Article by an MPIfG researcher

Craig Anthony Zabala, Daniel Luria: The China Model’s Challenge to Democratic Capitalism. In: American Affairs 4(3), 87-104 (2020).
American Affairs Foundation

The original publication is available at the publisher’s web site:
https://americanaffairsjournal.org/2020/08/the-china-models-challenge-to-democratic-capitalism/

The China Model’s Challenge to

Democratic Capitalism
by Craig Zabala and Daniel Luria

In 1930, John Maynard Keynes imagined the end of capitalism,
which he predicted would arrive about a hundred years into the
future:

The love of money as a possession—as distinguished from the
love of money as a means to the enjoyments and realities of
life—will be recognised for what it is, a somewhat disgusting
morbidity, one of those semi-criminal, semi-pathological pro-
pensities which one hands over with a shudder to the specialists
in mental disease. . . . There will be ever larger and larger classes
and groups of people from whom problems of economic neces-
sity have been practically removed."

It has not turned out that way. And yet, this last year has witnessed
an astonishing turnabout from the recent past, in which scholars and
pundits generally accepted the “End of History” conclusion that lib-
eral capitalism had firmly established itself as the stable order toward
which the arc of economic history bends. In its first issue of the new
decade, Foreign Affairs pondered “The Future of Capitalism” and
particularly the impact of inequality on that future. In its lead article,
Branko Milanovié raised the possibility that the democratizing role of
global capitalism is fading, replaced by competition between a resur-
gent national capitalism and a state capitalism characterized by central
planning and reduced personal and political freedom.” This point was
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further developed in Nicholas Lemann’s review of The Meritocracy
Trap in the same issue.’ For its part, American Affairs’s final issue of
2019 included a collection of articles under the heading “Feudalism,
Capitalism, and Socialism” that covered similar ground. Joel Kotkin
documented how the ultrarich’s share of property ownership looks a
lot like what “anchored both the medieval aristocratic and ecclesiasti-
cal classes.” Julius Krein provocatively suggested that even well-
compensated professional and technocratic elites have been proletari-
anized by the oligarchs of the top o.1 percent. In a recent profile in
the MIT Technology Review, even Robert Solow, who received a
Nobel Prize for his work measuring the effects of technology on
productivity, openly scorns the supposed wisdom of “free markets,”
asserting instead that “new policies are needed to rebuild a healthy
middle class, including better workers’ representation in firms and a
tax code that benefits labor. . . . Our policies, not just our technolo-
gies, are dramatically affecting work, careers, and income inequality.”*
Once seen as uniquely dynamic, Western capitalism has come to be
seen instead as exhausted and even illegitimate.’

All of these articles pondering the state of our economic system
trail by four years a provocative—if lightly read —book by the Ger-
man sociologist and political economist Wolfgang Streeck. He posited
that the lack of coherent opposition to a failing, “sclerotic” capitalism
had created a void in which there was nothing but a dilapidated, neo-
feudalist social order characterized by oligarchic corruption and
dwindling public purpose.® Today, signs of this ugly new model’s
emergence are visible nearly everywhere.

This article is part diagnosis, part prognosis, and part prescription.
As nonacademic research economists from the financial sector and the
labor movement, we are skeptical that a recognizably democratic
capitalism can withstand the assault both from the ascendant neo-
feudal oligarchy model elucidated by Streeck and from the explicitly
statist, centrally planned Chinese model. (As for oligarchy, it is not
really as new as it seems in America: its long history was arguably
interrupted only briefly in the 1933-80 period, during which the na-
tion moved haltingly toward social democracy.”’) We argue that the
new feudal model will be principally characterized by the conflict
between preserving wealth and funding future economic growth, and
we examine how its emphasis on the former discourages entrepre-
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neurship and will likely lead to poor economic performance. Finally,
we discuss some more egalitarian alternatives.

WHY CHINA WINS

We begin with our conclusion: China has surpassed or will soon sur-
pass the United States in many key dimensions, including economic
growth, health care, education, §G network rollout, and the develop-
ment of artificial intelligence. Today, 103 years after the Russian
Revolution, central planning can finally be effective and strategic,
thanks to the volume of available data and —even more important—
the models and algorithms available to make sense of those data.
Data-dependent algorithms today schedule buses and trains, select
medication based on patients’ genetic markers, set time-of-day elec-
tricity prices, and much more. No less liberal and market-oriented an
authority than the editorial staff of the Economist has admitted that
Big Data may well have changed the prognosis for “socialism”:

The operations room of “Project Cybersyn” (short for “cyber-
netics synergy”) was created by Chile’s president Salvador All-
ende in the early 1970s as a place from which the country’s new-
ly nationalised and socialised economy could be directed. . . .
Allende had thought that, with state-of-the-art 1970s communi-
cations and computers, it would be possible for government to
optimise an industrial economy. . .. The success of market- and
semi-market-based economies since then has made the notion
of a planned economy seem like a thing of the past. But were a
latter-day Allende to build a Cybersyn 2.0 it could now gather
data via billions of sensors rather than a few telex machines, and
crunch them in data centres with tens of thousands of servers.
Given enough power, might it not replace the autonomous
choices on which the market is based?*°

But the ability to plan effectively is not enough. In addition, as
Keynes noted frequently, there must be a coherent set of goals, a
destination that is understood and —whether through mass support or
coercion—economic actors marching toward them. From these goals
and their broad support comes China’s track record of launching new
homegrown industries. Consider electric vehicles (EVs). Forecasts
project such vehicles will account for 15—20 percent of all cars and
trucks sold in the United States in 2030; in China, they will make up
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8o-100 percent.”" Why? Quite simply, because the Chinese govern-
ment requires it. The state can set fuel prices at levels that will make
EVs desirable, mandate their production, guarantee a nationwide
charging infrastructure, and force regional authorities to ban non-EVs
from streets and roads.

Nor are EVs an isolated case. The hybrid command economy has
already achieved equally dramatic breakthroughs in energy extrac-
tion, power generation, solar cells, aerospace engineering, and the
construction of shipping ports and dams throughout China. And it
increasingly extends these achievements across much of Asia and
Africa, where China is making state-directed or state-catalyzed in-
vestments on a scale the United States has not even attempted since
World War II. Not only, as we discuss below, do China’s continuing
public investments dwarf those of the United States and the European
Union relative to the size of their economies; this investment is also
guided by a unified strategy that aims at increasing the living stand-
ards of its people by ensuring that China dominates the key technolo-
gies of the future. Literally thousands of investments and de facto
loan guarantees are made each year, creating whole new cities that
specialize in particular technologies.

The scale of China’s investment is staggering. In 1970 gross capital
formation was 21.4 percent of GDP in the United States and 2§ per-
cent in China. In 2018 it was 21 percent in the United States but 44
percent in China. About one-third of China’s 2018 capital stock was
due to direct government investments, but two-thirds was private
investment.'* The unchallenged power of the central state to make,
guide, and catalyze those investments is a huge advantage. China can
also mobilize resources quickly: earlier this year, it built a thousand-
bed hospital in which to quarantine and treat coronavirus victims in
Wuhan—in just six days.”® In the United States, that would be an
impossibly tight schedule even for getting a building permit.

The state can command both state-owned companies and private,
profit-motivated ones to undertake major expansions, and those com-
panies can enjoy full confidence that the additional production capac-
ity will be put to use. Of course private construction companies run
by Communist Party members have an advantage, but this comes at
little or no cost to the efficiency of the projects on which their com-
panies work. In the West, greater political freedom often manifests
itself as the freedom to block an investment from ever being made or
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to run up its price. If Chinese businesses must play nice with the local
or regional Communist Party, Western businesses must play the same
game with lenders, insurers, and regulators, not to mention politi-
cians. If they are in large-scale real estate development in big cities,
they often must get along with more clandestine players, sometimes
tapping the laundered funds of foreign oligarchs to avoid relying too
much on the regulated financial sector.

In the United States, public investment almost always collides with
private interest. Elite-dominated “civic” organizations raise NIMBY
objections to both public and private investments, even if they prom-
ise social benefits. For example, millionaire Nantucket homeowners
banded together to kill an offshore wind farm that would have
blocked their pristine ocean views. The projects that do go forward
take years to execute and nearly always cost significantly more than
their initial estimates. For example, the new Freedom Tower at One
World Trade Center cost $4 billion and took eight years from the first
day of construction to the first tenant’s occupancy, both twice the
initial estimate.* The additional costs generated by the litigious
culture of Western societies (especially of the United States) also
constitute a serious barrier to any substantive new development.
Private developers therefore work hard to capture local government
in order to reduce these costs. Worse, what little public investment is
made here is not tied to any particular set of strategic goals, but at
best aims at providing minor economic stimulus through a few “shov-
el-ready” projects.

TOLERATING FAILURES:
THE STATE AS MACRO-SCALE VENTURE CAPITALIST

Of course, even with the full backing of the state, some of China’s big
public investments don’t pan out. In the United States, however,
every visible government investment is subject to being tagged as the
next Solyndra and held up as proof of government’s incompetence
and the market’s superiority. In China, on the other hand, such fail-
ures are understood as the inevitable (and quite minor) downside of a
largely successful strategy that has yielded s—13 percent annual GDP
growth for three decades and has provided its people with affordable
shelter, education, medical care, sanitation, and world-class trains and
public transportation.
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In three short decades (1988-2018), China’s real per capita GDP
has risen 700 percent from barely $1,000 to about $8,000. For the
world as a whole, real per capita GDP grew from roughly $7,000 to
just under $11,000, or §7 percent in the same period.”® If China is
excluded from the global numbers, the increase in the rest of the
world was from $8,180 per capita to $11,350, or just 38 percent. And
in the West, a significant percentage of that relatively paltry growth
went to the top 1 percent and especially the top o.1 percent.

Of course, China’s 700 percent increase in real per capita GDP
began from a low base and has had multiple drivers, among them
burgeoning net exports to the West and, no doubt, an ample amount
of intellectual property theft. But no reasonable analyst can ignore the
catalytic role of huge public investments. Imagine what American
infrastructure, education, R&D, and productivity would look like if
our federal government had invested even half as heavily as China did
during the last thirty years. We in the United States—and, increasing-
ly, in many other Western nations as well—don’t build transit sys-
tems and other infrastructure at anywhere near pre-198o rates. We
don’t even keep up on the maintenance of roads, bridges, dams, sewer
systems, or water treatment plants. We look more and more like the
Third World, sharing their high Gini coefficients and allowing a
relative handful of rich people to prosper even as the underpinnings
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of majority living standards are allowed to erode. By leaving almost
all investment decisions to private actors, we fail to mobilize the
wealth already in hand, which was a major fear of Keynes. Warren
Buffett’s Berkshire Hathaway sits on $128 billion because it cannot
find any companies to buy at bargain-basement prices. Nor is Buffett
the exception: nonfinancial corporations in the United States are sit-
ting on roughly $3 trillion in cash.”

Except for military procurement, the U.S. government has been
AWOL from the productive economy since the mid-1970s, when the
nation’s last full-blown transit systems, California’s Bay Area Rapid
Transit system and the D.C. Metro, opened. Between 2010 and 2015,
China’s average annual infrastructure investments came to $1.15 tril-
lion or 8.3 percent of GDP. For the United States in the same period,
such investments averaged just $483 billion or 2.3 percent of GDP."™
If we look beyond infrastructure spending to all nondefense federal
government investment, the trend is even worse: it has fallen by two-
thirds since the mid-1960s and by half since just 2002.

Nor is there any reasonable prospect of this changing soon. Except
in the military economy, the crucial government functions required
for monitoring and guiding policy have been massively hollowed out.
Even the Washington office buildings in which they were long
housed are now mainly occupied by lobbying firms, law firms, corpo-
rate government relations offices, and partisan think tanks. Many of
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these, to be sure, are reputable operations; but most are either
servants of oligarchy or defenders of rent-seeking professionals.

OLIGARCHY TRUMPS LIBERAL CAPITALISM

The core of the problem is the accelerating ability of the richest o.1
percent of American families to claim most of the economy’s increas-
ingly meager growth. In the United States, and increasingly across the
European Union as well, the ultrarich possess more and more of the
total wealth and of both pre- and post-tax income. This is problemat-
ic, as we will show, because as a group they are “investing” their
burgeoning wealth in ways that fail to spur growth and employment.
As a result, all but a relative handful of oligopolies and larger compa-
nies—mainly the FAANGs (Facebook, Amazon, Apple, Netflix, and
Google)—find themselves starved for affordable capital and forced, if
they can borrow at all, to pay near-double-digit rates or even give up
equity, at a time when official interest rates are at record lows. For
lenders, it comes down to risk and reward, and a shift toward higher-
yielding private credit markets, as opposed to traditional commercial
lending, driven by the wealthiest investors.*

The owners and managers of big American oligopolies may claim
to be personally appalled by the violation of liberal norms on the part
of populists like Donald Trump and Jair Bolsonaro. But they are
hardly demanding a more egalitarian social contract or taking steps to
address the social and economic conditions that give rise to populism.
Instead, they are resolutely resisting trade unions (spending $340 mil-
lion on union avoidance in 2018 in the United States alone)*' and
capturing what used to be labor income at record rates, even as they
lament tariffs that add uncertainty to global trade. The U.S. model
emphasizes tax cuts, the gutting of regulations and safety-net
programs, and ceaseless, if groundless, warnings about the coming
insolvency of “entitlements.” Most big U.S. companies are spending
the bulk of their recent trillion-dollar tax cut not on new investment
but instead on stock buybacks. Following the tax law passed in late
2017, U.S. companies set a record by using the windfall to repurchase
$1.09 trillion of their shares in 2018. They followed that up with the
second-biggest buyback ever the following year, spending an
additional $90o0 billion and further driving up share prices.*” Since the
bottom §o percent of the income distribution does not even own
stocks and the top 10 percent owns 84 percent of tradable shares of
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U.S.-based companies,™ this nonproductive corporate behavior drives
financial market bubbles that generate yet more inequality.

FINANCING INEQUALITY:
PRESERVING WEALTH VERSUS FUNDING GROWTH

Until the 1980s there was a reasonably robust set of pathways for
wealth to make its way into the U.S. economy. In the 1990s, however,
a great consolidation began. According to the Securities and Exchange
Commission, in 1987 there were fully ten thousand broker-dealers,
groups of professionals seeking out opportunities—some proven,
some less mature but more exciting—to invest the money under their
management. Today, by contrast, there are likely fewer than 3,900
broker-dealers.** This consolidation in wealth management has been
amplified by the appearance and growth of index funds in recent
years. According to Bloomberg Businessweek, the portfolios of the
three biggest indexing companies (BlackRock, Vanguard, and State
Street) hold about 22 percent of the shares of the typical S&P 500
corporation.”’ To be clear, the “investments” made by such compa-
nies are simply bets about the level of the S&P and other indices; they
do not provide capital to the actual companies whose share prices
make up the index. “As millions of investors have done the most
sensible thing financially,” Bloomberg notes, “they’ve also concen-
trated shareholder power,” generating concern about capital concen-
tration and its harm to consumers and workers.*®

Smaller banks, once a crucial source of capital for subnational
businesses, have been badly squeezed: the number of commercial
depository banks in the United States plunged from 14,400 in 1984 to
fewer than 4,600 in mid-2019.” Private credit is supplanting deposito-
ry institutions, and private equity is playing a significant role in
taking companies out of public markets and concentrating their own-
ership in private hands. Unlike the core financial services industry of
the pre-1980s period, private managers typically do not broadly sur-
vey the economy for start-ups and growth companies. Instead they
only bet on a small slice of the nation’s companies (contributing
greatly to the overvaluation of the FAANG corporations) and spend
most of their time making speculative trades trying to beat the S&P’s
yields through shorting, arbitrage, financial engineering, and partici-
pation in direct lending activities—the so-called shadow credit mar-
ket, where rates are often two to three times the major banks’ rates.*
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Private equity and private credit funds are not the only cause of
the disintermediation of the past few decades, nor are they the only
culprits in the development of a financial services industry that is
failing to mobilize wealth for the benefit of the broader economy. As
the rich get richer, more and more of them see little reason to pay
large fees to brokerage houses or to hedge, credit, and equity fund
managers. Instead, they are opening family offices, in which a relative
handful of managers working on behalf of ultra-high-net-worth fami-
lies look for a small number of deals into which to put a few billion
dollars at a time. Such family offices now run upwards of $9 trillion.
Compared to pre-1980s Wall Street, these offices do not have a deep
bench of analysts scouring dozens of economic sectors; instead, even
more than hedge funds, they focus primarily on safe bets, typically
trading in a narrow set of blue chip bonds and equities. At the same
time, they are leading the shift of more capital out of public markets.
So-called direct investments now account for approximately 40 per-
cent of total family office investments, a proportion that is expected
to grow as funds shift out of public securities and into higher-
yielding, less-liquid assets. Coinvestment deals involving multiple rich
families are becoming more popular, which will move even more
wealth out of the broader capital markets.”

This should come as no surprise; these family offices’ charge, after
all, is not to expand the economy but to preserve the wealth of their
rich investors. It is equally unsurprising that one of the things at
which some family offices are quite skilled is placing money offshore.
As more and more wealth resides in fewer and fewer hands, the
central purpose of “investment” changes from looking for ways to
grow the economy to trying to preserve stocks of wealth that are
already as large as their owners will ever need. With interest rates
negative in much of Europe, the flight from risky investments is
taking on some bizarre forms: in Switzerland, some billionaires
reportedly are moving cash out of bank accounts paying —o.75 percent
per year and into home safes in hardened rooms and other proverbial
mattresses.*’

STARVING THE INNOVATORS

The firms that dominate Wall Street today (JPMorgan Chase, Bank of
America, Citibank, Goldman Sachs, Morgan Stanley, BlackRock,
Vanguard, and Fidelity) have consolidated the financial services in-
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dustry into what amounts to a capital-hoarding oligopoly. As a result
of their tremendous size, their corresponding need for operating
leverage, and the increase in risk-adjusted capital requirements for the
banking business, these firms can no longer afford to service those far
below the top o.1 percent who need a place to put their sav-
ings; instead they have to “reinvent banking” for the ordinary in-
vestor and saver through financial technology and other automated
services. This consolidation of financial institutions is now in its third
decade, with traditional Wall Street also bleeding jobs due to con-
solidation, disintermediation, and the “reinvention” of banking.
Allana Akhtar recently predicted in Business Insider that “the 2020s
could be an apocalyptic decade for Wall Street as artificial intelligence
takes over the most popular jobs in finance. . . . Jobs in banking are
some of the most sought-after for job seekers—but plenty of roles
may not be around much longer. Algorithms that model prices or
build portfolios could wipe out six million high-paying jobs in
finance.” She notes the warning of Cornell professor Marcos Lopez
de Prado, who recently told the U.S. House Committee on Financial
Services that, while artificial intelligence might not replace jobs
entirely, few current finance employees are trained to work alongside
new technology. His testimony aligns with a 2019 IHS Markit Report
which forecast that 1.3 million U.S. finance jobs—particularly among
stockbrokers, fund managers, and compliance and loan officers—
could disappear by 2030.>" The Brookings Institution found that
white-collar employees in tech and finance are “more susceptible to
Al job loss than social workers, teachers, or cooks.”**

For the U.S. economy this implosion of diversified investment and
broad lending, and its replacement by a burgeoning sector focused on
very specific investment opportunities and mere wealth preservation,
is quite disastrous for smaller firms and, crucially, for new ones.
Consider the following developments®*: (1) New businesses represent
a declining share of total businesses. According to U.S. Census data,
new firms represented as much as 16 percent of all firms in the late
1970s. By 2011, that share had declined to 8 percent.** (2) Not only
are there fewer new firms, but those start-ups that do exist are
creating fewer jobs. The gross number of jobs created by new firms
has fallen by more than two million.’ (3) Start-up activity has been
subdued across the country since the Great Recession. Firm entry
rates were lower between 2009 and 2011 than they were between 1978
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and 1980 in every state and in all but one Metropolitan Statistical
Area’

All but the largest firms are starved for funds or forced to pay
exorbitant rates to borrow. As younger, smaller firms stagnate and
fail, favored oligopolies and larger companies—which had access to
vast pools of capital when they were young and dynamic—get bigger
and bigger, yet less and less innovative, hoarding cash and buying out
potential competitors. These developments in the financial services
sector since the early 1990s have starved American innovation, deny-
ing needed funds both to the innovators and to the entrepreneurs that
commercialize their inventions and thereby create jobs.

TIMING IS EVERYTHING: CHINA’S SUPERIOR MODEL

The resulting system is not only growth-inefficient for the private
sector but also data-inefficient for both the private and public sectors.
Amazon, having bought Whole Foods, plans a few fully automated
grocery stores; in China, however, nearly all transactions at all stores
flow through the newly allied Alibaba and TikTok apps on consum-
ers” handheld devices. This data-driven economy permits central cap-
ture of every detail of supply and demand, including the time it took
for a given consumer to reach the store on a bus or train (since the
same device also holds data from transit ticket purchases). Not only is
the data “big”; it is also complete and—crucially, if perhaps worri-
somely —fully visible to the state for planning purposes.

Armed with coherent goals, comprehensive data, and powerful
analytical tools, the Chinese state has put Keynes on steroids, invest-
ing massively to dominate a global future of clean energy, electric
cars, aircraft, facial recognition, §G and 6G telecommunications, and
the broad application of artificial intelligence. U.S. trade negotiators
demand that China abandon its industrial policy and subsidies, and
scale back its ambitions to dominate high-end manufacturing and
high-tech industries. But these demands are patently laughable,
amounting to an inept, profligate also-ran demanding concessions
from a risk-taking victor, the first nation-state to possess enough
data—and to have developed the necessary analytical tools —to make
central planning succeed.?”

Kai-Fu Lee has catalogued the incredible advances China has made
and the competitive advantages it enjoys in Big Data, the fuel for
machine learning and artificial intelligence, through its culture of
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near-universal online access and centralized purchasing technology.?*
Nor does the Chinese government’s strategy for mobilizing and
directing investment require much political coercion; it apparently
enjoys broad support in a nation with strong collectivist underpin-
nings. And —while this remains a subject worthy of further study —it
is not inconsequential that China, unlike the United States, does not
use up capital on external wars and has a military budget that, in
relation to GDP, is half the size of ours.?® One should not draw
overly deterministic conclusions from this situation: other forces, as
Solow observes, are at work and shape technological change. It is
simply the case that China makes more of its wealth available for
innovation.

At the moment, however, the future is not seriously in doubt.
Public investment drives productivity, which—unless the gains are
overwhelmingly appropriated by the rich, as they are in the United
States—lifts wages, which in turn legitimizes the government and
supports national consensus rather than extreme partisanship. West-
ern capitalists, by remaining silent and therefore complicit in capital-
ism’s slide into mere wealth preservation, have more or less ensured
the system’s self-destruction, gutting its legitimacy and dodging the
taxes required to finance the extension or even the reproduction of its
infrastructure. Everywhere in the West, mobile private capital has
held the public realm hostage, starving it of the capital needed to sus-
tain itself while simultaneously demanding ever-larger subsidies.*

In every Western capitalist nation, the rich are pulling away from
the rest of the public, albeit at somewhat different rates from country
to country. Rising inequality—in incomes, in wealth, in access to
health care, and even in the exercise of rights—is represented as a
natural process that, however regrettable, is better than socialism.
Economists chalk it up to the skills that working people were too lazy
or too self-indulgent to acquire, but are largely silent on the perni-
cious effects of shadow markets, anticompetitive concentration of
ownership, hedge fund tax breaks, and corporate and family office
hoarding of existing wealth. These, along with rampant tax evasion,
permit the very rich to prosper ever more while the majority struggles
to stretch still-1970s-sized paychecks until the next Friday.
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WHAT MIGHT BE DONE?

While the wealth of the rich keeps growing—as if by magic, but really
through the particular evolution of the financial markets and the
forbearance of the regulatory state—the original and continuing source
of this growth has been the rich’s capture of more or less all produc-
tivity gains since 1980. Prior to that, 6o percent of those gains typi-
cally went to labor.*' |

Thus, doing something about pretax incomes is the logical starting
point. In this context, large increases in the minimum wage and its
extension to occupations now exempt from it would be all to the
good. So too would be sharply more progressive income and/or
wealth taxes, though these would matter less if the pretax income
distribution could be improved.** And philanthropy, which depends
on the largesse of the very rich, is by itself no substitute for an activist
state. That’s why, even among business elites—for example, in the
Salesforce.com CEQ’s speech at Davos 2020—there is talk of an
imminent “tipping point” toward crisis absent progress away from
“short-termism” and “for shareholders only” and toward some
version of “stakeholder capitalism.”

But such initiatives presuppose a significant shift in political power
away from oligarchs and the very rich to the majority. With the
former more or less firmly in charge both economically and politi-
cally, that is a tall order—especially when half of the poorest 99
percent of the U.S. population still votes for the party that purports
to support a smaller, less intrusive government.

Not that it is not, in principle, easy to conjure up an ambitious
prescription. In the postwar years, U.S. taxpayers were the early-stage
“venture capitalists” that provided financing for the Space Race and,
later, for the Defense Advanced Research Projects Agency (DARPA),
the central research and development organization for the U.S.
Department of Defense. DARPA is widely credited with having
created the internet, without which Amazon, Facebook, Google, and
Netflix would not exist. Were the public and the state to take and
retain lasting ownership, immune from both share dilution and future
privatization—of even 20 percent of the shares in these four compa-
nies (and, logically, in Apple, Cisco, GoDaddy, Microsoft, Oracle and
other major technology firms), that equity could fully fund a broader
social safety net. (Indeed, this is what conventional taxation is sup-
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posed to achieve, but in an era of widespread tax arbitrage, perhaps it
makes more sense for states to simply appropriate equity stakes.) It
would make Andrew Yang’s proposed $1,000 monthly stipend to
each adult seem modest indeed. It would be an enduring form of
redistribution and a far better way to grow the economy than letting
the income flow into the pockets of the few. This would, ironically,
be capitalism at its core, with risks and rewards flowing to the “cow-
boy money” that finances basic R&D and the venture capital to
which profits are returned irregularly but also spectacularly. Such
ownership should less resemble an individual stake like in an employ-
ee stock ownership plan; instead, it should be a public stock owner-
ship program that could help finance public goods in a late-stage or
even postcapitalist society.

Even if such a fix cannot be achieved at present, history reminds us
that long strides toward the seemingly impossible are sometimes just
a few general strikes or mass protests—of the kind seen recently in
the streets of Paris, Beirut, and even the United States—away from
plausibility. That may be what it takes to generate public pressure for
and elite acceptance of something more like the activist state of
Franklin Roosevelt’s New Deal. This time, such a state would have a
lot to learn from China about setting and realizing goals for increas-
ing the public good, while also ensuring that the process remains
underpinned by a far more robust democracy than the Chinese state
allows. There is broad support for such a reactivated state, not least
among the millions of young Americans who reject capitalism as it
has come to be. 4
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