity improving is something modern neoclassical economics cannot hope to fully appreciate, but the theoretical system of the classical economists – from Adam Smith through Karl Marx – based as it was in the labor theory of value, made it quite transparent: since most new technologies are cost-reducing, and since all value is based in labor and ultimately all costs are also therefore, it follows that most new technologies reduce “labor content”.

11 A respectable argument can be made that all capitalist technical change tends to be de-skilling “overall”, i.e., when measured, for example, by the average amount of education and training per person required to reproduce a given labor force producing a given output level and mix. That even “high-tech” technical change may have been overall de-skilling is indicated by considering how high-tech capital resources, e.g., information processing, digital sensors, numerical scanners and so forth, now universally used, simplify jobs from office and clerical work to surveying, from machining parts to designing machines that automatically machine parts to designing machines … etc. A now classic argument was made by Harry Braverman (1974).

12 Typically two-thirds to four-fifths of total private-sector saving is corporate retained earnings as opposed to personal saving (see Bureau of Economic Analysis (25 June 2010)).

13 The portion attributable to their managing their business is easily estimated as whatever total compensation they would receive were they in an equivalent salaried management position elsewhere. Were they to spend that much of their total business proceeds on hiring some manager(s), the remainder, their actual profit, would still need explaining.

14 Readers should see Schweickart (1996: ch. 1), for the complete case in much greater detail than has been given here.

15 Adam Smith referred to landlords as virtually parasitical and rent as a “monopoly” price (Wealth of Nations, Book I, chs. VI and XI); he had little better views on what we would now call interest. Even the U.S. Internal Revenue Service acknowledges property and other similar incomes as “unearned”.




7 Realities of class today

1 United for a Fair Economy (October 1997) found conservatively that for the 1997 Forbes 400, 69 percent received significant help of some sort – ranging from start-up capital of less than $1 million (14 percent) to sufficient wealth to be placed immediately on the list themselves (42 percent).

2 In 2004, the net worth of the 95th percentile family was about $1.4 million (Federal Reserve Board 2004). At a rate of return of 7 percent – pretty high by current standards as of this writing – that would yield on a portfolio a gross annual income of about $100,000.

3 The official number reported by the U.S. Census Bureau is about 25 million, about 18 million of which are “non-employer” businesses. These are only those reporting income – “off-the-books” businesses could add perhaps another 10 million to that number.

4 Zweig (2000) estimates using strictly occupational data, ignoring the additional criterion of accumulated wealth. The latter could significantly affect the estimate: given how few have sufficient wealth of adequate liquidity to start a business of sufficient size or otherwise to live off asset income, the size of the “working class” could well be much greater.

5 See Gans’ (1971) classic article on the functions of poverty. There are other ways in which the existence of a poverty population matters critically for the social power structures of class, which we will discuss in later chapters.

6 In advanced economies today, slavery usually employs debt servitude in combination with fear of real violence by the “employer” and/or of deportation by the authorities back to harsh conditions at home. While the CIA may estimate 800,000 enslaved worldwide (according to the New York Times 2006), National Geographic admits slaves are notoriously difficult to count and very conservatively estimates 27 million (Bales 2008).

7 See Knapp (1989) on the distinction to be discussed here. See Gordon (1996) on the inflation of the managerial hierarchy.

8 The classic analysis here is Edwards (1979).

9 Ibid.

10 The idea of “coordinatorism” as the archetype advanced twentieth-century society has a varied following. Galbraith (1978) referred to the “technocracy” in the U.S.; Albert and Hahnel (1978) argued similarly regarding both the U.S. and the Soviet Union.

11 Once in a while, a “stock-holder uprising” occurs, one of the latest at the national level being in response to the recent corporate scandals and culminating in the Sarbanes–Oxley Act of 2002. The general trend seems not so much to have been to return real power in the firm to stock-holders as merely to provide rules ensuring that top managers guide their firms in close accordance with stock-holders’ economic interests, i.e., maintain stock value and dividends. Certainly more similar regulatory actions are to follow in the wake of the some of the abuses that lead to the current Great Recession.

12 Thus economists leave out an important part of the story in their account of managers as agents “ripping off” business owners as principals: what is really happening is that managers are able to appropriate for themselves some of the booty available from the exploitation of their inferiors that is otherwise “supposed” to go to owners.




8 Running the system: business power and political power

1 Alford (1985) provides a good overview of the variety of alternative such theories, and a “synthesis” as well. Domhoff (1990) is consistent with the particular view offered in this book. See for further comparison Barrow (1993).

2 Most textbooks on comparative economic systems will have a section on the “guided capitalism” of especially Japan – or “Japan, Inc.”. More critically referred to by some as “crony capitalism”, it is also called “corporatism” or “state corporatism”. Space does not permit elaboration here, but what I am suggesting is that all modern capitalism is essentially that very system, with merely the particular details of the forms of state intervention varying from one case to another. Briefly, at various geographic levels of development, leading firms or networks of the private sector – financial and/or industrial entities – initiate investments in coordination with the state, that is, ruling elements of federal, state and/or local government as appropriate. Those leading firms undertake the critical investments, the state providing various kinds of support, “incentives” and even leadership, and the rest of the business sector then follows the lead by providing necessary primary and secondary inputs, the latter including those necessary for labor markets (i.e., housing, consumer goods), and so forth – with the leading financial firms, and possibly the state too if necessary, making available whatever additional investment capital is then also required. Galbraith (1978) described a planning sector vs. a competitive sector: the entire economy goes mostly where the planning sector takes it – the planning sector leads (with the biggest firms in it doing the leading) and the competitive sector follows it. Schwartz (1987), Mintz and Schwartz (1987), Munkirs (1984), Zukin and DiMaggio (1990) and Domhoff (2009) are helpful on the kinds of business–government relations involved and inter-firm inter-locks often employed in the U.S. in the “planning sector” for this.

3 Galbraith (1978) is a classic statement of this. Examples abound. Consumers may choose from among many shapes and sizes of automobiles, but manufacturers know they can sell all of whatever style they choose to produce – and only with difficulty may consumers “choose” mass transit instead, even in these times of rising fuel costs. They may choose this style of home or that one, but seldom if ever are other forms of dwelling available than single nuclear-family residences. They may choose this television or that one, but they may not choose commercial-free television entertainment without paying a significant price.

4 One example of why that is so shows well the important connections with matters of income distribution: higher profits get gobbled up by management and/or labor internally if either has any power to do so; see Bradburd et al. (1991).

5 The transfer occurs partly by their receiving lower-than-competitive prices on their products or services and/or paying higher-than-competitive prices on their purchases; there may also be stock-holding or credit inter-locks that effect a direct transfer of dividend or interest income, as well as other means of transfer.

6 Thus more or less standard measures of bank market concentration correlate well with case of access to business loans (negatively) and loan costs (positively) – see Cetorelli and Strahan (2006).

7 I have referred to this elsewhere (2001) as planners’ power, for other businesses submitting to it do so recognizing the general benefits to be gained, i.e., among all in the affected region or sector. Mintz and Schwartz (1978) and especially Munkirs (1984) theorize as well as document extensively the kinds of inter-locks involved here.

8 Bowles and Gintis (1990) theorize creditors’ power; see also Benassi (1988).

9 Carroll (2002) shows how financial-corporate networks remain intact albeit looser in the age of globalized capitalism in Canada; Wood (2004) shows ground for similar skepticism regarding the effects of globalization in the U.S., at least for one local market, that of commercial property development. On some of the advantages of a network-oriented approach to the analysis of firm and market behavior see Gulati et al. (2000).

10 “Debt restructuring” of this sort for major cities is not unusual, among the most famous being those of the New York City and Cleveland defaults of the 1970s.

11 Pre-civilized societies are another matter: considerable evidence suggests these were fairly typically more democratic than anything even in modern times. The anthropology of “pre-state” societies is perhaps controversial, and certainly tribal “civic” life was not generally idyllic. But it does appear that more or less universal participation in communal decision-making, with wide latitude given individual expression, were the general rule. Mander (1992) has a nice account of the Iroquois Compact, a very late written expression of one group’s practices.

12 It is true, of course, that “consent” here is debatable, but obviously the argument cannot be fully undertaken here. The relevant parts of this book as a whole, including later chapters, may be taken as supportive of the case.

13 The correlation of political participation with income or wealth has been statistically verified in a number of studies, e.g., Verba et al. (1995).

14 Today Fox TV is the most outstanding example. Political bias in individual media firms are to be expected, of course, and is in itself healthy in the context of competing perspectives. But when the media industry as a whole becomes highly concentrated as it is today, such biases can not only tilt the industry overall in one direction or the other, as seems to be the case presently, but can also foreclose the richer variety of perspectives otherwise expected on the “fringe” of a more competitive media. We discuss these and related matters in the following chapter.

15 Perhaps the best-known of such policies are the “right to work” laws found mostly in the Southern states. These and other similar policies in those states set a kind of “cheap labor” tone to their economic development, and wages there, even after many decades of “equalizing” in national labor markets, remain lower there than in the other states while their poverty rates overall remain higher. See AFL-CIO (2001).




9Cultural power

1 Readers are reminded of our earlier discussion of value power. Briefly, it works either by what amounts to simple deception (misleading or withheld information), and/or by effectively altering people’s actual values – and in the latter case, it is understood that their “meta-preferences” may nonetheless remain unchanged even as their preferences are changed.

2 From the title of his book (McLuhan and Fiore 2005). See also McLuhan and Gordon (2003).

3 A number of scholarly works are available (as opposed to works freely available on the Web but unfortunately not authoritatively reviewed) on the extent of media concentration, and it is quite scary: see, e.g., Compaine and Gomery (2000) and Bagdikian (2004).

4 We will elaborate these biases in a moment. One might venture that they are stronger and more visible, everything else equal, the more advertising-driven is the specific medium at issue – TV and radio, for example, are perhaps most egregious, book-publishing and films the least; but as the latter become themselves more ad-driven (commercial movie theaters have already begun and most recently electronic books are now beginning to use advertising), they will certainly move in the same direction.

5 Indeed in light of developments we discuss in the Conclusion chapter of this book, specifically, their undermining of professional journalism, the new media may be working in just the opposite direction.

6 This remains true of public higher educational expenses only: all of room and board are paid by students and most or all of athletics by students and donors.

7 The annual national scandal of the Texas Board of Education’s textbook selection is an exemplary case in point. That Board’s notoriously conservative bias in public school textbook selection for Texas state school students (e.g., creationist biology texts) affects a much broader population of students than just Texas’s insofar as book publishing companies craft their books for the largest buyers. The Board’s policies in general are bad enough, albeit exceptionally so most recently – see American Civil Liberties Union of Texas (2010). Public school classroom teachers are quite constrained to follow their assigned textbooks and dictated content policies on pain of dismissal.

8 There is also an increasing stratification occurring in the field of teaching, both in primary and secondary teaching with the “teachers accountability” movement, and in higher education too, as various kinds of permanent but non-tenured positions are created by administrators. In both cases, this not only cuts costs but “divides and conquers” teaching personnel and whatever unions they may have. As well, for non-compliers it adds an additional punitive threat to the already existing one of dismissal: that of demotion or of being kept from promotion.

9 There is in fact such a tradition in education, but like all traditions, it requires living institutions to endure, in this case institutions that would counter a trend toward “classism” in education. There seem few or no such institutions around. See McGerr (2005).

10 The special role of the field of economics in this enculturation process should not go unnoted: its role in the late secondary school and higher education curriculum is mainly ideological, as is indicated by the failure of its introductory texts, studiously hammered into the heads of millions of young people as the last and only word on the subject, to even begin to get past Adam Smith. See also note 7 above and the Appendix to Chapter 1.

11 Bowles and Gintis (1976; their excellent Schooling in Capitalist America), showed how the primary and secondary education system not only accommodates to the specific needs of the class system but also helps in this positive sense to sustain it.

12 The importance of “pecuniary emulation” and “conspicuous consumption”, even in the relatively pre-commercial society of 1900, may be seen in Veblen (2008).

13 And of those “in the loop” who are totally taken in, it should not be forgotten just how difficult it is for the individual immersed in this cultural and social context to avoid being taken in.




10 Increasing inequality today

1 Tracking commentary on these issues as the “Great Recession” develops is interesting. Saez (2010: 4) seems to have been one of the former group, and his and Piketty’s work (Piketty and Saez 2006) seems to have driven in turn much of the mainstream commentary on the issue as well. The heterodox Levy Institute scholars Wolff and Zacharias (2007) are certainly among the latter group.

2 See Wolff (2002: ch. 6) for a good account of the effects of the stock- and housing-markets vs. income inequality on the wealth distribution.

3 Consistent with this hypothesis, statistics presumably will have shown the rise in wealth inequality to have halted with the stock- and housing-market crash, but since then to have resumed.

4 See Frank and Cook (1996). In effect, huge economies of scale in a single aspect of firm’s operations, in this case, networking and distribution, have led to a lucky few getting the limelight.

5 There are, of course, some simplifications in this analysis. Professional athletes are often not on “salary” at all; and financial brokers are on commission. Readers should see, however, that the question posed here remains regardless.

6 Horton et al. (2009) review this theory and its literature and show recent empirical work.

7 Mishel et al. (2009: 161) (based on Census Bureau Current Population Survey and Bureau of Economic Analysis data) shows the disparity between labor-productivity growth and labor-compensation growth. The upshot, again, is a declining share of labor income as opposed to property income in aggregate income. Wolff and Zacharias (2007) show this; Gomme and Ruppert (2004) are at pains to refute the Bureau of Labor Statistics series that also shows a declining labor share.

8 Mishel et al. (2009: 134–139). Note that the inclusion of employees’ benefits along with their wages and salaries in the total package of labor compensation does not alter the finding of increasing inequality.

9 Note that at the same time, some decline in wages closer to the bottom might occur due to a continual disequilibrium in the low-wage labor market with the steady increase in the dis-employed and their seeking of new jobs – i.e., the rate of decline in demand for low-skill workers has exceeded that of the decline in their supply. Similarly, labor market disequilibria would account partly for the higher wages and salaries toward the top of the scale, with the higher-skill labor supply lagging somewhat behind the rapidly increasing demand. While these disequilibrium effects are probably quite important in fact – see the section below on “Globalization” – the skill-bias technology theory is a long-run labor market equilibrium theory, it is not concerned with such excess labor supplies or demands.

10 Wolff (2009: 387–389) gives a good summary of the work on both sides of the skill-bias theory; Acemoglu (2002) gives a nuanced version of the theory. Mishel et al. (2009: 213–219) gives a good basic critique; Howell (1999) gives an especially strong critique from the viewpoint of a power- or class-based theory of rising inequality.

11 We referred earlier to this effect in our discussion of the managerialist model of top corporate managers’ pay. A good part of their rising power may derive from their improved personal participation in networks socially and informationally online, but networking generally among firms and other organizations is also increased.

12 Note too that this effect is intertwined with that mentioned just above on the strengthening of managerial powers as an increase in professionals’ power generally.

13 The change from the use of Gross National to Gross Domestic Product as the base measure of economic production perhaps marks the precise moment at which globalization was officially recognized. Insofar as globalization has originated in the U.S. and other advanced capitalist nations, it is arguably an imperial phenomenon, an issue that will not be pursued here.

14 Bear in mind too that “labor costs”, for example, in a particular country, are a function not only of its wages (private and social) and other labor compensation components (benefits) but also of its labor productivity, of course.

15 This is especially so in “right to work” states, where non-members in a firm with a union contract legally get a “free ride” with the same pay and work conditions as members in the union. But of course the point remains even in more progressive states, since the union/non-union pay differential is reduced.

16 Pollin (2005) shows the economic impact of the national politics of recent decades: the fiscal and monetary policy of these times has essentially worked to aggravate this erosion of labor’s position vis-à-vis management.

17 The Fox news and TV network is perhaps the most singular institution involved in the promulgation of this recent mythological development – see, e.g., Amann and Breuer (2007). Yet the rise of “anti-governmentism” pre-dated Fox: see Aune (2002) for a nice account of its rise in the field of economics, an important part of the overall story. Klein (2007) discusses some of ramifications of the rise of the “Chicago School”, perhaps the central piece of that part of the story.




11 Confronting inequality and class: distributive justice

1 Readings on distributive justice may be found in Hahnel (2005), Sterba (1992) and Combee and Norton (1991).

2 Many economics departments these days have shut down their history of economic thought course offerings, as if having decided the field now has gone beyond history. Still, there are many good history of economic thought texts available, and as any will note, it was J.B. Clark, a founder of neoclassicalism, who is more or less acknowledged to have been responsible for the idea that in a free market system people get paid in accord with the value they contribute. See, e.g., Landreth and Colander (2001) or Hunt (2002). The Appendix to Chapter 2 of this book also discusses the issue, which actually turns not on the question of whether markets are well-functioning – as we have seen in previous chapters, they are anything but well-functioning – but on property income. It is worth reiterating here. In principle, under the usual neoclassical assumptions, property “earns” income in accordance with the value it contributes to production. But that does not at all mean that property owners earn their income: their income depends solely on how much property they own; as discussed in an earlier chapter, they need not contribute anything at all themselves in order to get that income, they need merely own the property. The critical issue of property income aside, note that the “value” of a person’s contribution is actually determined not solely by their society but also by their own evaluation of their contribution relative to what they would themselves prefer to contribute. As we saw in Chapter 3, “perfect” markets would compensate one for sacrificing an otherwise preferred occupation, for example, in jazz piano, in favor of some more mundane, less personally rewarding work, e.g., in janitorial work if that were what one chose. Of course, presumably one could also moonlight.

3 Thus a number of the authors of the essays in Van Parijs (2001) argue from a left-wing perspective against the basic subsistence income he describes there.

4 Acts 2: 44–45; Exodus 16: 16–18; etc.

5 Calling it a “post-scarcity” society in the sense developed here is perhaps a bit of an interpretation, but certainly a supportable one. See Fromm (2005: 49–58).

6 Konow (2003), after looking at theories of justice comparatively, attempting to determine from various sources of evidence those apparently most preferred by people, acknowledges this.

7 See Chapter 7, note 6.

8 The principle is perhaps most famously expressed by Friedman (2002: Ch 1).

9 This is the basic idea behind Nozick (1977: Part III) as a “theory of the just society”.

10 Van Parijs (1998, 2001). Alstott and Ackerman (2000) actually urge a guaranteed no-strings-attached long-term loan to be repaid toward the end of one’s life. The discussion of this and the guaranteed basic income proposal has included much about the effects on individuals’ work incentives, a matter which we will consider in the next chapter.

11 Quoted from Rawls (1992: 141). The considerable disputation over which of several “revised versions” of the second of these two principles Rawls actually intended need not be dwelled upon here.

12 Konow (2003).

13 This is basically the argument that most wealth is gained by technical innovation like that attributed to Henry Ford, that is, in which the innovation leads to personal wealth for the innovator by providing cheaper goods for everyone including the poor. Readers are referred to our brief discussion of Chapter 6 on what’s wrong with this story of innovation. And of course as an account of how “most wealth is gained” it is naive at best.

14 At least so it would seem on nearly universal anecdotal observation of people’s daily lives in family, community and other social settings, as well as according to surveys and studies of people’s attitudes and behaviors – again, see Konow (2003).

15 The contractarian theory of distributive justice being discussed here says the same thing about power in somewhat less forceful terms. Saying that some particular behavior toward others is unjust is the equivalent of saying that it treats others as something less than they should, as fellow humans, be treated. Thus, denying others full, informed and effective consent to something that one may impose upon them is treating them as less than human. Putting it this way does raise the question of whether a right to full, informed and effective consent is part of what being human entails, whereas an appeal that fellow humans be treated as having their own purposes and capacities for choice, just like oneself, gets around that issue.

16 See Skinner (1979: 81) and Smith (1979: 231), on Smith’s recognition that workers were quite debilitated by highly specialized manufacturing work. On Marx’s concept of alienation, see Fromm (2005) and Ollman (1976).

17 Some of the latest thinking about alienation in the “digital/virtual age” of the modern market society may be found in the essays collected in Langman and Kalekin-Fishman (2006).




12 Confronting inequality and class: economy, community and biosphere

1 It is now acknowledged in mainstream economics that the “equity-growth trade-off” of the standard introductory economics textbook is unfortunately off the mark, that in fact the correlation goes the other way: statistically, at least in the twentieth century, better economic growth actually tends to go with less inequality. See Aghion et al. (1999) for a review of the theory and evidence (Putterman et al. (1998) review the theory from a broader perspective of comparative institutions). What follows here is, in effect, an account in plain words of why growth and equity tend to go together.

2 Of course, a kind of majoritarian-utilitarian calculus might be made: if the short-ended are a sufficiently small minority, then perhaps the majority may comfortably justify it to themselves.

3 Without referring to specific quotes, it is fairly clear that Marx would be among these. For example, see The Communist Manifesto, a reliable edition of which may be found in Marx and Engels (1978).

4 It should also be noted that in general more work per se, i.e., more work hours per day or per year, may or may not provide more “surplus” available for growth, depending on how much more subsistence and production resources are also required.

5 It may be thought that this argument requires something like an assumption of “diminishing returns to investments in human capital accumulation” like that presumably usually made for capital goods accumulation – that is, such that a dollar spent on human capital investment for lower-income people yields more human capital than one spent on the affluent, the latter’s human capital being already well developed. But affluent people’s spending on luxury goods that are of no consequence for their human capital one way or the other detracts from the resources available for lower-income people’s investments in desperately needed human capital, and that is wasteful regardless of assumptions of diminishing returns. See also the last paragraph of this subsection.

6 See Bureau of Economic Analysis (2010). Business-retained earnings as a fraction of total private-sector savings ranges from around two-thirds to over four-fifths of the latter.

7 For further discussion of this, see the sub-section on “the democratic worker-managed workplace” in the Conclusion (Chapter 13) of this book. See Bowles and Gintis (1998) and the other contributors to that volume (Bowles et al. 1998) for in-depth discussion of these ideas.

8 This would be measured – with great difficulty, given the kinds of data available – by the ratio of the surplus to the total potential output. Shaikh and Tonak (1996) is one such effort.

9 See Ridley (2004).

10 The classic Habits of the Heart by Bellah et al. (2007) brilliantly shows how much Americans miss a sense of community. On the alienation extant in entire modern and post-modern communities, see Salerno (2006).

11 Particularly in times such as these in which there is great need for social adjustment to changing material circumstances, they are invariably conservative just when adaptation is most necessary. See Veblen (2008) on the roots of “conservatism”.

12 This applies not only to the ownership of physical space per se of course, but in all dimensions of social life having anything to do with discourse – the media, politics, local community, the bowling alley (Putnam 2001) or the pub. Habermas (1991) first focused attention in the 1960s on a “public sphere” in democratic/civic governance, but the concept has perhaps an even broader relevance, and in any case is critical for understanding life in modern market societies.

13 Frank (2007) discusses the stresses on the “middle class” today due to increasing inequality on account of pecuniary emulation and conspicuous consumption, but of course Veblen (2008) had already noticed these stresses over a century earlier.

14 Bellah et al. (2007).

15 The present rate of species extinction is now so much greater than what is estimated to be the “background rate” that it is believed we are now in the midst of the sixth great species extinction, the last one being that of the dinosaurs 65 million years ago. See Leakey and Lewin (1996).

16 The concept of externalities is usually attributed to the early neoclassical economist A.C. Pigou, and is a regular item in all introductory and higher-level microeconomics, mainstream and otherwise. See Landreth and Colander (2001).

17 Partly this is the “problem of the commons”, i.e., that the environment, as a commons, is more or less invariably over-used (Hardin 1968). Partly too it is the slighting of public goods in modern market societies, as noted by Galbraith (1962) due to the cultural pressures of business (in private goods advertising, etc.). The expansionist compulsion to which I refer here is a behavioral feature of firms mostly due to market competition, however, to which government in a market economy, subject as it is to private-sector power as described in this book, will be expected to generally accommodate. Kovel (2007) is a strong representative of an environmentalist position based on this insight.

18 Herman Daly (1997) has certainly been one of the most important, effective and admirable environmentalists in the field of economics in these times. His work spans the whole spectrum of environmentalism, but seems to fall short of recognizing these essential features of the modern market system and their critical relevance for an adequate environmentalist strategy.

19 Dugger (1989) shows the ways in which corporate servitude to the values of the bottom line, cost containment, rationalization, objectification, hierarchy and so forth, has been extended to all realms of society, from government to labor unions, families, even churches.

20 Diamond (2005) may perhaps be read otherwise – e.g., as saying that it is invariably ecological folly that brings societies down – but it seems to me that virtually every one of his “disastrous decisions” (2005: ch. 14) involves a matter of class, for example, elite unconcern or conservatism, the emulation of elite values, excessive inequality and desperate shortsightedness, etc. Besides, he is clearly quite aware of the role of class at least in the present situation in the U.S.: see pp. 519–520.

21 It would not seem as if a green capitalism is even remotely possible, although green business, much as is described in Hawken et al. (1999) is nonetheless clearly essential for sustainability. Like so many others, those authors too misuse the term “capitalism”.
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1 These determinations depend on difficult assumptions about tax “incidences”, such as, who pays sales taxes, the owners and/or employees of businesses selling the goods taxed or the buyers of the goods? Pechman’s study (1989: 37) found the tax system overall “moderately progressive or slightly regressive” in 1985, depending on the assumptions (including federal personal and corporate income taxes, state sales taxes and local property taxes (but excluding Social Security taxes)).

2 The huge deficit right now is due to the “Bush-era” tax cuts (as of the time of this writing about to be reconsidered for termination by Congress), the Great Recession itself (with declining business and personal income tax revenues), the increased spending requirements of two war fronts (Iraq and Afghanistan) and the anti-recession stimulus spending.

3 Wolff (2002) gives a nice comparative account on a half-dozen countries’ taxes on wealth, inheritances and estates.

4 To reiterate what was said in Chapters 1 and  on this, not only was the average unemployment rate lower, but the average annual growth rate of GDP and of labor productivity was higher, and the benefits of that growth were more fairly distributed, than was true before or has been true since those decades.

5 $1.7 billion in 2006, a record single year income at the time, but one that has been broken since then; see Anderson et al. (2008); and Ch 1, Fn6.

6 See Sourcewatch (2009) for a good, balanced account of why this law should be passed.

7 Employment Benefits Research Institute (2007).

8 See Sherraden (2001). The essays in that volume (Shapiro and Wolff 2001) are together an excellent study of the need for and possibilities of assets-based approaches to redistribution for the poor.

9 The case was Citizens United vs. Federal Election Commission, 21 January 2010.

10 See McChesney and Nichols (2010), another in a long line of outstanding works on this subject by these two authors. Others are less sanguine about the prospects for progressive change in the media: see Hedges (2009).

11 See Amy (2006) for a great collection of materials on this subject.

12 That is, if, for example, the system cannot on its own generate adequate unemployment, monetary authorities may be expected to do the job. See Pollin (2005) for an account of recent macroeconomic history that highlights the class-orientation of both monetary and fiscal policy.

13 References on socialism might include the following: Roemer (1994), Schweichart (2002), Einstein (1949), Shaw (1995) and Zimbalist (1983).

14 Lenin (1987) explicitly urged imitating the capitalist corporation.

15 I will not stoop to the ritual litany of “what was wrong with all of this”, why it “did not work”, etc. Readers can easily find plenty of weighty tomes on that story. The fact is it did “work”, apparently well enough to scare the daylights out of the U.S., the most powerful nation around at the time, for several decades in the mid twentieth century.

16 Schweickart notes as a corollary that restricting national funds to national investment only disallows investable funds outflows except those explicitly decided upon by national government.

17 Some sources on workplace democracy include Wisman (1991), Horvat (1983), Schweichart (2002), Cotton et al. (1988) and Doucouliagos (1995).

18 See Wisman (1991), and especially Cotton et al. (1988) and Doucouliagos (1995), on the empirical evidence.

19 Only co-determination (in which worker, usually union, representatives sit on boards of directors) – and “worker participation” programs, much maligned by labor unions as management-initiated pacification strategies – have gained much state support in capitalist countries thus far, however.

20 Of course, looking into the future, that affluence appears increasingly tenuous. It is, moreover, strictly confined to the developed world.

21 Also, read Ehrenreich (2008).
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