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Economic Democracy vs. Parecon: A Debate with Michael Albert

U. S. Social Forum, Atlanta

 June 29, 2007

David Schweickart

Thank you all for coming.  Some of you may know that Michael and I were engaged on this topic about a year ago.  I wrote a critical piece that he posted on his Z-Net, and we repeatedly replied back to each other, and it’s still there and you can look up the details if you want.  I’ll say some things about our disagreement, but I'm mainly going to focus on what I‘ve been working on myself and really my entire academic career.  There is the question of a viable alternative to capitalism.  So it’s pretty dense, what I’m going to be talking about, so bear with me.  I’m giving you a handout which will track of the different models I’m going to talk about.

Let me begin by saying what Michael Albert and I agree about. We agree that capitalism is a deeply flawed system that needs to be replaced by a more humane social order.  Capitalism gives a rise in obscene inequalities; it’s ecologically destructive, and undemocratic.  We agree about the Soviet model, the first socialist experiment, imitated by all successive "actually existing socialism".  The Soviet model of central planning is not the answer; it is fundamentally, structurally, flawed.  

We agree that we need to be able to articulate an alternative model to both capitalism and socialism that is economically viable and morally desirable.  Critique is not enough. Perhaps it once was, but it is not any longer.  We have to respond to the remark analogous to the one Winston Churchill made about democracy:  “Capitalism is the worst of all system, except for all the alternatives.” So we have to specify institutions.  We also agree about one fundamental value and that’s the value of participatory democracy.  This should be a key underlying value of a progressive social order.  People should be able to participate in the decisions that affect them in the workplace as well as society at large.  

We agree about a lot but we disagree on a number of key issues, the most fundamental one being our assessment of the market as a mechanism for allocating resources and distributing goods and services.  In my view, the market is not a unitary phenomenon. It should be regarded as three distinct markets.  There is the market for goods and services.  There is the labor market.  There is the capital market.  In my view, it’s those latter markets (the labor market and the capital market) that have the most destructive consequences.  We need to stop treating labor as just another commodity.  We need to get rid of those financial markets.  We do not need to get rid of the first market.  My view of a competitive market for goods and services is vastly preferable to the alternative mechanisms for handling day-to-day decisions about production and consumption--whether these alternative mechanisms be centralized planning or the decentralized participatory planning that Michael advocates.  Michael wants all markets abolished. I quote him: 

Markets aren’t a little bad.  Instead in all contexts, markets instill anti-social motivations in buyers and sellers, mis-price items that are in exchange, misdirect aims as to what is produced and what quantities and what means, introduce class divisions and class rule, and embody an imperial logic that spreads itself through economic life.  

I’ll return later, briefly, to this disagreement, but I want to concentrate on the basic institutional structures of the model that I believe addresses the most fundamental evils of capitalism.  It is a model that is defensible to professional economists.  It's a model representing the natural extension of the democratic impulse.  We are extending it out into areas that were previously off limits, namely, to the workplace and to investments.  Hence I call this model “economic democracy.” This model has three features: 

· Enterprises are governed democratically by their workers.  All of the authority rests with the workforce.  Workers elect a council, which appoints and monitors management.  Labor is no longer a commodity to be bought and sold.  When you join an enterprise, you join a community with full democratic rights.

· Enterprises compete for customers in a relatively free market.

· Capital markets are replaced with social control of investments.  Funds for investments are generated from a flat-rate tax on all enterprises, not from the private savings of wealthy individuals.  This tax may be regarded as a leasing fee that the workers of an enterprise pay for use of society’s capital.  These tax funds are collected and then allocated back into the economy to regions on per-capita basis. (In essence, capital under economic democracy is public money generated by a business tax that flow to where the people are.  This contrasts with capitalism, which generates its capital from private savings, from private individuals who are free to invest wherever they choose, thus compelling people to go where the capital is flowing.)

Humanity has long been searching for an alternative to capitalism--one that preserves the dynamic aspects of the system without its destructive consequences.  Consider the two basic aspect of the model: First of all workplace democracy.  As capitalism came to dominate the European economy, it destroyed the livelihoods of millions, turning independent peasants and artisans into wage laborers--individuals having nothing left to sell but selling themselves, their capacity to work.  Working people found themselves alienated, having no control of their conditions of work, no say as to what they were producing or how it was being produced.  In reaction, producer cooperatives came into being.  There were experiments with democratic workplaces in the early 19th century and maybe prior to that.  Thousands of worker cooperatives exist today, some of them quite large.  The Mondragon cooperative in Spain is one of the largest--the dominant corporation in the Basque region, the third largest (in terms of employment) of all business enterprises in Spain.  The network of worker cooperatives in Italy is vibrant.  In the U.S. today, there are some 25,000 businesses.  These democratic enterprises have been studied extensively and the conclusion of every study is the same: democratic workplaces work.  They are almost always as efficient as their Capitalistic counterparts and even more so.  Everyone is motivated to work efficient since everyone’s income is related to how well the enterprise does. Moreover, workers are usually better positioned than distant owners to see when managers are incompetent.  In a democratic firm, they can act on this knowledge more efficiently. 

Second, social control of investing.  Once Capitalism began to surge forth in Europe increasing prosperity but also wreaking havoc, society fought back and encountered its most destructive features.  It’s no accident that the state is growing larger as capitalism has advance providing funds for education, basic research, social security, environmental protection, etc.  It’s now obvious that the state can generate investment funds via taxation and can allocate them using criteria in other ways.

Of course the capitalistic class has set the basic priorities of the state so as to promote their own interests, but even capitalist realize that relying on financial markets alone is a recipe for chaos.  Many local initiatives that developed direct the flow of some capital into some areas where it is most needed.  Community credit unions for example or legislation that requires banks to invest a part of their savings into communities from where those saving come.  The present institutions only control a tiny fraction of the nation’s investment funds but point to a radical conclusion:  If there were no capitalistic class, functioning to generate and allocate capital, these roles were absorbed into the democratic process, then rational development that cores to the real needs of the population would become possible.  So these are the three basic features of an economic democracy…workplace democracy, the market for goods and services, and social control of investments.

I propose several other features in what I call in my most recent book, the expanded model of economic democracy. In addition to the three features, it would include the government serving as employer as last resort.  If you cannot find a job elsewhere, the government agency will employ you at a low but living wage to do socially necessary work.  It’s important to understand that we cannot have full employment under capitalism.  The threat of unemployment is the disciplinary force that keeps the workplace in line.  Not only is unemployment necessary, but the condition of unemployment must be humiliating enough.  Owners want to get as much work out of the workers as possible, pay them as little as possible, workers want to get as much income as possible and work as little as possible.  How do you enforce discipline?  Well you can’t whip workers or put them into jail, but you fire them.  Under economic democracy, this disciplinary stick is not required since workers basic motivation is positive. Everyone’s income is a share of the company’s profits, not equal shares but everyone gets a share, so everyone is motivated to work effectively and encourage coworker’s likewise.  Incompetent and irresponsible workers can be fired, but you don’t leave the threat of unemployment to keep the workforce in line.

The second feature of the extended model, there’s room for capitalists under socialism.  It is comprised of small businesses and has a sector of entrepreneurial capitalist firms is compatible with this model.  It’s important to distinguish the entrepreneur capitalists and the capitalist that is performing his function as a capital.  Entrepreneurs remain important under economic democracy.  But the people’s whose social function it is to supply capital, these are the people we don’t need.  To rely on private individuals with far more money that they can spend to provide investment funds that will shape out the future for all of us is historically understandable.  We can see how it did, but it no longer makes any sense.  Attacks on capital assets is far more transparent and effective mechanism for generating investment funds.

The third feature of the extended model of economic democracy is what I call is socialist protectionism.  We want a policy that blocks low wage competition for countries but rebases the tariffs back to those countries.  Economic democracy does not object  economic competition persay, but it does not regard the competition as forcing workers to compete with each other to see who will work for the least lowest wage or countries to compete with each other to see who has the least environmental regulation or labor legislation. These forms of competition should be blocked and should be blocked by opposing tariffs.  Our government should impose a tariff to bring prices up so that there’s fairer competition.  That’s the protectionist part.  The socialist part, those rebates should go back to the country of where the imports are coming from.  If the governments in those countries are progressing, if not they can go to labor organizations, the point is that we recognize our responsibility to poorer countries, but we don’t think that the way to advance poorer countries is free trade.

Such an economic structure would be at least as efficient as capitalism, more rational in its growth, more egalitarian, better to cope with the ecological challenges that we face, and vastly more democratic.  

First of all, we can have full employment under economic democracy.  Since the incentives for production is positive, not negative, everyone’s income is tied to how well the company is doing, the threat of unemployment is no longer needed to keep the workforce in line.  This means a huge increase in economic security and an increase in self-respect.  Remember, when a person cannot find a job, society is saying “there is nothing that you can do that we need..you are useless”  

Second, firms under economic democracy compete, but not as intensely as capitalism where they tend to maximize profit per worker, not overall profits.  Now, this is subtle but quite important, if you can sell your produce, then you’ll have double production and double your profits, but a worker enterprise in that condition, doubling the production means doubling the workforce, so twice as many people to divide up the double profits, so the individual workers do not benefit. Worker enterprises do not have the same expansionary dynamic that capitalist firms have.  Monopolies are far less likely under economic democracy because the bigger fish don’t eat the smaller fish.  Competition is more like athletic competition, not Darwinian survival of the fittest.  There’s an incentive to win, but the losers don’t lose everything.  Secondly, firms do not need to grow or die.  A democratic market economy is fully compatible with ecological sanity. Capitalism is not.  Social control of investment allows for us to be far more pro-active in controlling development than under capitalism.  Funds under democratic control are available in redesigning our communities, redesigning our regions and our nation so we will live more likely on the earth.

Final note on economic democracy, it’s not so difficult to imagine a transition from what we have now to economic democracy, at least not in theory.  I think it’s important to understand that not all that much needs to be changed in order for everything to change.

Let me tell a story, this isn’t a prediction but a possibility.  Suppose there was a massive financial collapse, the stock market crashed on the order of 1929, this is not impossible.  Economists and business people are worried about the vulnerability of this new financial global structure that has been created that no one is really in control of.  Suppose at the same time of the crash, we had a political reform with some kind of agenda and suppose we were swept into the power.  Think of Roosevelt, 1932, what would we do?  Well the first thing would be buying up that cheap stock which is now worthless.  Millions of pensions would be at stake.  Buy up that cheap stock.  All of a sudden, the commanders are publicly owned.  Turn those enterprises over to workers.  Make them keep the structure they have now or they can rearrange them, one person one vote.  Notice that the capitalist class has virtually disappeared because all of that paper wealth has collapsed.

So if you had worker controlled enterprises now, we could propose a capital asset tax, and enterprises are no longer paying dividends to stock holders.  Banks are also in trouble, nationalize that and it can be distributed..there you have economic democracy.

Soon enough, capitalism would be replaced by something very different, a democratic order generally responsible to their needs.

We need more worker cooperatives, they show the seeds of a new economic order. We need more technological and financial support for worker enterprises.  We need to impose a capital asset tax right now on corporations.  Corporations use to pay a lot of tax, they pay almost nothing now.  It would be easy to do this tax.  It’s transparent, what’s the value, well what was it’s stock selling for on January 1st, how many shares are outstanding, multiple those numbers, that’s what it’s worth, a small flat-rate tax with the proceeds going back to communities who need it.  That ought to be on our political agenda right now.

We need more job security and worker participation in capitalist firms.  This is where the labor movement becomes important.  We need fair trade, rather than free trade.

Paracon: this model:  all job complexes are equally empowering, both within enterprises and across the economy as a whole, efforts not contribution to society, all elements of production and consumption, labor, resources, consumer goods, are allocated by participatory planning.

I think the vision Michael advocates is excessively, obsessively egalitarian, although I’m sympathetic to the underlying impulse.  We want to live in a society where everyone has meaningful work and that rewards labor fairly.  Michael wants more, he wants mechanisms in place that will equalize job empowerment across the country and ensure that not only effort is rewarded.  I don’t think that the mechanisms that he proposes are viable, if they were implemented, we would have lots of negative consequences.  Some of these things could be implemented under the economic democracy.  Workers have the power to redesign jobs.  I would expect the democratic workplace to do just that, perhaps not as far as Paracon requires, but enhancing job satisfaction for all. Fundamental objection: The allocation mechanism with the set of procedures to replace the market.  In paracon, decentralize participatory planning that’s suppose to replace the market, replace market competition in determining what gets produced.  Two problems: information (how do they know what to produce?) The market lets people choose exactly what they want. Incentive problem: how do we motivate people to care what people want?  In a market it is all solved with competition.

First Round of Questions
For David:
1. You mentioned a quasi capital, an entrepreneurial capitalist can be welcomed in your model that you addressed, but I’d like you to elaborate because I don’t know how you would avoid what we have now if you allow that into the system.

2. How would your model of Economic Democracy solve the problem of racism in our society or the ecological devastation going on around us?

For Michael:
2. I’m interesting in comparing the two models and you mentioned a scenario where this model could fill that vacuum. An interesting comment that you said was “within 50 years, we can say that the markets were the worst thing going.” But what I’m getting from you is that this transformation is going to happen very grassroots based, and I’m curious how that’s going to happen in 50 years.
3. How do you, in a new socialist economy feel ensured that society is moving forward in a certain direction? Is there going to be social, political and economic priorities and from my standpoint centralized and decentralized planning?

David

Okay, how do you avoid entrepreneurial capitalist in becoming the regular capitalist that we have today?  That’s a good question, but I think it has a straight- forward answers.  There's a structural solution to the problem you pose.  As long as the individual entrepreneur is active in the enterprise, that’s fine.  But when he retires, or decides to move on, then the entrepreneur sells the business to the state. The state takes over the enterprise, and it’s turned over to the workers.  This mechanism encourages entrepreneurship, without having entrepreneurs evolve into a dominant class like we have today.

The question about the relationship between Economic Democracy and such things as racism or the destruction of our natural environment is an important one.   When I talk about the structure of economic democracy, I am fully aware that economic structure is not the whole story. The quality of a democracy is depends on the consciousness of the people, on what they see as priorities.  That’s why  social movements focusing on such things as racism or sexism or homophobia or ecology are so important. Economic democracy makes it possible to have a society without racism, but democracy itself does not eliminate racism. Nor does it eliminate consumerism.  If people want to consume ever more things, and disregard the ecological consequences of their behavior, then democratic control over investment  priorities, in and of itself, won't prevent environmental catastrophe. So we need an environmental movement that will change those priorities.  The point is, such a movement cannot succeed under capitalism.  Capitalism requires ever-expanding consumption.  If consumption slows, we get a recession--or worse.  A democratic economy, by contrast, does not have to grow to remain stable and vibrant.  Ecological sanity is possible under Economic Democracy as it is not under capitalism.  But we need a strong environmental movement to ensure that this possibility becomes a reality.

Second Round of Questions

 For Michael: 

1. What scale do you think is appropriate for the participatory planning process?

2.  Do you think community supported by the agriculture is a step in the right direction?

3.  In economic democracy, you gave the example of scales, where do you think you are with Paracon and contending forces?

4. Do either of the speakers feel that their model would be effective on a regional, state scale as a model for something larger?

For David:

1. Do you think community supported by the agriculture is a step in the right direction?

2. How much support do you think this idea of workplace democracy has with the general public?  Would a movement emphasizing this feature be able to contend with forces advocating capitalism?

3. Do either of the speakers feel that their model might serve on a local or state scale as a model for something larger?

As for community supported agriculture, I happen to think that’s really a good idea, one which would be more feasible under Economic Democracy than under capitalism.  In Economic Democracy investment funds come to communities every year. People have to make decisions as to investment priorities.  So if the communities decide that they would like to invest in community supported agriculture, the funds are there to do so.

As for contending forces: When you start talking about workplace democracy, this resonates with lots of people.  Ask anyone: Would you rather have the ability to vote for your boss or not?  You say, “Hey, look, you can vote for your mayor, your congressmen, even your president--who can send you off to war to kill or die.  Why can't you vote for you boss?"  Then you  add, “Don't tell me it won't work.   There are lots of statistics that show that workplace democracy does work, that enterprises that are structured democratically are usually more productive than comparable capitalist firms.”  The fact of the matter is, capitalist forces work hard to keep this question off the political agenda.  If we had public, televised debates on workplace democracy, you’d see a lot of support, as well as support for the proposition that corporations are out of control and that we need to do something to rein them in.

As for the state/local level question--things can be done at the these levels:  Cooperatives can be set up.  Local governments can be pressured to support such endeavors, perhaps providing loans and technical assistance.  They can also give tax-breaks to companies that offer their employees more participation-rights and greater job security, rights that are central to our vision of full Economic Democracy.  We can't have full Economic Democracy at just the state or local level, but experiments and reforms are possible there that prefigure the larger vision.

Third Round of Questions

1.  Michael: You brought up economics at Harvard.  When did we start to dismantle the life we know now and when can these models begin?

2. Going back to the Argentinian example, the reason the factories were taken over is because of the global capital crisis and the factories were abandoned by their owners.  It created a crisis that would lead to either of your solutions would be vastly better.  When you talk about the implementation, you talk about after the fact, what is that fact?

Two thirds of the American economy is devoted to consumption, most of it is junk that has no value (ex. Coke)  How do we decide that things are junk and that people will be better off with something else?

3. For Michael: I’m not convinced that all markets are isolating.  Example: the Santi Asok Buddhist movement made everything that they used and it’s a network of communities so communities shared different products.  In restaurants they sell everything at or below cost because they follow the system of if you make a profit, you lose a merit.  No matter how much profit they made, they won’t starve because they produce everything well themselves and everyone shares with them.  So value is in exchange.

David:

The question of higher education: there’s the question of how to reform higher education but one of the crucial issues is job security.  As part of this larger question, this idea of moving toward an economy where everyone has a job is absolutely essential.  As far as redesigning the university, professors making too much, etc…they should be run democratically.  I think there would be more equality than there is currently.  This is part of the issue of transition.  If you’re going to build a movement, you can’t be telling huge numbers of people that you’re going to take away all the things you got.  That potential brings a horrendous reaction and it polarizes.  I think one of the insights to economic democracy is that it isn’t the fact of people consuming too much, it’s what they are doing with what they don’t consume.  It’s the investment, the fact that the control where the surplus/income gets invested which determines the quality of life.  In a democratic society, we can make transitions that will be difficult to scale back consumption.  Under current conditions, consumption is ridiculous and out of control, but you can’t bring it down overnight.  People are use to this, people need an alternative, this is where democratic workplaces are important.  What is the alternative to consuming more?..work less.  That is not an option now, but in a democratic workplace, we will consume less.  We don’t want a movement saying that all their stuff is junk and we‘re taking it away.  We need a movement that persuades people that coke is bad so they stop buying it and it is produced less.  It’s nice to have the vision that they won’t do it anymore, but that’s not the world we’re living in.  We have to think of transitions as more gradual.  Democracy is crucial. The basic value of democracy is that when things start to go badly wrong, people can stop.  People can get rid of shares.

Example of farmer’s market:  People bring produce to markets. There are markets to keep the prices in balance, but you’re not trying to drive competitors out of business.  It’s not like you’re being exploited by farmers.  Markets don’t have to have that.  One more thing, the details.  Markets get prices wrong, how will they be right?  We’ll make lists, and revisions, and ultimately we vote.  Is that going to get the prices right? You decide.

