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Preface

Income inequality in the United States of America has
reached such an extreme point that there are fears that it
may damage the economy. These views are not just expressed
by the ‘progressives’ who might be expected to have such
opinions, but by the International Monetary Fund (IMF)
and the Organization for Economic Co-operation and Devel-
opment (OECD). This is a striking development, for three
reasons.

First, the IMF and OECD are usually associated with
orthodox economic opinion, which is either indifferent to
inequality or, rather, favours it. Indifference is usually
expressed in the cliché, ‘A rising tide lifts all boats’, meaning
that if the rich are doing well, then the economy is doing
well, so everyone gains and it does not matter if some gain
more than others. Behind that usually lies an opinion favour-
able to increasing inequality, in the belief that growth
happens when entrepreneurs have strong incentives to inno-
vate and invest. Something extraordinary is taking place if
experts at organizations like the IMF and OECD have
started to fear that any such effect is now being undermined
by the squeeze operating on moderate and lower incomes,
while those of the wealthy, especially in the financial sector,
continue to rise.
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Second, despite these fears, the political and economic
elites of most countries in the developed world remain com-
mitted to pursuing the same neoliberal policies that have
produced this harmful situation. The USA may have been
the global leader in the new inequality, but it is being widely
imitated. Almost everywhere, inequality is rising, welfare
states are being cut back, trade unions are declining in
importance, employee rights are shrinking. At the same
time, ever more public resources are devoted to saving the
banking system that produced the financial crisis. Those
who receive their incomes through financial speculation are
being protected and become richer, while those who do so
by working at more productive activities are having an ever
tougher time.

The third striking fact is that these negative developments
are not produced by ineluctable forces beyond human control,
but are the results of political choices. True, certain more or
less unavoidable factors in the global economy do not make
it easy to avoid increasing inequality; but that makes it even
more remarkable that so many political decisions gratui-
tously intensify rather than counter such trends. In particu-
lar, recent changes in taxation in most countries have tended
to favour those on high incomes, whose pre-tax incomes
have also been rising the most strongly. There are alterna-
tives, not in the sense of utopian possibilities, but in real
existing examples that we can see around us. However, these
examples are themselves now being threatened by the onward
march of anti-egalitarian orthodoxy.

These fears of the international organizations provide a
remarkable check to the usual claim of anti-egalitarians, that
those who complain about inequality are primarily moti-
vated by ‘envy’. But there is another, equally powerful argu-
ment against that claim. While inequality of wealth does not
necessarily hurt those outside the ranks of the rich, its politi-
cal consequences do. If wealthy interests are able to convert
wealth into political power — as is very often the case — they
are able to distort both the market economy and democracy.
That is a major preoccupation of this book. The collapse of



viii Preface

the Soviet Union made it clear, if it was not already, that
capitalism is the only complex system known to us that can
provide an efficient and innovative economy. But the finan-
cial crisis has revealed the potentially pernicious workings
of some aspects of capitalism, its dependence on the state to
rescue it at public expense from its own contradictions, and
the growing inequalities that its elites seems to demand. All
this creates reasonable doubt whether social and political
arrangements can simultaneously provide a decent life for all
citizens and satisfy capitalists’ demands. Fortunately, during
its history capitalism has shown a flexibility and adaptability
that has enabled it to be compatible with several different
kinds of society. This is one of the main characteristics that
marked its superiority to Soviet communism. But it does not
necessarily do this. Everything depends on the balance of
power among diverse social and political interests, an imbal-
ance that may leave (as today seems to be the case) capitalist
interests dictating terms to the rest of society, but which,
under other circumstances, may also enable other interests
to exact compromises from them, as was the case in many
Western countries during the heyday of the mid-twentieth-
century welfare state.

Those compromises were mainly linked to the political
force known as social democracy, associated with labour
movements and worker-based parties, trade unions and
various kinds of worker rights; more widely, with the impact
that this movement, and also in some countries communism,
had on other, rival political forces. Yet we do not find social
democratic parties today confidently asserting a superiority
of their approach, despite growing dissatisfaction with many
aspects of capitalism. They are mainly to be found on the
defensive, pessimistic and feeling themselves left behind by
history. This is partly testimony to the overwhelming domi-
nance of neoliberal orthodoxy, but partly because the social
democratic vision requires some major adjustments if it is to
assert its claim to be the alternative that can challenge that
orthodoxy, reshaping capitalism so that it is fit for society,
and presenting itself convincingly as a coherent actor or
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party allied to economic change and innovation rather than
offering only defensive protection from them. These are,
however, adjustments, radical though they are, that should
be within the reach of the social democratic tradition.

The aim of this book is to argue both why social democ-
racy has this potential, and what adjustments it needs to
make. These are a matter, partly of adopting new positions
on change and innovation, of embracing stronger alliances
and mergers with environmentalist and other new critical
movements, but partly of recognizing and tackling the politi-
cal power of accumulated wealth that is the negative result
to which neoliberalism has brought us.

In two previous books, Post-Democracy (2003) and The
Strange Non-Death of Neoliberalism (2011), I have tried to
describe the problems presented to egalitarian democracy by
recent developments in the global economy, and to look for
the ways in which ordinary people might try to cope with
and confront them. Many readers and reviewers have criti-
cized me for offering little more than participation in citi-
zens’ initiatives, consumer movements and conscientious
professional organizations with which to confront economic
power. Where is my alternative strategy? My approach
seemed sensible to me, as the number of one’s readers who
stand no chance of being able to do anything more than offer
minor challenges vastly outweighs the one or two who might
get anywhere near political strategy. So many books about
politics spend their time exhorting political leaders who will
never notice anything they say, talking right past their actual
readers, who can do very little more about public events than
cope with them. But my critics are right. One must always,
following Antonio Gramsci, be a pessimist with the intellect
but an optimist for the will. While to be naively optimistic
is to experience repeated defeat and eventual disillusion, to
be guided only by the pessimistic expectations that a scien-
tific examination of reality often brings is to experience the
inevitable defeat that comes from never having tried.

This book therefore departs from my others in moving to
examine the real possibilities that exist for creating a better
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world than that which is being offered by the wealthy elites
who dominate our public and private lives.

To make the book accessible to general readers I have not
cluttered the text with bibliographical references. A list of
works referred to follows each chapter.

This book is published in German as Jenseits des Neoliber-
alismus, Ein Plddoyer fiir soziale Gerechtigkeit. Vienna:
Passagen Verlag, 2013.
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From a Defensive to an
Assertive Social Democracy

European social democracy needs to be shaken out of the
defensive posture to which it has shrunk for several years
now. It should not be in this position at all. Inequality is
again becoming a major issue; the power of large corpora-
tions is producing a growing number of problems for con-
sumers, workers and citizens; the neglect of collective needs
is producing frightening problems of environmental damage.
These are all areas where social democracy has strong posi-
tions, and where neoliberal capitalism is at its most vulner-
able. We need to understand the paradox whereby, despite
this, social democrats in most countries seem depressed,
while neoliberals are triumphant; and to explore the changes
that social democratic politics needs if it is to move out of
defensiveness and reassert itself — alongside environmental
and other cause groups — in a new alliance, more integrated
than in mere red—green electoral coalitions.

Strictly speaking, the opposite of defensive is offensive;
but to talk of an ‘offensive social democracy’ could well be
misunderstood. The same would apply to ‘aggressive’.
However, feminists have told us that, where men are aggres-
sive, women are assertive. The ancient Greek word demokra-
tia having been a feminine noun, she and her various
adjectival sisters (social, Christian, liberal, democracy) can
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therefore claim only to be becoming assertive when they take
an offensive position. Hence, I shall speak here of the need
for assertive social democracy. If a political movement is to
move from defensiveness to assertiveness, it has to find new,
forward-looking interpretations of its historical vision, and
has to demonstrate that it is the force most capable of bring-
ing valuable innovation to society at large.

[ am using ‘social democracy’ in its normal contemporary
sense to describe political movements and parties that have
as their historical mission the representation of normal
working people, including, prominently, trade unions, by
seeking major changes in the operation of a capitalist
economy and the inequalities and social damage that they
perceive it to produce. The parties are named variously
Social Democratic, Labour or Socialist, but ‘social democ-
racy’ has come to be used as something distinct from ‘social-
ist’. Socialist movements are usually seen as seeking entirely
to replace the capitalist economy and markets by a system
of common ownership, meaning either the state or a coop-
erative arrangement. Social democrats, in contrast, accept
the market and private ownership as the best means of
conducting most economic business, but are deeply sceptical
of the market’s capacity unaided to achieve certain funda-
mental social goals. These goals concern: first, the need for
all people to be able to enjoy a decent life, even if they cannot
be very successful in the market, and with limited inequali-
ties; and second, the need for human beings to be able to
manage successfully certain shared, collective tasks. Social
democrats are those politically active people who are willing
to place constraints on and to shape the market mainly,
though not solely, through the use of state or local govern-
ment power, and in particular through the provision of
public services as rights of citizenship, in order to realize
those ends.

To repeat the opening paragraph in more detail: modern
Western society has extraordinary collective needs and inter-
dependencies. Climate change and other environmental
problems, many of them products of our way of life, are
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threatening that way of life itself, unless we can come
together to find solutions. Our economies and societies are
increasingly interdependent, bound together as we are
through the globalized exchanges of goods, services and
financial flows. These interdependencies appear as competi-
tive national rivalries, but in trade the continued success of
any one human group is usually improved by the success of
everyone else. Sophisticated economies also need advanced
infrastructures — transport and communications networks,
resources of skilled labour, shared regulatory standards —
that depend on collective effort. Western societies are also
(in general) rich and can afford to do something about these
collective issues while also leaving the great majority of
individuals with well-provided private lives. But our societies
are also becoming increasingly unequal, decreasingly willing
to produce public goods or cover collective risks, while the
products of increasing wealth reward an ever smaller
minority.

Such a world might be expected to be highly receptive to
the messages of social democracy. But, paradoxically, the
dominant political ideology — neoliberalism - is leading
public policy ever further in exactly the opposite direction:
towards increasing attention to purely individual needs,
especially those of a privileged elite, to the neglect of both
collective ones and the concerns of the great majority.
Further, still paradoxically but less surprisingly, our increas-
ing global interdependence is accompanied by growing xeno-
phobia and suspicion of strangers. Although in principle
neoliberalism and xenophobia should be mutually incompat-
ible, they appear as allies in many important right-of-centre
individual parties or coalitions of parties in contemporary
politics.

The answer to these paradoxes is found in the fact that
the logic of politics is the logic of power, not that of the
coherence of arguments. The contemporary logic of power
has several components. I have written in more detail about
this in my books Post-Democracy and The Strange Non-
Death of Neoliberalism. 1 shall here just summarize the
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argument. One of the first consequences of economic glo-
balization was to give the investors of capital increased
choice over the parts of the world in which they could place
their investments. Workers in the existing industrial coun-
tries found themselves competing for work with those in far
poorer ones, where labour and social costs, business taxa-
tion and the provision of public services were far lower, but
where production could now be profitably coordinated from
headquarters in the advanced world.

Similarly, governments in the industrial world found their
countries competing as investment locations with those
whose governments offered investors the attractive features
of lower tax rates, less regulation and bad labour conditions.
This problem is not as overwhelming as it initially seems.
For some activities, firms need the high-quality infrastruc-
tures and skilled labour forces that only countries with
strong collective policies and high tax rates can provide — as
we shall later see, an important component of the case for a
confident, assertive social democracy. Also, after a time glo-
balization means that at least some people in poorer coun-
tries begin to earn enough to start buying goods and services
from the existing wealthy parts of the world. This is a
process that has already begun, as, for example, Chinese
customers buy German capital goods, British cars and Italian
shoes. Nevertheless, the initial shock of globalization was to
shift the balance of bargaining power between international
investors on the one hand and nationally rooted govern-
ments and working classes in the advanced world on the
other. This is where the ostensibly illogical alliance of neo-
liberalism and xenophobia found its rationale: neoliberalism
wants unfettered global markets; if mass populations are
engaged in mutual suspicion and intolerance, they are also
unlikely to accept the transnational regimes that are the only
institutions that might regulate these markets.

Second, along with this kind of globalization came the
deregulation of financial markets. As we now know, this led
investment bankers to develop a range of highly risky invest-
ment strategies that made a very small number of people very
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rich indeed, but at the expense of destabilizing the entire
global economy. The consequence was the Anglo-American
financial crisis of 2008. This did not, however, bring the
system of unregulated, high-risk finance to an end. So
dependent have we become on the banking system that gov-
ernments had to rescue banks from the difficulties in which
they had put themselves, often meeting the costs by making
cuts in social spending. Thus the poor were called upon to
bail out the super-rich. Governments also encouraged banks
to return to their earlier irresponsible behaviour, but with
greater moderation, so that they might become solvent again.
When it was being successful, the unregulated finance model
was used to demonstrate that banks and markets together
could resolve many of the world’s economic problems, and
that therefore social democracy’s approach of regulated
markets and strong social policy was not needed. Once the
model had failed, the need to set it on its feet again was used
to demonstrate that social democracy’s approach could not
be afforded. Heads, neoliberalism won; tails, social democ-
racy lost.

Third, and pre-dating both these changes in contempo-
rary capitalism, a major change had been taking place in the
support base of social democracy. This had originally rested
in the manual working class of manufacturing industry — in
particular its male members. The entry into citizenship of
this class represented the first moment in the history of
organized societies when the mass of ordinary working
people had been permitted to play such a role. It provided
supporters for policies that recognized the limits of the free
market if such people were to have a chance of having secure
and decent lives. This class formed trade unions, cooperative
movements, and socialist, social democratic and labour
parties. But, starting in northern Europe and the USA from
the early 1970s onwards, it started to decline in both abso-
lute and relative size. Constantly improving productivity in
manufacturing was reducing the need for large numbers of
industrial workers; the early stages of globalization were
shifting much manual work in manufacturing to the newly



6 From a Defensive to an Assertive Social Democracy

developing economies; and demand for various kinds of
services increased, generating a different kind of work force.
A major part of this new work force was engaged in produc-
ing public services: health and other forms of personal care,
education, policing and security, public administration.
These provided a new support base for social democracy, as
the growth of public services was largely championed by
social democrats. In particular it provided social democratic
parties with female supporters, the majority of public-service
jobs being held by women. The private services sectors
proved more intractable, not because workers in those sectors
were strongly attracted by other parties and forces, but
because they have tended not to generate any strong political
profile at all. This might seem to present an equal problem
to all parties, but as the force that is challenging the main
distribution of power in the economy, social democracy
needs a positive, strongly identified support base. It is there-
fore affected asymmetrically by a general decline in political
identity, compared with parties representing interests whose
strength lies in the market and the economy themselves.

By the early twenty-first century both social democracy’s
support bases had been put on the defensive. The manual
working class continued its irreversible decline, and public
employees had been vilified by neoliberal politicians and
publicists as parasites living off the taxes of hard-working
people in the private sector. If money spent on public services
can be portrayed (as it is in much neoliberal rhetoric) as
money that might as well be placed in a hole in the ground,
then what is to be said of the people who derive their income
from putting it in the hole?

Conservative political interests face a major problem in
democracies: how can forces which are designed mainly to
protect the interests of the privileged attract the support that
they need of a majority of people in the middle ranks of
society? For much of the nineteenth and twentieth centuries
part of the answer (alongside appeals to nationalism) was to
point to the masses of property-less workers and paupers and
argue that they would, in their envy, attack the property of
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the lower middle classes as much as they would that of the
rich. By the late twentieth century the property-less masses
had shrunk to a tiny group, communism had collapsed and
the old fears were no longer plausible. Conservative demon-
ology had to invent new menaces. It has done this partly by
representing the welfare state as something that takes money
from the pockets of all working people, rich and poor alike,
in order to give it to those who refuse to work, particularly
to foreigners who have come into a country to take the jobs
of natives (which they seem to achieve while also refusing to
work). Public employees are then an additional menace,
working inefficiently and on excessive incomes and with
excessive security while busily expediting these transfers to
the undeserving. Where socialist and social democratic poli-
ticians had once been depicted as the people leading the
attack on all property ownership, they are today seen as
those who, for reasons that are never really explained, want
to engage in this transfer of funds to the feckless and foreign.

In reality, many contemporary social democratic parties
have been off on a different path. As their two key constitu-
encies — manual workers and public employees, and the trade
unions that flourished only in these sectors — became prob-
lematic, many began to suspect that core constituencies, or
historically reliable support bases, were not such a good
thing to have after all. This produced the ‘Third Way’ of the
British Labour Party, the Neue Mitte of the German SPD,
the US New Democrats and several others. Social democracy
completed its journey to becoming a movement seeking elec-
toral support from anywhere in the society, and financial
support mainly from corporate donors, for a general, class-
less project of ‘progressive reform’. It also abandoned any
attempt at changing the political culture of the wider society,
just trying to fit in with what market research told it
were the prejudices of the existing culture. ‘Progressive
reform’ had been a rallying cry of the liberal and later social-
ist left of the nineteenth century facing the deeply entrenched
and often incompetent institutions of those who had been
privileged over the centuries. It now became interestingly
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ambiguous. It referred to a need to rebuild and improve
public services that had been neglected by conservatives pur-
suing low-tax agendas, but the working habits of the public
employees delivering and organizing those services were
equally seen as problematic, and in particular the trade
unions that represented them. Third Way social democratic
parties therefore ceased to say anything problematic about
concentrated corporate wealth or even inequality.

These social democrats became first embarrassed at their
old supporters, and then disconnected from and increasingly
cynical about them. Occasionally one hears social demo-
cratic politicians talking about a need to ‘reconnect” with
their ‘core constituency’. This rarely means returning to
combating social inequalities; but is a code for a perceived
need to be xenophobic, a need that their other constituency
of public service professionals, they complain, tries to prevent
them from meeting. They also feel themselves doomed to be
curators of a political museum, protecting from the rude
energies of the dynamic neoliberal world the decaying
remains of exhibits labelled ‘trade unions’, ‘labour rights’,
‘universal health service’, ‘social citizenship’.

The Problems of Neoliberalism

The despondent state of social democracy does not mean
that neoliberalism is enjoying great success — that is, in the
real world of practice, as opposed to that of ideology. Not
only has it experienced the great check of the 2008 crisis,
but its absolutely central claim to popular appeal - that it
replaces state command and control by consumers’ free
choices in the market — is increasingly revealed to be a sham.
It is this characteristic that is today leading to legitimate
doubt whether capitalism can be made fit for society, or
whether it will reshape society to meet its own demands.
Actually existing political neoliberalism, as opposed to the
models of economics textbooks, is about enhancing the
power of great corporations and wealthy individuals. This
problem is general across several sectors of the economy, as
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is explored in detail in a recent book by Stephen Wilks on
The Political Power of the Business Corporation. It is,
however, seen particularly clearly in the response to the
financial crisis described above.

In addition, waves of privatization of public facilities and
services that have been its central hallmark have similarly
served corporate interests. Initially applying only to certain
public utilities, privatization is today principally about out-
sourcing public services to private firms. The state usually
remains the paymaster; and usually only a small number of
firms is involved in the sub-contracting. Recipients of the
services are therefore not customers in the true sense of the
word, only users. There is therefore no true market here, just
a series of deals between public officials and corporate
representatives.

Outsourcing is justified on the grounds that it brings com-
petition, the fundamental condition of a functioning market,
but the amount of competition is usually very low. In the
case of water supply it is virtually zero, as it has not yet been
possible to find means of having more than one company
provide water from a particular river basin. In other cases
very small numbers of firms engage in very limited competi-
tion. It mainly takes place at the stage of winning contracts,
the contract itself frequently entailing monopoly supply
rights for a number of years. This is the case, for example,
with contracting out school, health and social care services.
To achieve stability of supply and avoid frequent disruption,
contracts have to be set for long periods, often up to twenty-
five years. During that prolonged interval there is no com-
petition at all. When contracts are eventually re-tendered,
there is a strong — though not universal — presumption in
favour of renewal by the incumbent firm; its managers will
have developed strong relations with public officials involved
in the negotiations; and upheaval can be avoided by staying
with an existing supplier.

Outsourcing is also justified on the grounds that private
firms bring new expertise, but an examination of the exper-
tise base of the main private contractors shows that the same
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firms keep appearing in different sectors. For example, the
UK-based but globally active firm SERCO has contracts in
all sectors of transport (including air traffic control), prisons
and security, the management of privatized government
research centres, leisure centres, defence and schools. Similar
accounts can be given of other firms in several other coun-
tries. The expertise of these corporations, their core busi-
ness, lies in knowing how to win governments contracts, not
in the substantive knowledge of the services they provide.
For the latter task they depend on re-recruiting people
already working in the field — normally in the public sector
organizations from whom they have won the contracts. This
explains how and why they extend across such a sprawl of
activities, the only link among which is the existence of a
government contract-winning process. Typically these firms
will have former politicians and senior civil servants on
their boards of directors, and will often be generous funders
of political parties. This too is part of their core business.
It is very difficult indeed to see how ultimate service
users gain anything from this kind of politically managed
competition.

A further claim made for outsourcing is that it drives costs
down. It is difficult to understand why this might be so,
given the limited nature of competition, the cosy nature of
the relations between contractors and public officials, the
need for private firms to make enough profit to please their
shareholders, and the transaction costs involved when a
service moves from being provided in-house to being con-
tracted out. There is however one area where there seem to
be important cost savings: private firms are able to pay low
wages and maintain poor working conditions for their lower
levels of staff. Public authorities on the other hand have to
maintain some reputation for being ‘good’ employers, or
they face public criticism. And if there is scandal about the
treatment of staff by firms, the political flak is usually borne
by the public authorities that gave them the contracts rather
than the firms themselves. In the UK, some contractors have
been paying wages so low that their employees receive pub-
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licly funded subsidies to their wages from a government tax
credit scheme. The low wages enable the contractors to claim
that granting them the contracts saved public money, but
another part of the public funds bears the burden of the tax
credits; overall it is doubtful if any public money is saved.

Finally, outsourcing and other forms of involvement of
private firms in public business are justified on the grounds
that they enable governments to share the financial risks of
large projects with private investors. The investors will make
a profit if the project works well, and a loss if it does not,
exactly as the capitalist market is supposed to work. The
principal examples here are the public—private funding part-
nerships used to fund large infrastructure projects and school
and hospital building programmes. Typically, a private
investment firm undertakes the capital cost of a public pro-
gramme, in exchange owning the public asset being created
(for example, a hospital). It then leases the asset back to the
public service concerned, which repays the capital invest-
ment over a long period. But the contract terms bind the
public service to a particular pattern of use, which can
impose major rigidities over the years as the service’s needs
change. More importantly, following the 2008 financial
crisis, we now have a number of examples where the risk
element of capital funding has become real. Invariably,
central governments have moved in to underwrite the risks
and guarantee the private investors’ return — taking us back
to where governments stood in relation to public investment
projects in the first place, a position from which the shared
investment with the private sector was supposed to rescue
them. This is an example of a far more general problem. In
economic theory capital bears the risk of economic enter-
prise, and the interest it earns reflects that risk. However, in
the changed power balance between investors on the one
hand and employees, governments and wider societies on the
other, capital is frequently able to demand a secure rate of
return, throwing risk on to the other participants.

Really strict theories of neoliberalism see very little role
for the state at all, as we see most clearly in the demands for
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very limited government by the US Republican Party. But
this is unrealistic, and bears little relation to the reality of
neoliberalism itself. Societies, especially complex modern
ones engaged in sophisticated economic activities, need gov-
ernments. Lacking a coherent theory of a relationship
between government and economy because of their primitive
anti-government stand, neoliberals have therefore produced
an astonishing sleight of hand. By not distinguishing between
markets and corporations, they are able to claim that placing
something in the hands of corporations is the same as placing
it in the market. These corporations, in turn, then form close
relations with public officials. The fiction is maintained even
though, as is usually the case, the very characteristics of the
market of which boasts are made — like choice by ultimate
consumers, an absence of political interference by business
interests and risk-bearing by capital — are all missing. At best
there is deception; at worst outright corruption. Neoliberal-
ism in this particular form is becoming a highly dubious
political force. And yet this is the dominant political ideol-
ogy, which, it is widely claimed, has seen social democracy
off the historical stage.

Sadly, one reason why social democrats have been unable
to profit politically from the hypocrisy of neoliberalism’s
relations with large corporations is that governments led by
social democratic parties have been implicated with others
in allowing and even encouraging this pattern of relations
between governments and firms to develop. This has been
partly for the worst of reasons; social democratic politicians
have been among those who have taken the corporate shil-
ling and occupied places on the boards of corporations
seeking public contracts. But there have also been more
honourable motives. If many major banks had collapsed in
2008, the worst casualties would have been among ordinary
people with slender financial resources, unable to protect
themselves from disaster. The simplest approach to the crisis,
and one with which the banks could be relied upon to coop-
erate, was to compensate them for their own irresponsible
risks, and then to hope that they would become profitable
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again as quickly as possible. But the only way they know to
do this is to return to the risky practices that caused the
problem in the first place.

Similar arguments apply to the privatization and out-
sourcing of public services. Education, health care, pensions
and social insurance, transport, public utilities are all serv-
ices for which modern societies have very high and predict-
able demands. At a time when much manufacturing and
some services activities are subject to competitive pressures
from globalization, they represent some of the remaining
sectors where profits might still be made within the advanced
world. Corporations therefore dearly want a share in their
provision, but this can only happen if they are privatized, as
they tend to exist within the public sector. At the same time,
social democratic and indeed other parties are facing the
general neoliberal attack that demands demolition of public
services in favour of cutting taxes and enabling more private
spending. Social democrats (and others) have been quick to
see a compromise here: if private firms can make soft profits
out of providing public services, this might lessen the ideo-
logical attack on public spending. The system that results,
whereby governments continue to pay for services and
become the ‘customers’ but corporations produce them on a
monopoly basis, reducing citizens to mere ‘users’, looks like
becoming the central social pact of the early twenty-first
century, at least in those societies that retain much in the
way of public services at all. As Jonathan Tritter has argued,
it is significant that this form of outsourcing has been par-
ticularly prominent in the Nordic countries, the world’s
leaders in the provision of public services. The resulting
pattern of powerful corporations, relatively weak govern-
ments and passive citizens corresponds to the emerging
pattern of power relations in neoliberal societies. It preserves
basic features of the welfare state; and it provides monopoly
profits to those firms who devote resources to cultivating
relations with public officials. But it connives at an unhealthy
intertwining of political and economic power, which in turn
contributes to the growing inequality in power and wealth
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that is another major and disturbing hallmark of our socie-
ties. This is a Faustian social pact, the price of which is the
soul of the welfare state.

Presenting alternatives to this vision is not difficult. The
problems lie in wielding the power resources necessary to
realize them. Indeed, the dominance of neoliberalism has not
been the uninterrupted triumphal progress that it is some-
times represented as being. At the beginning of the present
century some of the important institutions that had taken
neoliberal positions on a number of central issues had started
to revise their views. In 2002 the Nobel-Prize-winning
former chief economist of the World Bank, Joseph Stiglitz,
articulated a major critique of the Bank’s application of free-
market principles in developing countries. Ten years later (in
2012) he launched a similar attack on the damage being
done to the world economy by rising inequality. Although
Stiglitz had been required to leave the World Bank’s employ-
ment because of his views, the Bank itself began to resile
from its earlier stance. It began to be concerned at the neglect
of public infrastructure and social needs that free-market
doctrine involved, and at the growing inequalities it seemed
to provoke.

The IMF and World Bank also began slightly to revise the
ways in which they ranked countries in their annual Doing
Business report. This had allocated points to countries
according to the extent to which they maintained neoliberal
(i.e., unregulated market) policies, including on the labour
market. The countries that achieved the highest rankings
were those that had no trade unions, no minimum wages,
no protection against unfair dismissal, no compensation for
unemployment. The International Labour Office (ILO),
another, older international organization set up, like the
Bank and IMF, to achieve some order in the international
economy, pointed out repeatedly that this meant that only
countries that defied ILO conventions could achieve the
highest marks for ‘doing business’ in terms of labour poli-
cies. By 2009 The Bank and IMF had accepted the force of
some of the ILO’s arguments and had removed the labour
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section from the indicators used to rank countries in its
Doing Business reports. The labour section continues as a
separate part of the report, but now includes some limited
information on whether countries maintain minimum stand-
ards. At the same time, as the International Trades Union
Congress (ITUC) has pointed out, both the Bank and the
IMF continue to issue national reports that praise countries
that have followed the original strategy of removing workers’
protection and rights to union representation.

The Organization for Economic Co-operation and Devel-
opment (OECD), which in the 1990s had baldly advocated
the unprotected exposure of workers to labour-market com-
petition, had by 2006 also begun to speak of the need for
improving labour skills and of finding ways of reconciling
workers’ needs for security with the market’s need for flex-
ibility. By 2011 it too, like Stiglitz, had started to express
concern at the growing inequalities generated by prevailing
economic policies. Meanwhile, the European Union, which
had maintained an uneasy balance between a general com-
mitment to neoliberal economic policies with some regard
for a so-called ‘social Europe’, seemed to have found a more
constructive compromise in the idea of ‘flexicurity’, drawn
initially from Danish and Dutch labour and social policies,
and discussed in the academic public policy literature by
such scholars as Ruud Muffels and Ton Wilthagen. In place
of the all-out attack on all kinds of labour protection, this
approach distinguished between those policies that seemed
just to protect a minority of workers in their present jobs,
making innovation and change difficult for employers, and
those that enabled workers to cope with change in an envi-
ronment of trust and security. Included in the former would
be rights to enable workers to avoid dismissal; among the
latter would be high levels of unemployment pay and assist-
ance in job searches and retraining. This is a theme to which
we shall return at several points, as it provides an example
of the difference between defensive and assertive social
democracy. At the time of writing, however, the European
story has not continued on this promising track. First,
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attempting to generalize the idea of ‘flexicurity’ so that
almost every member state could claim to be practising it,
the EU allowed its definition to become so general as to be
almost meaningless. For example, central to the Danish
model is the role of strong trade unions which, together with
some other labour-market characteristics, enable workers to
feel trust in the ability and willingness of the institutions to
help them look after their interests. Without that trust basis,
it is doubtful if formal structures could achieve their ends.
This factor has not featured in official EU flexicurity policy.

Far worse was to follow. Greece had to apply to the EU,
the European Central Bank (ECB) and the IMF (the so-
called ‘Troika’) for massive support to protect it from a
public debt crisis that was itself a consequence of the 2008
global crisis of private finance. The terms of its deal (as set
out in the Memorandum of Understanding of February
2012) marked a return to the simple-minded neoliberalism
of the 1990s. The country was to dismantle most labour-
market regulation and protection, and reduce the role of
collective bargaining (and therefore of trade unions) in
setting minimum wages and to reduce labour-market protec-
tion. The main aims of the labour-market sections of the
conditions were to expose workers to the full force of global
labour-market competition, requiring the country to compete
on low prices alone; forget about up-skilling and improving
the quality of the labour force. The only interest shown by
the Troika in infrastructural issues such as transport and
energy was to ensure their privatization and therefore profit-
making opportunities for other European corporations, as
though that was all that would be needed to ensure an up-
grading of facilities. The document showed no substantive
interest in upgrading as such.

The same approach was also applied to other countries in
difficulties: Ireland, Italy, Portugal and Spain. Outside the
Eurozone, the British applied it to themselves. Come the
crisis, EU, ECB and IMF and many national policy-makers
have treated all sophisticated discussion of how to achieve
competitiveness through upgrading as so much baggage, and
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have turned back to crude, unreconstructed neoliberalism.
A crisis caused by appalling greed and irresponsibility among
the world’s leading private-sector banks was redefined as a
crisis of public finances, and taxpayers were required to
come to the bankers’ aid.

True, the terms of the Greek bail-out include some valu-
able reforms to require the efficient functioning of public
institutions — a really important issue in that country. There
are also items that are unwelcome to the country’s wealthy
elite, such as major drives against tax evasion, corruption
and making excessive profits in the provision of pharmaceu-
ticals. Further requirements for the reform of how the main
professions conduct their business match both neoliberal and
social-democratic agendas. But the main burden of a cost-
reduction strategy falls on ordinary working people, particu-
larly public employees, who are among the relatively few
who cannot engage in tax evasion. Their wage cuts and
redundancies are certain to occur, because easily guaran-
teed. Whether the rich and Greece’s exceptionally large
numbers of self-employed will pay full taxes, and whether
corruption will be rooted out and major efficiency gains
made in public services must be more doubtful. Given that
Greece has to continue to buy raw materials and semi-fin-
ished goods on world markets, it is only labour and social
policy costs that can be reduced to achieve price competitive-
ness. For Greek workers the path to an assertive social
democracy — which requires public investment in labour and
many other factors of production — has been cut off. They
are reduced either to fighting defensive battles to protect
rights that in themselves will achieve little that is oriented to
the future, or to accepting years of austerity until their
labour costs can compete with those of Eastern Europe or
the Far East. It is doubtful if the country’s elite will share
much of this fate with them. Based mainly on shipping activi-
ties and keeping its wealth in safe, untaxable havens, this
elite is ‘off-shore’ in both literal and metaphorical senses.

At least in part, the ‘Troika’ has been responding to a
perceived need to satisfy ‘the markets’, which means a need
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to please what are felt to be the demands and prejudices of
traders in the global money and stock markets. They are not
interested in whether presently unsuccessful countries can
improve their performance by creating better infrastruc-
tures, or in what ways the balance between security and
flexibility in the labour market can be reorganized to provide
better lives for workers and more efficient economies. They
are interested only in short-term gain from trading; while
their preference as very wealthy individuals is for regimes of
low taxation and of minimal rights for people at the foot of
the economic hierarchy.

Greece is an extreme case among EU nations, but extreme
cases often tell us something more general, as we can extrap-
olate from the characteristics that more of us share. Greece
is extreme, but not atypical, in having an elite that, while
exercising considerable control over the country (through its
funding of parties and ownership of mass media), has become
global and made its own fortunes more or less independent
of the country itself. Greece is not untypical in having a
working population faced with a choice between defending
certain past social policy achievements that have ceased to
have future utility, and giving these up in exchange for
nothing other than full exposure to the insecurity of market
forces. We can feel that our situation might be somewhat
better than that of the Greeks only if we are confident that
we can subject the power of the wealthy to some regulation,
and find some means of developing future-oriented rather
than defensive social policy. It is increasingly difficult to feel
that confidence, since everywhere, not only in Greece, the
priority of public policy has become guaranteeing the finan-
cial health of banks (albeit with them being required to abide
by some conditions), leaving the rest of us to face the rigours
of a neoliberalism that is being imposed, not so much because
policy-makers believe in them so much anymore, but because
they save money for that greater priority. Aditya Chakrabortty
(Guardian, 2 April 2012) has drawn attention to the fact
that the International Institute for Finance, a lobby group
representing 450 private banks across the world, was an
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active participant in the discussions of the Troika over setting
the terms of bank involvement in resolving the Greek crisis,
a privilege not extended to any members of Greek civil
society.

The present situation is therefore confused. Authoritative
bodies are beginning to see the limitations of unmediated
neoliberalism, but the powerful private actors in the finan-
cial markets to whom public policy must pander are entirely
unconcerned at this. The problem for social democratic poli-
cies is not, as is often claimed, a paucity of ideas, but a
paucity of power. However, the revising of views that has
been taking place among major international organizations
shows that there are at least potential openings in the neo-
liberal wall.

Rediscovering Social Democracy

What remains to be done at the level of ideas is not just
to lay bare the internal contradictions of neoliberalism,
but to demonstrate that some of its own stated objectives
could in fact be better achieved through an adaptation of
social democracy. This then becomes a means of redefining
social democracy for the years ahead. Such an approach
does not dispose of the problem of power imbalance.
But popular discontent with some of the outcomes of actu-
ally existing neoliberalism may soon create conditions in
which dominant elites are required to face the possibility
of compromise.

A problem with such a proposed agenda, of social democ-
racy reinterpreted in terms of neoliberalism, is that it seems
to retrace the steps of the Third Way and the Neue Mitte
criticized above. It must be acknowledged that these move-
ments made a major contribution by drawing attention to
the impossibility and indeed undesirability of the old social-
ist project of trying to transcend capitalism. Their error was
to go beyond accepting capitalism and to accept it uncriti-
cally — in particular not seeing any problem in the accumula-
tion of corporate power, especially in the global economy. A
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reformulation of social democracy needs to understand that
this ended by creating more problems than it solved.

Plan of the Book

Explication of the meaning of this last ambiguous sentence
is the theme of the next chapter. This will bring us to three
kinds of neoliberalism, towards which, it is suggested, social
democracy should have varied relationships.

The heart of the neoliberal project is the process of mar-
ketization, which leads in turn to consideration of whether
this process satisfies all that we need from public life,
and how assertive social democracy should relate to both
marketization and its inadequacies. This is the topic of
Chapter 3.

Particularly important for dealing with market inequali-
ties are social policies, the welfare state. Chapter 4 discusses
how recently developed ideas of a ‘social investment welfare
state’ play a major part in shifting from defensive to assertive
social democracy. It is important here not to lapse into purely
technical discussions of policy, and to remember that social
policy is always at the heart of conflict among different class
interests.

Chapter 5 then considers the relationship between differ-
ent balances of class power, different forms of the welfare
state, and the association between these and economic
success. This discussion is based on evidence from social
science research. In order to avoid cluttering the text with
statistics and graphs, details of the evidence are included in
an Appendix to Chapter 5, to be found at the end of that
chapter. The threats facing the social investment welfare
state project are discussed in Chapter 6, where particular
attention is paid to the roles of the EU and the USA.

Earlier chapters argued that social democracy does have
some affinity with certain interpretations of neoliberalism,
or at least of liberalism. This is pursued in more detail in
Chapter 7, which sees important potential in the challenges
that social democracy poses as the main source of diversity
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in an increasingly claustrophobic neoliberal orthodoxy. This
opens the way to social democracy claiming to be the friend
of innovation and novelty — a long way from its predominant
defensive version.

Chapter 8 turns to some key actors who have been
neglected for much of the book: the social democratic, social-
ist and labour parties. What can we expect from them in
constructing an assertive social democracy? Finally, Chapter
9 maps out some of the elements of a practical political
agenda that might flow from the book’s arguments.
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2

We Are All (Partly)
Neoliberals Now

In 1887 The British Liberal politician Sir William Harcourt
declared in the House of Commons ‘We are all socialists
now’ (Hansard, 11 August 1887). Although a preposterous
over-statement, it represented recognition by many Con-
servative and Liberal politicians that the state would in
future have to play a greater part in securing the welfare and
security of the mass of the population, and in developing the
infrastructure of a modern economy and society. There is a
sense in which a discussion of overall socio-economic politi-
cal strategy today must start with a similarly restricted rec-
ognition that “We are all neoliberals now’.

To grasp what this implies, we need to distinguish among
three different meanings of the idea of neoliberal:

e First are the pure neoliberals, who believe that society
will be at its best when the conditions of perfect
markets can be achieved in all areas of life, with
extensive competition among multiple producers and
with the role of the state restricted to maintaining
the conditions necessary for such markets to operate.
That does not imply a weak state; it is strong in
protecting property rights, extending the role of
markets to ever further areas and guaranteeing
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competition. But it limits itself to these tasks. I term
this ‘neoliberalism of the first kind’.

e Second are those who, while accepting the value and
priority of markets in the economy, are aware of their
limitations and deficiencies, in particular their
inability to cope with externalities and public goods.
They also believe that the market is not appropriate
in some areas of life and wish to protect these from
it. They differ from socialists in that they accept the
superiority of a capitalist economy over a state-owned
one, but do seek to use the state and other non-
market institutions to remedy what they perceive as
the market’s defects. Various combinations of social
democrats, environmentalists, religious groups,
conservatives and others are found within this critical
‘neoliberalism of the second kind’.

e Third is what we might call ‘actually existing’
neoliberalism, which refers to the amalgam of
corporate lobbying of governments and the deployment
of corporate and other private wealth in politics
that today usually accompanies introduction of the
neoliberal agenda. This is ‘neoliberalism of the third
kind’. Aspects of this were attacked in the previous
chapter. It produces a politicized economy very
remote from what economists understand by a liberal
market economy, and a polity so unbalanced by
plutocratic power that it seriously compromises the
idea of liberal democracy. Like actually existing
socialism in the old Soviet bloc, actually existing
neoliberalism stands diametrically opposite to its
originating idea at many points.

We need to consider these three kinds of neoliberalism in
more detail. The most succinct statement of what [ mean by
the second, critical kind is to be found in the 1959 Bad
Godesberg programme of the German Social Democratic
Party (SPD): Wettbewerb soweit wie moglich. Planung
soweit wie notig! (Competition as far as possible. Planning
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as far as necessary!) This was later generalized by Karl
Schiller, finance minister in Willy Brandt’s government, to
read So viel Markt wie moglich; so viel Staat wie notig (as
much market as possible, as much state as necessary). German
Social Democracy in that period might seem an odd place
and time to find a major enunciation of the core neoliberal
principle, but in fact the geopolitical logic was clear. The
West German SPD needed to separate itself absolutely from
the monster of ‘actually existing socialism’ that was showing
its appalling attributes the other side of the barbed wire in
East Germany, the so-called German Democratic Republic.
The state socialist system clearly prioritized the state as the
source of all initiative and control, in both the private lives
of its citizens and the conduct of the economy. At that time
it did not have the reputation for inefficiency that it was later
to acquire; the Soviet Union was about to succeed in putting
a man into space, in advance of the USA, and the gap in
living standards between east and west Germans was not yet
so wide. But in 1953 a workers’ protest in East Berlin had
been put down by tanks and slaughter by occupying Russian
forces — the incident that led even Bertolt Brecht, an East
German public hero, to wonder ironically whether the gov-
ernment should not ‘dissolve the people and elect another’
(loste das Volk auf und wdibhlte ein anderes). The SPD was
distinguishing itself from the socialist regime in East
Germany largely on grounds of human freedom. It was for
this reason that it believed in giving priority to free choices
within the market, bringing in the state only when ‘neces-
sary’. Today we have additional grounds for preferring
markets as efficient allocators of resources, enabling citizens
to engage in masses of transactions and choices without a
need to keep referring to a central authority. A major advan-
tage of a market economy is the scope it provides for choice
among alternatives, rapid change and adaptation, and the
encouragement of innovation; attributes that were not so
obvious in the 1950s. And choice does not just provide some-
thing for consumers at the point of purchase; it gives provid-
ers an incentive to ensure that the quality of their goods and
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services is high, so that in a free market they will continue
to be chosen. Therefore, ‘the market where possible’ has even
more force today than in the 1950s.

But still, ‘the state where necessary’. The formula is neat,
but begs the big question: when and why does the state
become necessary? Developments in regulatory economics
enable us to provide four general reasons why we might be
dissatisfied with the outcomes of free markets, and want to
call on the state — or perhaps some other institution — to
come to our aid. These are imperfect competition, inade-
quate information, the existence of public goods and the
existence of negative externalities.

Market Inadequacies

These problems with markets are usually termed market
‘failures’. I shall here use instead the notion of market ‘inad-
equacies’, which includes the idea of market failure but goes
further. The narrower term implies that, provided it can be
fixed in a particular case, the market is perfectly able to cope
with the task in hand. There are however many instances
where markets are simply unable to help us; they are just
inadequate. This will become particularly important in
Chapter 3, where we shall explore major problems in the
development of market societies. Here we first concentrate
on instances at a more micro level.

Imperfect competition

The first, imperfect competition, refers to a potential gulf
between the theoretical requirements of free markets and
actually existing markets. For markets to work the way that
economists say they will, there must be many producers and
many consumers; no one producer or consumer should be in
a position to influence the market price by his/her/its actions
alone, and they must not conspire together to do so; it must
be easy for producers and consumers bot