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Abstract: After having reviewed some of the most widely used
empirical indicators of social justice and well-being, we discuss the
shift from utilitarianism to egalitarianism in the philosophical debate
on distributive justice, the Science and Technology Study and
feminist approaches to social justice, and account for recent efforts
in empirically mapping subjective well-being. We draw on these
approaches to evaluate the ef cacy of different economic systems in
bringing about social justice and well-being. Among other things we
focus on the experience of the Nordic countries in achieving high
levels of economic development combined with social equality. We
argue that the basic tenets of their model can be used in developing
countries. The problem is not economic feasibility, but maybe
political feasibility. In particular, we explore how egalitarian wage
compression can enhance technological innovation and productivity,
and how welfare spending may t well into a progressive
development strategy even in poor countries. We also discuss
concrete examples of ownership models alternative to the standard
capitalistic model. Our analysis then reviews the linkages between

economic development and cultural change, asking whether the
“social ethos” that seems to be a key ingredient of successful models
can be somehow “implanted” in developing economies. We end our
chapter with some thoughts on what appears to be the main
challenging issues for social justice in the 21st century and beyond.
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Summary
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The most widely used empirical indicators of social justice and
well-being provide a mixed picture of the world. On average there is
social progress at the global level. Global inequality appears to have
taken a decreasing trend in the mid-2000s for the rst time since the
beginning of the 19th century. Yet the gaps between the richest and
the poorest countries and the richest and poorest households remain
staggering. We wonder whether the general economic scenery may
become less favorable to global social progress in the coming years,
as the wealth of the top 1% of the population is rising in most
countries and the top 5% of population in the world have
experienced some of the largest gains.
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Principles of fairness must be taken seriously to judge these
disparities. We provide an overview of the most recent debate over
theories of distributive justice in political philosophy. The general
consensus has shifted from a utilitarian view of justice to an
egalitarian view, where equality of primary goods, capabilities,
resources, or opportunities – depending on which perspective is
taken - should be guaranteed. The condition of the most
disadvantaged in society, rather than its average member, now
occupy center stage. Other approaches advocate the liberation of
people oppressed by economic or social relationships in capitalist
regimes as the basis for social justice.
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Empirically, the measurement of subjective well-being over long
time spans has revealed some disconcerting truths. In spite of
consumption having increased at least threefold in some rich
countries since the 1950s, the increase in average subjective wellbeing has been virtually absent. Moreover, the disappearance of
social safety nets associated with institutional changes in transition
economies has considerably deteriorated subjective well-being.
These ndings point to the dependence of subjective well-being from
social and institutional conditions.
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We use the principles of justice and well-being to understand
the consequences of what we call the real competition. This
competition takes place also in non-market areas, including
institutions and organizational design as well as in politics and
between economic systems. In contrast to the personal incentives,
individual solutions and short-sightedness of ideal competition, real

competition often rewards complementary gains such as
cooperation, trust, and long-term thinking. This is why global
competitive forces can induce social equality that revolutionizes the
political and economic structure from within.
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Comparing a wide range experiences in small and large countries
from Russia to South Korea and from Scandinavia to Latin America,
we explore system competition varying from socialism vs. capitalism
to politics vs. markets, including dictatorships with and without
markets; and markets with and without a social ethos and social
democratic features.
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In reviewing some of the most important mechanisms to
enhance social justice and well-being we emphasize that there are
several ways to achieve social progress. One can i) take wage
determination out of market competition and place it into a system
of collective decision making, ii) expand the welfare states at the
national level, especially the universal welfare programs, iii) provide a
national basic income system that frees workers from the slavery of
capitalist relationships, iv) transform the structure of property
relations and capitalist relations that reclaims the need for collective
forms of property, v) stimulate worker cooperatives where the direct
producers in each enterprise make all major decisions and share the
revenues, vi) work for a new global order with a supranational state
that is able to tax, regulate and redistribute capital and income
(which can of course include a basic global income) across national
borders.
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We recommend that social equality in one form or another can
be used as a development strategy. There may be a strong
complementarity between markets and social intervention
emphasizing equality, participation and of social justice. It is
important both to use markets and to tame their forces somewhat by
democratic polices and countervailing power.
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In particular we explore how wage compression induces
modernization, innovation and higher productivity. We show how the
development gaps between the most modern and the least modern
technology in use is determined by how much labor earnings are
compressed across workers. These development gaps vary widely
across countries. Many think that the US has the most modern
economy and should be used as a benchmark against less modern
and less ef cient economies in say India and China. We demonstrate,
however, how the development gap is much higher in the US than in
the egalitarian Nordic countries. Social equality provides a more
ef cient economy. The development gaps again feed-back to sustain
the compressed earnings distribution.
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Likewise we demonstrate how a welfare state arrangement can
be used to enhance capabilities, empower weak groups with
inef ciently low earnings, and help the millions that go hungry even
in good years. A welfare state can have strong long run effects for
productivity and well-being. It may also give rise to a social multiplier
at the individual level and to a social equality multiplier at the society
level that magnify initial impulses. We also review reasons why any
good development path must have continuous redistribution.
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One prominent experience in achieving high levels of economic
development combined with social equality stems from the Nordic
countries. We argue that the basic tenets of their model can be used
in developing countries. The problem is not economic feasibility, but
maybe political feasibility. Finally, we warn that it is not easy to
implant from above or from outside the “social ethos” that seem to
be a key ingredient of successful models. Although economic
development, over the long run, seems to go hand-in-hand with rising
concerns for the society rather than one’s own material conditions,
culture seems to exert long-lasting in uences on this path. We end
our chapter with some thoughts on what appears to be the main
challenging issues for social justice in the 21st century and beyond
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1. Introduction
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The bourgeoisie, during its rule of scarce one hundred years, has created
more massive and more colossal productive forces than have all preceding
generations together. Subjection of Nature’s forces to man, machinery,
application of chemistry to industry and agriculture, steam-navigation,
railways, electric telegraphs, clearing of whole continents for cultivation,
canalisation of rivers, whole populations conjured out of the ground –
what earlier century had even a presentiment that such productive forces
slumbered in the lap of social labour? (Karl Marx and Friedrich Engels,
Communist Manifesto)
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‘’Can capitalism survive? No. I do not think it can’’ - wrote the
conservative economist Joseph Schumpeter in his 1943 book
‘’Capitalism, Socialism, and Democracy’’ (p 61) - and added ‘’Can
socialism work? Of Course it can’’ (p 167). While this view must have
been shared by many people hundred years ago, it is held by almost
nobody today. Instead capitalism is associated with the end of
history.
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But it should not. Whether alternative systems can work or not may
seem irrelevant to most people today. Yet, to explore feasible
alternatives may be one of the most important issue in the social
sciences today. Even those who believe that global capitalism is
particularly ugly, unequal, inhumane and unable to provide lasting
bene ts to the majority of the world’s population, condemn the
system without having a clear picture of what could be the
alternative. So the most ardent critics of the social injustice under
capitalism are far from most precise in prescribing feasible
alternatives.
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In the 18th and 19th century, in contrast, critics saw both the
progressive sides of capitalism as well as the ugly ones. Some of them
defended the system, others attacked it. Common for most of them
were their sympathies with the poor segments of society. This is
actually an inherent content in modernization theories that
originated in the Enlightenment era (Inglehart and Welzel, 2006).
They built on the belief that technological progress gives humanity
increasing control over nature and that this would be accompanied
by cultural change and new value systems (Condorcet, 1795).
Modernization theories were also characterized by the idea that
such changes are conducive to social and human progress.
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Adam Smith, of course, saw many bene ts of markets and
capitalism. Yet he clearly identi ed the unequal power, social misuse,
and the intolerable inequality of income in the capitalist system. In
fact, the entire book, Wealth of Nations, can be read as an attack on
the commercial system in England. First of all, Smith was morally
concerned ‘’It is but equity, besides’’, he insisted, ‘’that they who feed,
cloath and lodge the whole body of the people, should have such a
share of the produce of their own labour as to be themeselves
tolerably well fed, cloathed and lodged’’ (WN, Book I, Ch. VIII, p. 88).
Secondly, inequality to Smith was a form of oppression: ‘’For one very
rich man there must be at least ve hundred poor, and the af uence
of the few supposes the indigence of the many’’ (WN, Book V, Ch. I, p.
232). Thirdly, Smith was skeptical of governmental interferences –
not so much for the reasons that are so much used to day, but simply
because interventions tended to favor the rich over the poor. He
stated, for instance, that we ‘’have no acts of parliament against
combining to lower the price of work; but many against combining to
raise it’’ (WN, Book I, Ch. VIII, p. 74). So, clear defenders of capitalism,
like Adam Smith, were also the most serious critics of the system.
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Similarly, the most ardent critics of capitalism, such as Karl
Marx, were also heavily impressed by the social progress and the
productive improvements that the system offered. Marx was
convinced that capitalist dynamics and the political clout of the
bourgeoisie led to revolutionary changes in the economy, in politics,

and in society at large – as ‘’by the rapid improvement of all
instruments of production, by the immensely facilitated means of
communication, [capitalism] draws all, even the most barbarian,
nations into civilisation.’’ Yet, he insisted, it should be replaced by a
distinct alternative - socialism.
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Why was he heralding sides of the system, but yet announcing
an abrupt end to it? One reason was that the capitalist mode of
production was reaching the end of its progressive period, in his
view, and that it would be toppled and replaced with a new system of
property relations that would foster the further development of
technology, labor productivity, and human ourishing. In this
revolutionary transformation, capitalist workers, who own no capital,
become workers who jointly own the capital stock of the country.
The private and highly concentrated ownership of capital
characteristic of capitalism would come to fetter technological
development, and would be replaced by some kind of social or public
ownership of capital. In the end of their manifesto Marx and Engels
provide some clues as to what they believed where necessary
changes in the relations of production, and how the state and
revolution should bring them about.
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1. Abolition of property in land and application of all rents of land to
public purposes. 2. A heavy progressive or graduated income tax. 3.
Abolition of all rights of inheritance. 4. Con scation of the property
of all emigrants and rebels. 5. Centralization of credit in the hands of
the state, by means of a national bank with State capital and an
exclusive monopoly. 6. Centralization of the means of communication
and transport in the hands of the State. 7. Extension of factories and
instruments of production owned by the State; the bringing into
cultivation of waste-lands, and the improvement of the soil generally
in accordance with a common plan. 8. Equal liability of all to work.
Establishment of industrial armies, especially for agriculture. 9.
Combination of agriculture with manufacturing industries; gradual
abolition of all the distinction between town and country. 10. Free
education for all children in public schools. Abolition of children’s
factory labor in its present form. Combination of education with
industrial production.
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Most of these at the time rather radical suggestions have actually
been implanted later, many of them during the 20th century,
especially in the period after World War II. The delays teach us an
important lesson. Reforms that in a period sound radical and even
utopian, can easily become politically feasible and even sound like
mainstream in later periods. Indeed, agrarian reforms, progressive
taxation, inheritance taxes, state property of means of transport and
credit, free public education for all children, some national factories,
workshops, railroads and shipyards were all implemented. Several of

the reforms undertaken in the same fashion were not even
considered by the 19th century revolutionaries: public health care,
nationally nanced pension systems, state monopoly or dominant
position in the production of basic utilities (water, communications,
electricity).
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The countries that perhaps went furthest in implementing egalitarian
reforms and institutional changes are located in the north of Europe
and in particular in Scandinavia. Surprisingly to some, their model of
social democratic development actually owes more to Adam Smith
than to Karl Marx. The intellectual inspiration from Smith is not
direct, though. But both Smith and the social reformers in
Scandinavia fought for the interests of the poor and saw
modernization and expansion of markets as the key to escape
poverty. Both saw the primary task as removing obstacles to rapid
modernization --- Adam Smith pointed at the guild privileges and the
monopolies that limited the size of the market, the social democrats
pointed at the strong local unions whose wage premiums restricted
the expansion of the most productive sectors[3].
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What distinguished the social democrats from more conservative
followers of Adam Smith like Margaret Thatcher was the solution to
the problem of restricting the power of local unions. While
Thatcher's solution was to weaken unions as institutions, the social
democratic approach was to strengthen unions as institutions and to
structure collective bargaining in a highly centralized manner that
reduced the in uence of high-paid workers in the wage setting
process. The oppressing nature of economic inequality, as Smith saw
it, was to some extent remedied by empowering weak groups in the
labor market and of course by extending the franchise.
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As the reforms were implemented well-being went up and a more
just social order emerged by gradual changes. The 20th century,
especially the 40-odd years after the World War II, saw the rise of
the welfare state that empowered people, reduced inequality and
transformed society even further. In general, combinations of
capitalism and democracy are responsible for most of the 20th
century advances in well-being and social justice. No other ‘model’
comes even close to achieving the desired goals to the same degree.
And it is not built “on one size ts all” measures, as capitalism is
harboring countries as different as the US and Sweden and as
Switzerland and Japan.
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Now, however, the heterogeneity has been under attack for a while.
A renewed capitalist ideology, falsely claimed to take inspiration
from Adam Smith, has triumphed. It attacks the most progressive
arrangements. In practice it is built on a perception where not just
self-interest, but also greed, fear and suffering are driving forces

behind prosperity and ef ciency in the economy. Most countries give
in to the quest for deregulation of nancial markets, labor markets,
housing markets, capital markets – in addition to the quests for
welfare state retrenchments and less progressive taxes. As a result
inequality sky-rocks and the developmental state withers.
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Globalization may still reduce some of the gaps between developed
and the developing countries. But, if China and India are left out of
the equation, the gaps in well-being between richer and poorer
nations – even measured inadequately by per capita gross domestic
product -- have gone up, not down --- and within countries inequality
has gone up nearly everywhere. In addition to the dismal trends in
inequality and social injustice, global capitalism face huge problems
in producing material improvements without climate change, and
actually in producing some sense of belonging and happiness in the
population.
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One lesson from all this is that a small change can make a huge
difference. It can set forth cumulative changes. A minor regulation or
deregulation, for instance, can lay the economic and political
foundation for new more fundamental changes in the same direction.
It can go both ways. The series of deregulations that we have
recently seen in many countries, may mirror the cumulative reforms
and institutional change that once established the local system.
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Another lesson is that we - in a longer perspective - can easily
underestimate the role of markets in egalitarian reforms and the
capacity of democracy to transform capitalist institutions and
production relations. The most progressive and successful social
reformers have built on a dual view of capitalism - both its positive
and negative sides. Obviously, it is not necessarily the reforms that
aim at turning the system around that make the most fundamental
changes. Rather those reforms that modify or change certain aspect
of the system, and keep other aspects, are, as we shall return to many
times below, most likely to improve performance and enhance the
well-being of the population. Thus both Smith and Marx had it right
when they were heralding some aspects of capitalism and ercely
warning against others.
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In any case, the real question is no longer whether capitalism
can survive - and whether socialism can work. Rather we should ask
what is the feasible mix of markets and regulation, of social
organization and individual autonomy, of social protection and
capitalist dynamics, which work best as measured by well-being and
social justice
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There are several ideas of how to combine markets and social
empowerment to enhance well-being – how one can create a more
just society by confronting greed-driven global capitalism. One can:
i. take wage determination out of market competition and place
it into a system of collective decision making
ii. expand the welfare states at the national level, especially the
universal welfare programs
iii. provide a national basic income system that frees workers
from the slavery of capitalist relationships,
iv. transform the structure of property relations and capitalist
relations that reclaims the need for collective forms of
property,
v. stimulate worker cooperatives where the direct producers in
each enterprise make all major decisions and share the
revenues,
vi. work for a new global order with a supranational state that is
able to tax, regulate and redistribute capital and income (which
can of course include a basic global income) across national
borders.
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In all these alternatives there may be a strong complementarity
between markets and social intervention emphasizing equality,
participation and of social justice. They can also be strengthened by
combining some of them.
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One speci c victory today can lay the foundation for the
implementation of other reforms tomorrow. It is important both to
use markets and to tame their forces somewhat by democratic
polices and institutional change.

38

Before we discuss all this in more detail we brie y go through
some summary measures of the recent trends in well-being and
social justice in section 2. Section 3 discusses the more fundamental
questions of what is the just way to allocate resources, income and
wealth in society. Section 4 evaluates from a historical perspective
the ability of different economic systems to bring about social justice
and well-being. Section 5 draws on the previous discussion and seeks
to provide policy recommendations for both developing and
developed countries in their quest for social progress. Section 6
concludes seeking to highlight the key challenges to achieve social
progress in the 21st century.

2. An overview of the evolution of well-being

39

2. An overview of the evolution of well-being
and social justice worldwide
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Together with the need to redress situations of social injustice and
poverty comes the necessity to obtain measures for such notions
that are internationally comparable and consistent over time.
Indicators of social justice and well-being have become widespread,
although universal coverage is quite rare. Undoubtedly, the human
development index (HDI) developed by the United Nations since
1990 represents the most ambitious attempt to provide a nearly
universal measure of levels of well-being around the world. The HDI
comprises three dimensions that are deemed as basic for individuals
to fully develop their capabilities: their health, level of education and
material standards of living. Indicators for these dimensions are
taken to be life expectancy, expected years of schooling and gross
national income per capita (GNI); these indicators are standardized
and combined with equal weights in a geometric mean (see Technical
Notes to Human Development Report, p.2).
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Figure 1 shows the evolution of the HDI from 1990 to 2015 for
different groups of countries. Countries classi ed as having “Very
high human development” – namely, HDI above 0.8 in 2015 – include
mainly like Western European countries, the US, Canada and
similarly developed countries. Countries belonging to the group of
“High human development” - HDI between 0.7 and 0.8 in 2015 - are,
for example, the Russian Federation, China and most countries in
Latin America. India, some African countries and Central Asia have
typically a ”Medium human development” - HDI of 0.55-0.7 in 2015.
Finally, countries with “Low human development” – namely, HDI
below 0.55 in 2015 - are mostly Sub-Saharan African countries.
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Figure 1. The evolution of the Human Development Index (HDI) by
group of countries (1990-2015)
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The graph tells a mixed story. On the one hand a steady trend of
increasing HDI characterizes all four groups. The rate of growth of
HDI seems even to accelerate, through rather modestly, after the
year 2000. Nonetheless, the gap between these four groups, and in
particular between the very high and low human development
groups have decreased only marginally. In 1990 the gap equaled
0.433 of the index scale, whereas the gap was only 0.391 in 2015. A
reduction of less than 10% of the gap after 25 years of constant
global effort to reduce between-country disparities seem quite a
modest improvement. Simply projecting these trends over the future
reveals that full convergence between countries will only be reached
in the year 2067. Figure 2 reports the HDI score in 2014 broken
down by each of the three components and group of countries. Note
that education is the one component where low human development
countries rank the lowest.
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Figure 2: Human Development Index score per group of country and
sub-indicator
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Although recent approaches to measuring social justice tend to
emphasize the relevance of equality of opportunities (see section 3,
this chapter), the levels of inequality in income and wealth are widely
used indicators to measure the extent to which a society can be
considered as just. The interest in inequality has led to
unprecedented efforts to put together long-run datasets that are
now available for a broad range of countries (Piketty, 2014). The Gini
Index is a widely used measure of country-level inequality, which
considers the extent to which the cumulative distribution of income
in a society differs from a perfectly egalitarian distribution of income.
In particular, the index can range from a value of zero, indicating that
each individual in the society owns an equal share of the income, to
100, which indicates that a single individual owns all the income in a
society while all others own nothing.
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Figure 3. Evolution of the Gini Index for a selected sample of
countries, 1970 - 2015
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Figure 3 shows the evolution of the Gini index for a selected number
of countries from 1970 to 2015, using inequality in net (post-tax,
post-transfer) income. Data on the Gini index are notoriously dif cult
to compare internationally given the differences in the units of
observations being used across countries. Here we use data from the
Standardized World Income Inequality Database (SWIID), which has
made a speci c effort to construct an internationally-comparable
dataset (Solt, 2016). Missing data for some years have been replaced
by interpolations from other years. This is the reason why the graphs
report con dence-interval bands to measure the precision of the
estimate. These graphs show that inequality can be widely diverse
between different countries. The Gini index has remained below a
value of 30 over the whole period in Germany and some
Scandinavian countries, but it has reached levels close to 60 in
Zimbabwe and South Africa. What is more, inequality can change
dramatically over time. This is apparent for China, which moved from
levels of the Gini index below 30 during the 1980’s to levels above 50

after 2005. Inequality in Brazil and Colombia, two of the countries
with historically highest levels of inequality, experienced a steady
decrease in the last decades.
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Another common approach to measuring economic cleavages is the
share of income possessed by the top 1% in the income distribution.
This measure only focuses on the ratio of income possessed by
people at the top of the income distribution and all others. It is
therefore not sensitive, unlike the Gini index, to variations in income
shares for classes of income below the top 1%. It nonetheless has the
merit of offering a stark comparison between income levels of the
very rich people living in a society in comparison to all others. Figure
4 shows the evolution of the top 1% income share for a selected
sample of countries.
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Figure 4. Evolution of the top 1 % income share by countries, 1990 2016
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While the Gini index appears to evolve in different ways in different
countries, the evolution of the top 1% income share shows
remarkable similarities among the countries considered. Inequality
experienced a decreasing trend up from the beginning of the 20th
century until the 1980s, which was then reversed. Interestingly,
countries for which complete coverage is not available – namely,
China and Zimbabwe - show a trend that is similar to that of other
countries for the period in which data are available. Such a “great Uturn” in inequality during the 20th century also holds for the share of
wealth owned by the top 1% and has been the main focus of the wellknown work by Piketty (2014). It is also interesting to note that
China is still the country with the lowest share of income accruing to
the top 1% in comparison to other countries in this group. At the
other end, Zimbabwe stands out as the country with the highest level
of income for the top 1%, although data are not available after 1984.
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Recently assembled datasets also make possible to evaluate the
evolution of global income inequality. Such datasets are to be
considered with great caution. Particularly, the lack of nationwide

household before the 1970s makes the assessment of within-country
inequality nothing more than guesswork. Data are instead more
reliable after the late 1980s.
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Panel A: Evolution of the global Gini
index

Panel B: Relative gain in real per capita
income by global income level, 19882008
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Figure 5: Evolution of global income inequality and recent trends in
worldwide real per capita income
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Source: Milanovic (2016)
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Figure 5, Panel A shows the evolution of the global Gini index over a
long time span. The tentative conclusion that can be reached is that
only since the mid-2000s has global inequality started to decrease,
mainly for the rapid development experienced by China and India. A
steady rising trend characterized all previous years since 1820.
Figure 5, Panel B offers an account of who have been the “winners”
and “losers” of globalization. The graph plots the increase in per
capita income for different percentiles of the global distribution of
income over the period 1988-2008.
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The graph shows that the income class that has gained the most
comprises people in the middle of the global income distribution
(point A in the graph). This is mainly formed by the emerging middle
class in developing countries such as China in particular. According to
Milanovic (2016), this rise in a “global middle class” is one of the
de ning features of the evolution of income distribution in recent
decades. In contrast, people who appear to have gained the least are
those belonging to the 80th percentile (Point B in the gure). These
are mainly people occupying middle-lower classes within rich
countries – in particular Western Europe and Northern America.
Finally, the third de ning fact of recent trends is the rise of “global

plutocrats”. People occupying the top 5% of the income distribution
have experienced massive gains in their incomes (Point C in the
graph). These gains may be not as high as those characterizing people
in 50% percentile in relative terms, but they are of course much larger
if measured in absolute terms (see Milanovic, 2016, Figure 1.2). These
graphs are quite telling, because changes in income relative to other
income classes are often as important as the absolute income levels in
determining people’s well-being (see section 2.7). The discontent of
globalization losers may also be relevant to determine political
outcomes.
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Figure 6 shows the evolution of poverty rates over time, de ned by
the share of citizens with income below 1.90 US Dollars (expressed in
purchasing power parity). It is noticeable that poverty rates have
decreased steadily from the 1980s, from levels of around 40% to
around 15%. Nonetheless, Sub-Saharan Africa is the region where
progress has been the most sluggish. Still 50% of the people appear
to fall below the poverty line in 2014.
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Figure 6: Evolution of poverty rates for the world and for regions
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A useful measure combining information on both inequality and
poverty is the Miser index, capturing to what extent poverty is
unnecessary (Lind and Moene, 2011). This can be visualized as the
product between the share of a country’s population that lives below
the poverty line and the income difference between the average
income of the non-poor and the average income of the poor. It can
thus be interpreted as the total income gap by which the income of
the poor falls below the average income of the non-poor (Lind and
Moene, 2011). Figure 7 shows the evolution of the Miser index from
1990 to 2014, for a poverty line of 1.25$ in purchasing power parity.
The different lines indicate various geographical regions. The Index is
limited to developing countries that have a non-negligible share of
people lying below the poverty line.
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Figure 7: Evolution of the Miser Index
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Figure 7 shows a steady increase of the Miser index for all regions
from 1990 until 2005. Since then, the Miser index has decreased for
all regions except for Sub-Saharan African countries, whose index
has instead continued to grow. Interestingly, the Miser index applied
to the whole set of countries has decreased in the last observed year
to the lowest level since 1990.
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Inequality of opportunity is central in our theoretical analysis of
principles of redistribution (see section 3.5). The debate over how to
best measure “opportunity” is wide-ranging. Although this is only a
very rough measure of opportunity, many studies use the intergenerational elasticity of income. This measures the correlation
between a person’s permanent income and that of their parents. This
measure has the merit of assessing how much a person’s permanent
income gets transmitted across generation, thus offering an
evaluation of how much a person from lower economic strata has
chances to climb up the economic ladder. It is however a rather
imperfect measure of opportunity both because it overlooks other
non-economic aspects of opportunity, and because it looks at the
nal outcomes of being endowed with opportunities rather than at
the initial stage of distribution of opportunities. Recently, new
composite indicators of opportunities have been created, which take
into account both the availability of speci c services (such as
education, but also electricity and water resources) to children living
in a certain society (or in a speci c group of that society), and the
distribution of a well-being indicator (such as income, earnings, or
consumption) available to individuals belonging to speci c groups of
the society (see Brunori et al., 2013). Figure 8 reports charts
detailing the existence of a strong correlation between measures of
income inequality and both the inter-generational income elasticity
(Panel A) and a composite index of inequality of opportunity (Panel
B). Although these charts cannot disentangle causality issues, they
highlight how certain economic systems appear capable of ensuring
social justice under several different domains.
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Panel A: Relationship between income
inequality and inter-generational
income elasticity

Panel B: Relationship between income
inequality and a composite index of
inequality of opportunity
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Figure 8: Relationship between income inequality, inequality of
opportunity and intergenerational mobility elasticity
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Source: Brunori et al., (2013) for Panel A; Corak (2013) for Panel B. IOR
is an index of inequality of economic opportunity, as reported in Brunori et
al. (2013).
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Overall, this brief account of indicators of social justice and wellbeing supports the view that, within a general picture of generalized
progress at the global level, there still exist large gaps between the
richest and the poorest countries. The gap in the HDI and in poverty
rates appear to be particularly conspicuous in spite of global efforts
to reduce them. Moreover, the nearly universal rise in the
concentration of wealth in the top 1% of the distribution, together
with the fact that the top 5% of the income distribution experienced
some of the largest gains over the last two decades, make us wonder
whether the general economic scenery may be less favorable to
global social progress in the coming years than it has been thus far.
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After this general overview of trends in social justice and well-being,
our analysis now turns to a review of principles of justice and to an
account of recent efforts in empirically mapping subjective wellbeing.
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3. Visions of Social Justice and Well-Being
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Any system of politico-economic institutions will result in an
allocation of resources, income and wealth. We should evaluate the
ef cacy of these institutions by asking not only their ef ciency but
also how just or fair that allocation is. This topic has been the subject
of political philosophy and economics for hundreds of years, but a
particularly active discussion of it took place in the last third of the
twentieth century, initiated by the publication of John Rawls’s A
theory of justice in 1971.
3.1 Utilitarianism
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Until Rawls’s work, the predominant theory of justice that had been
inherited from the nineteenth century was utilitarianism associated
particularly with the work of Jeremy Bentham and John Stuart Mill.
Utilitarianism is the view that the just allocation can be described as
the one that would maximize the sum of ‘utility’ in a population,
where a person’s utility is a measure of his subjective well-being. In
the simplest version, a person’s utility is an increasing and concave
function of individual wealth or income: concavity means that
individuals obey the law of diminishing marginal utility. If one
assumes that everyone’s utility function of money is the same, then
maximizing total utility requires equalizing the money wealth of
everybody, and for this reason, utilitarians like J.S. Mill were to some
degree egalitarians.
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In the twentieth century, however, philosophers and economists
came to emphasize the differences between persons’ utility
functions, and hence utilitarianism no longer coincided with
egalitarianism. Indeed, utilitarianism requires that resources go in
greatest amounts to those who can most effectively process them
into well-being.
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The inference that it is better to equalize incomes (if everyone
has the same utility function) assumes that the amount of income
produced in a society is independent of its distribution. But this is not
true: the rule for income distribution will affect how much is
produced. Thus the incentive problem, that the total product will be
affected by how that product is distributed, must be addressed.
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Even under the simplifying assumption that there is a xed total
pie to be distributed we see that a major problem with utilitarianism
is that it recommends allocating the greatest share of resources to
the ‘talented,’ those who are good utility-producing machines. Its
concern is only with the sum total of well-being produced, with no
speci c concern for the boundaries between individuals.
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This view is particularly pernicious when applied to intergenerational
justice. If early generations invest a large share of their resources,
inducing a high rate of technological change, that will augment the
utility-producing capacities of later generations. Utilitarianism in the
inter-generational context recommends allocating resources over
time to maximize the sum of utilities of all generations. But this might
require large investment and low consumption by early generations
in order to produce hugely ef cient utility producers in later
generations. Clearly, this cannot be just.
3.2 Rawls’s difference principle
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Rawls’s task was to dethrone utilitarianism as the dominant theory of
justice, and to replace it with a kind of egalitarianism. But Rawls did
not recommend equality of utility or well-being: rather he advocated
equalizing the bundles of ‘primary goods’ distributed to persons in a
society. Primary goods are those goods that are necessary for
carrying out any plan of life, so Rawls said.
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But, taking into account that goods need to be produced,
equalizing the bundles of primary goods might require a system of
taxation that might reduce the incentives for highly skilled people to
work hard. In a compromise induced by this incentive problem, Rawls
modi ed his recommendation to distribute primary goods in that
way that maximized the bundle of them received by those who
received the smallest bundle. This recipe is Rawls’s ‘difference
principle,’ also known as the maxi-min distribution – that allocation
that maximizes the amount which the least well-off group in the
population receives.
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Why did Rawls not call for maximizing the minimum utility in the
population? For Rawls, a person’s utility is de ned by the success she
achieves in realizing her plan of life – to be speci c this is how Rawls
de ned happiness. But plans of life, for Rawls, are choices of
individuals, and the state’s responsibility (or the purview of justice) is
to see that people have the wherewithal to implement their plans,
not to guarantee that plans are implemented with equal success. His
emphasis on primary goods follows from these considerations.
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3.3 Sen’s capability approach
In 1980, Amartya Sen criticized Rawls for being too concerned with
the allocation of goods, instead of the concern with what goods can
do for people. One might have said that goods produce utility, but
Sen located a precursor to utility that he called functioning: goods
allow persons to function in various ways, and functionings are the
real inputs into life success. The idea is thus to evaluate a person's
well-being and advantage in terms of her or his ability to do valuable

acts or reach valuable states of being: to be well nourished, to read,
to eat, to love and be loved, to achieve self-respect and self-esteem,
to be able to reason, to have friends, and so on. The “capability set” of
a person is then de ned as the alternative combinations of
functionings this person is able to achieve. Sen advocated equalizing
the capability sets of individuals. Sen, however, never proposed how
to measure when one capability is bigger or better than another:
thus, he does not, strictly speaking, have a complete de nition of
justice.
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One goal of social progress is thus to develop people's capabilities so
that they can ourish and enjoy such functionings. Yet, any policy
which aims at this goal must also be sensitive to whether achieved
functionings are free from risk or not. It is important to people that
they enjoy a certain level of functioning and that they are able to
sustain it over time. It is not only the lack of functioning, but also this
lack of secure functionings which make these people disadvantaged.
For instance, being unemployed one lacks the functioning of work;
being employed as a casual worker one lacks the secure functioning of
work. In other words, not only is it important that people have the
capabilities to achieve functionings, but also that they are free from
the anxiety and worry associated with that such a functioning may be
at risk.
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Functioning in domains facing risk is associated with a ‘corrosive
disadvantage', where a disadvantage in one domain is likely to spread
its effects to other domains – from hunger to unbearable debt for
instance. On the other hand, ‘fertile functioning’ can be said to occur
when achievement in one domain carries over bene ts to another
domain. Friendship helps people to secure their health and also their
jobs. People who have strong social ties or, in Nussbaum words,
“af liations”, were more likely to nd job once they became
redundant compared with people who did not have strong social ties.
The most disadvantaged in society are those who experience a
clustering of several disadvantages and who therefore nd it most
dif cult to get out of poverty unless the ties between these
disadvantages are broken. Progressive policies should prevent
corrosive disadvantages and sustain fertile functionings.
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3.4 Dworkin’s responsibility cut
In 1981, Ronald Dworkin introduced another dimension into the
discussion – or rather, he ampli ed an issue that Rawls and Sen had
treated only tangentially and imprecisely. Dworkin, as had Rawls and
Sen, wanted to distinguish between the goods or resources available
to persons and their choices, which would lead (in Rawlsian parlance)
to a degree of success in a plan of life. Now Dworkin argued that a
person should be responsible for his choices, and hence it was not the

business of egalitarian justice to be concerned with life-plan or wellbeing equality, but rather simply with equalizing resources available to
persons.
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However, unlike Rawls and Sen, Dworkin de ned resource
bundles comprehensively – to include not only transferable
resources like money and wealth, but also non-transferable ones, like
the family into which a person is born, or even his genetic make-up.
So equalizing resources consisted in nding the allocation of
transferable resources (wealth) that would compensate persons
properly for the inequalities in their bundles of non-transferable
resources (family backgrounds, perhaps, being the most important of
these).
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How could one decide on what the ‘right’ compensation is?
Here, Dworkin proposed a clever scheme, a thought-experiment. He
imagined that a veil of ignorance denied persons of the knowledge of
the resource bundles that they would be assigned in the ‘birth
lottery,’ and that behind this veil they could purchase insurance
against bad luck in that lottery. In this hypothetical insurance market,
persons used their actual preferences over risk, but were endowed
with an equal amount of money with which to purchase insurance.
Thus, the participants in the Dworkinian insurance market were
shielded from knowledge of the comprehensive bundle of resources
they would receive in life, but could purchase insurance against bad
luck in that hypothetical lottery.
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Any insurance market implements a transfer of money from
those who were lucky to those who were unlucky. (For instance,
those whose houses do not burn down transfer money to those who
houses do burn: this is implemented through the payment of
insurance premiums by the lucky ones, and the receipt of payouts by
the unlucky ones.) And so this would occur in Dworkin’s thought
experiment. After the birth lottery occurs, and the ‘souls’ who
participated in the insurance market become persons located in
families, transfers of wealth would occur to implement the insurance
contracts that had been made. Those who were lucky in the birth
lottery would transfer wealth to those who were unlucky and had
insured against bad luck. Dworkin de ned the ensuing allocation as
the one that equalized resources.
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Dworkin’s scheme was ingenious, but it turned out to have a
fatal aw. John Roemer pointed out (in 1985) that unless everyone
were very risk averse, the insurance market could result in the
accumulation of more wealth by those who were ‘talented’ – it could
result in transferring wealth from the ‘handicapped’ to the talented,
or from the unlucky to the lucky. This could happen because there
are two competing interests that a ‘soul’ faces in deciding on what

outcomes of the birth lottery she wishes to insure against: on the one
hand, she wants to avoid penury, and thus to collect payouts of
insurance if she is born poor or handicapped, but on the other hand,
she wishes to have enough wealth to have a really successful life if
she happens to be born talented and into a family with resources. If
the soul is not very risk averse, the second consideration may
dominate the rst one, and Dworkin’s insurance market can result in
transferring resources into the pocketbooks of the talented and
fortunate, rather than the other way around.
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There are two ways around this somewhat paradoxical result:
either to assume that everyone in society is very risk averse – or
would be when making the kind of decisions required being
Dworkin’s veil of ignorance – or to jettison the veil-of-ignorance
approach. It is unrealistic to take the rst path: there is much
evidence that, although most people are risk averse, they are not so
risk averse as to prevent the unpleasant outcome that Roemer
pointed out from occurring. Roemer later (1993) proposed a
variation on Dworkin’s proposal that deleted the veil-of-ignorance
thought experiment, but preserved the distinction between one’s
resources and one’s choices that Dworkin had introduced.
3.5 Equality of opportunities
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In 1989, Richard Arneson and G.A. Cohen, two political
philosophers, each contributed further to the debate on egalitarian
justice. Arneson argued that Dworkin was correct to make a
distinction between choice and resources, but said that ‘equalizing
resources’ should not be the objective – rather, it should be
equalizing opportunities for welfare or well-being. Preferences
would enter in what path a person chose once such opportunities
were equalized. Cohen argued that Dworkin had improperly placed
the ‘cut’ between resources and preferences. The right cut was
between aspects of a person’s situation for which he should not be
held responsible and aspects for which he should be held responsible.
In particular, a person should not be held responsible for choices that
were induced by preferences that were induced by circumstances
beyond his control. If a person grows up in a poor family and
neighborhood, has bad experiences in school as a result, and
develops a preference against further education, should he be held
responsible for the choices that ensue regarding his education?
Cohen said no, but Dworkin maintained that responsibility for
choices should be maintained as long as the individual identi ed with
his preferences.
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Dworkin suggested ‘equalizing resources’ rather than wellbeing, because of the problem of expensive tastes. A person who has
expensive tastes should not, at the bar of justice, receive extra

resources to satisfy them, and this counts against a theory of equality
of welfare. But consider expensive tastes that are involuntarily
induced in persons. A linguistic minority in a community may want
their children to learn the parents’ language in the public schools.
This is an expensive taste: but should justice ignore their demand?
Dworkin’s argument would say yes, but Cohen’s no, because the
expensive taste in this question is not something cultivated, but
unavoidable.
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Based upon this discussion, Roemer proposed (in 1993) a
theory of equality of opportunity, proposing a partitioning society into
types. A type consists of all persons who have similar circumstances –
attributes of their social, physical and genetic environments that are
beyond their control. The list of circumstances could be quite
comprehensive, or fairly small. Within each type, under a given
economic policy, there is a distribution of income. Where on this
distribution a person sits can be caused by her choices or efforts: but
the distribution of income of a type summarizes what the income
opportunities are for the people of that type.
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This approach is recently applied to Ecuador. In Figure 9, young
male workers in Ecuador have been partitioned into seven types,
de ned only by the educational levels of their parents. Each curve is a
cumulative distribution function of income of the set of workers
whose parents have a given pair of educational levels. The curve
furthest to the left is the cumulative income distribution function of
male workers whose parents lack education entirely, and the curve
furthest to the right is the income distribution of those workers
whose parents have at least some tertiary education. Observe, for
example, that the median income (0.5 quantile) of the rst type is
about 3000 pesos per annum, while the median income of the most
advantaged type is about 12,000 pesos per annum. The stacking of
these income distributions shows that, unequivocally, there is
extreme inequality of opportunity for income acquisition in Ecuador,
because a person’s opportunity for income is clearly closely related
to his parents’ level of education. More equality of opportunity, in
this case, would require that the differences between these
cumulative distribution functions are reduced.
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The example indicates that several choices must be made in
discussing inequality of opportunity. First, what are the circumstances
for which individuals should be compensated? In the Ecuador
example, only one circumstance was considered – the educational
level of the person’s parents. But one can expand this list
considerably. That part of one’s income determined by ‘choice’ in this
example emerges as the residual once circumstances are de ned. So
if one expands the list of circumstances to include other measures of
disadvantage, the role of effort and choice will be diminished.
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A society will thus determine what equality of opportunity means by
the choice of circumstances it wishes persons to be compensated for.
Equality of opportunity is therefore a concept that is de ned as
relative to the conception of circumstances and responsibility that a
society wishes to adopt.
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Salient questions are how much of income inequality is due to
circumstances, and how much to differential choice? The answer
depends upon what attributes of a person’s situation that are
counted as circumstances. In the United States, for instance, a set of
a broad set of circumstances (parental incomes, mother’s educational
level, mother’s occupation, ethnicity, gender, rural vs. urban
childhood, and height of the individual) would ‘account for’ 27 per
cent of the income inequality. If in addition one includes a variety of
other indicators (performance on reading and mathematics tests, a
behavioral problems index, perceived quality of time spent with
parents, two parents or single parent, smoking and drinking habits of
parents), the resulting extended set of circumstances would account
for fully 46 per cent of the income inequality. The extended list of
circumstances would account 36 per cent of the income inequality in
the UK.
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We cannot indicate what role circumstances play in all
countries because the relevant data have not yet been collected.
However, for less comprehensive lists of circumstances, we can say
that inequality of income opportunity is smallest in the Nordic
countries and increases gradually as we move south in Europe to
Italy, Spain, Greece and Portugal. In developing countries, inequality
of opportunity is much greater still.
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To summarize, the fertile discussion in political philosophy of
the last 30 years of the twentieth century marked a move from the
utilitarian view of justice to an egalitarian view. But whereas
utilitarianism advocated the view of justice as the maximization of
total well-being, the egalitarian view did not advocate equality of
well-being but rather equality of primary goods, functionings and
capabilities, resources, or opportunities, in its various versions. Thus
the late-twentieth-century transformation from utilitarianism to
egalitarianism was characterized by two features: rst, a focus on the
condition of the most disadvantaged in society, as opposed to the
average member, and second, a focus on opportunities/resources
available to people versus outcomes of well-being.
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Needless to say, the theory of equality of opportunity has made
huge progress, yet it is not a complete theory of justice. So far it does
not consider political participation (democracy) and civil rights.
Neither is it a complete theory of distributive justice as it does not
address inequality of income as such, but only differential access to

income. It is conceivable that we could have a society with virtually
full equality of opportunity for income with respect to a
comprehensive list of circumstances, but still considerable
differences in income, and that would be undesirable, because it is
probably impossible for people to treat each other as citizens with
equal dignity if their material conditions are vastly different.
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G.A. Cohen (2009) addressed this issue when he argued that the
achievement of community among citizens requires limitations on
the extent of income differences. Whether limiting income
differences once equality of opportunity has been achieved should
be considered an issue of justice or one of the decency of a society is
an open question.
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Figure 9. Cumulative distribution functions of income, male workers
in Ecuador, partitioned into seven types based upon parental levels
of education
3.6 An empirical review of perceptions of distributive justice
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The theoretical literature we have reviewed above has also inspired
empirical investigations examining which principles individuals use
when making judgments on the fairness of a given earnings
distribution. This strand of research comprises both “vignette
studies”, where individuals are asked to rate the fairness of different
hypothetical situations, and experimental studies, where individuals
are asked to assess an actual allocation of earnings administered in a
laboratory (or, in some cases, in real life) and propose a redistribution
scheme from richer to poorer participants.
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In spite of the differences that naturally arise across studies, the
overwhelming consensus is that most people are indeed sensitive to
individual relative responsibility in producing their earnings. First of
all, full equalization of outcomes generally attracts little support
when individuals are asked to evaluate earnings allocations. In the
context of vignette studies (Schokkaert and Capeau, 1991; Konow,
1996), individuals would abide by an egalitarian principle only in the
special case when those variables that are normally relevant for
individual responsibility are perceived as having been equally

applied. In survey studies, only between 3% and 7% of US
respondents are in favor of complete or near equality of income
(McCloskey and Zaller, 1984; Kluegel and Smith, 1986). To be sure,
these studies do not address utilitarian theory as such, because the
currency being redistributed is individual earnings. Nonetheless, a
general lack of support for strict egalitarianism is evident.
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Interestingly, very few people seem to adopt the Rawlsian difference
principle either (see section 2.2). In a seminal experiment that
purportedly reproduced Rawls’s original position, only one group out
of 81 opted for the difference principle (Frohlich et al., 1987). Lack of
compliance with Rawls’s difference principle has been con rmed in
other studies using different methods (Konow, 2003; SchildbergHörisch, 2010). In general, most groups seem to reach consensus on
a mixed rule, that is, to maximize expected income subject to a
constraint on the minimum income, the so called Boulding hybrid
principle (Boulding, 1962; Frohlich et al., 1987; Konow, 2003; Traub
et al., 2005).
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Second, and perhaps most importantly, individuals are clearly willing
to reward individual effort or abilities when these are conducive to
greater earnings. The amount of redistribution requested by
experiment participants is considerably higher when luck, rather
than individual effort, determines earnings (Durante et al., 2014),
and individuals are willing to reward more those people who chose to
work more (Konow, 2003; Cappelen et al., 2010). Nonetheless,
Cappelen et al.’s (2007) pioneering study supported the view that
people’s compliance with redistributive criteria cannot be reduced to
a unique principle. Around 38% of participants can be classi ed, in
the authors’ words, as “liberal egalitarians”. Those are people who
compensate for inequalities caused by factors beyond one’s control –
such as random differences in the wage rates – but do not
compensate for inequalities that are caused by people’s choices –
such as how much effort they put in the task. Nonetheless, a nonnegligible portion of participants - about 18% – are classi ed as pure
libertarians, as those people do not compensate for differences in
luck. Perhaps surprisingly, the most numerous category in this
experiment is formed by strict egalitarians, who pursue full income
equalization. The contrast with the evidence reported above is likely
due in part to differences in the experimental design and in part to
the sample nationality. The experiment was in fact conducted in
Norway, where egalitarian norms are, arguably, part of the national
social ethos (see section 3.5). In a still unpublished work, Almås et al.,
(2016) replicate the same experiment in Norway and the US, nding
a proportion of strict egalitarians in Norway more than twice as high
as in the US. By contrast, libertarians are more than twice as
numerous in the US as in Norway. Farina and Grimalda (2012) nd
comparable results.
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Differences in the way people assess inequality in their societies also
emerge in survey studies. Osberg and Smeeding (2006) nd in
general gross underestimation of the extent of income inequality in
each of the country being surveyed, where perceived inequality is
measured by the ratio of the estimated earnings of rm CEOs to
production workers. Such underestimation is largest in the US. Most
importantly, opinions differ widely across countries on the extent to
which people at the top end of the income scale are entitled to earn
in relation to people at the bottom. The acceptable ratio of top
earnings to bottom earnings can vary from a mean value of 12.3 in
Japan to one of 3.1 for Spain.
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Given that many people in each country show a general tendency to
hold people responsible for their choices, but not for the effects of
luck, an interesting empirical question is where exactly individuals
place the “responsibility cut” (see section 2.4). The evidence on this
aspect is scant, but seems to favor the view that some attributes for
which people should not, in principle, be held responsible, such as
their natural talents in performing certain tasks are seen as valid
entitlements to acquiring larger earnings (Konow, 2003). In other
words, people generally seem to favor a meritocratic view whereby
individuals are entitled to reap the bene ts from all the attributes of
their person, but not those of random events external to their
person.
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Few studies assess how people react to relative need. In one of these
studies, Cappelen et al. (2013) nd that individual needs are
important factors in people’s propensity to redistribute. In particular,
willingness to transfer resources by individuals living in rich
countries toward individuals living in poor countries is higher than
the share of income given as foreign aid. Nonetheless, factors other
than needs, such as individual merit, appear to be even more relevant
in explaining preferences for redistribution. Overall, their evidence
suggests that perceptions of international justice might differ from
perceptions of national justice. Cross-country empirical evidence is
still in its infancy; therefore we need more research to check the
robustness of the ndings here reported.
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3.7 Science and Technology Study and feminist perspectives
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3.7.1 Science and Technology Study perspective on Social Justice
and Well-being
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A Science and Technology Studies (STS) perspective shifts focus from
a normative discussion of how justice and equality ought to be
conceived to the concrete practices by which they have been
achieved. Attention is directed to how multiple interpretations of
(in)justice and (in)equality are enacted and become embedded in

more or less durable institutional structures, technologies of
governance and social norms. The STS perspective attends to the
diversity of existing pathways towards social progress, advocating
plural, and potentially contested, understandings of ‘progress’ that
are situated in context. The focus of research is on the interaction of
semiotics (concepts) and materiality (things) and the diversity of
actors/actants (both human and non-human) that co-construct social
progress.
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Social justice, from the STS perspective, can be conceptualized in
terms of the processes by which ethical concerns for equity become
embedded in co-evolving “con gurations that work” (Rip and Kemp
1998:387) in speci c contexts. These con gurations, or
sociotechnical assemblages, are comprised of practices, collective
norms, shared expectations, theories, laws, accounting techniques,
machinery, built environments, rules of ownership and access, IP,
market mechanisms, nancial instruments, commons management
and taxation regimes. Barriers to social justice, such as inherited
sociotechnical landscapes of embedded inequality, can also be
analyzed from the STS perspective, thus de ecting a more
essentialist focus on the anti-social pathologies associated with selfinterested rational behavior, represented by some as ‘human nature’.
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In a world where great inequality persists and many millions of
people live in dire poverty it is tempting to focus on all the barriers to
the achievement of social justice and well-being. But this will not
necessarily contribute to a forward looking endeavor where we are
being asked to project onto the future what social science has learnt
about how society learns, adapts and transforms. The STS
perspective employed here asks what can be learnt by examining the
diversity of path dependent processes involved in practically
enacting and achieving social justice. Section 5.4 examines national
economic and social policy that has in uenced path dependent
processes aimed at achieving social justice in a range of states and
world regions. It also examines some important mechanisms of state
and community governance that have been employed in speci c
national and regional contexts to monitor or achieve social justice
and increased well-being.
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3.7.2 Feminist perspectives
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A feminist perspective on paradigms of justice emerging from
Western European thought distinguishes between theories that
emphasize justice as freedom, justice as equality, and justice as
solidarity (Ferguson, 2009). Those seeking forms of social justice,
including gender justice, have participated in projects informed by all
of these theories, but only some have radically transformed speci c
causes of injustice.
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Justice as freedom is conceived within this framework as a neoliberal
or libertarian form of justice in which individual and political liberties
—including the right to private property—are prioritized over any
collective or government control that might jeopardize these
liberties. This perspective ignores the situation of certain ‘classes’ of
people who through historical forms of expropriation from land and
ongoing discrimination cannot freely exercise civil and political
liberties, including the right to private property and the freedom to
own the new wealth that their labor produces. The practice of
ensuring the ideal of ‘equal freedoms’ for individuals can, thus,
obscure the on-going production of social injustice for whole groups.
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Justice as equality is, as the previous sections have demonstrated,
the predominant formulation that has in uenced policy making
directed at promoting equality in its various guises. It encapsulates a
social democratic vision of redistributive justice in which the
government, acting for the social whole, ensures individuals the
positive freedom “to have the opportunity to meet their basic
material needs and the tools they need (health, employment,
education, and housing) to freely choose to pursue their life goals”
(Ferguson, 2009: 165). At the global level this form of justice informs
development projects by which wealthier nations act on their
obligations to poorer nations they have historically harmed (Pogge,
2002). The mechanism by which material equality is ensured is via
redistributive payments from the social wealth/surplus harnessed by
the state. However, the capacity to equalize opportunity for all by
state-led distributions of social surplus is limited by the untouchable
nature of privatized wealth protected by the very freedoms
espoused by libertarian theories of justice.
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Both these ideals of justice and their accompanying practices and
policies challenge neither the capitalist economic growth paradigm,
nor the operations of the state as an enabling agent of capitalist
development. Indeed they work nicely to af rm the key
individualizing ideologies that normalize capitalist practice and
obfuscate the collective theft of wealth and its concentration in few
hands, that is, the manufacture of social injustice. The extent to
which these theories of justice create actually existing social justice
and well-being for all classes and categories of people is thus limited,
but there are nevertheless situations in which, guided by these
theories, processes for creating social justice and well-being for many
have worked in historically contingent and path dependent contexts
(as other sections of the Chapter demonstrate).
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The nal form, justice as solidarity, is informed by a relationality that
places the ethical principle of care for the other at the center of
justice concerns. The origins of this perspective are rooted in both
the socialist tenet “from each according to his/her ability, to each

according to his/her needs” and the feminist politics of recognition of
the rights of those oppressed by exploitation, alienation,
marginalization, cultural imperialism and violence and the need for
transformational solidarity (Ferguson, 2009; Young, 1990, 2000;
Hooks, 1984). Justice as solidarity foregrounds practices which
transform the social and economic conditions of life for those who
have experienced these multiple forms of oppression through the
creation of “alternative systems that subvert the logic of capitalism,
racism and sexism” (Ferguson, 2009: 171). Importantly these
practices enable people to develop their human capabilities and to
engage in democratic participation in social decisions. The
redistributive actions involved are not limited to reallocations of
social wealth appropriated by the state, but include non-state led
interventions that share access and right to the production of wealth
and access to basic needs.
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One entry point into the complexity of path dependency is to look to
the ways in which theories of justice with their diverse emphases
have interacted with political decision making and technologies of
governing to inform social processes that have created well-being
and social justice in place. In Section 5.4 some key social justice
“con gurations that work” in situ are analyzed from an STS and
feminist perspective.
3.8 Subjective well-being and its paradoxes
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In spite of the concerns exposed above on the possibility of founding
a sound notion of social justice on subjective well-being (see section
2.1), the interest in measuring subjective well-being and in
comparing it both within countries – for instance comparing crosssections of people or individuals across their life cycles - and
between countries has grown conspicuously in the last decades.
Partly, this interest is due to the popularization of the so-called the
Easterlin paradox (1974) in economics and of the theory of hedonic
adaptation in psychology (Kahneman et al., 1999).
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The Easterlin paradox brings out a puzzling contradiction: while
satisfaction co-varies with one’s income level in each period, there is
no increase in average life satisfaction over long periods of time in
spite of a tripling of income levels over the period. This puzzle is
based on responses to large-scale survey questions conducted in the
US and elsewhere, inquiring about individuals’ satisfaction with their
lives. Figures 10a and 10b illustrate the paradox in the case of the US
and Japan.
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Figure 10a: Income and happiness in the United States
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Source: Ono and Lee 2016, forthcoming
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Figure 10b: Income and life satisfaction in Japan
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Source: Ono and Lee 2016, forthcoming
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The Easterlin paradox points to a disconnect between objective wellbeing, as proxied by income, and subjective well-being, as measured
by survey questions. The paradox has been con rmed in countrylevel cross-sections as well. Figure 11 shows the relationship
between Gross National Product per capita and aggregate happiness
from 65 countries based on the World Values Survey (Inglehart and
Klingemann 2000). We observe a slightly positive association, as
indicated by the moderately positive slope. More speci cally, we see
that the slope (which shows the improvement in happiness as a
change in national income) is greater among low-income countries,
and atter among high-income countries.
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In fact, if we only look at the high-income countries, clustered at the
top right-end of the distribution, then the variation in happiness is
small indeed. If we draw a horizontal line that cuts across countries,
for example from the Philippines to Austria, we can see that
happiness is indistinguishable between a low-income country such as
the Philippines compared to a high-income country such as Austria.
The horizontal line thus suggests that national income does not
explain variations in happiness very well.
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Alternatively, we can draw a vertical line around the GNP per capita
$5,000, which indicates that there is huge variation in happiness
within a national income level. In other words, Belarus and Brazil are
nearly identical in terms of national income, but worlds apart in
terms of happiness. We thus arrive at the same conclusion, that
objective well-being is not a sound predictor of subjective well-being.
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Figure 11: Aggregate happiness by Gross National Product (GNP)
per capita
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Based on the World Values Survey data.
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Source: Inglehart and Klingemann 2000
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One solution to the Easterlin paradox lies in the idea that a
substantial portion of individual consumption is “positional” (Layard
and Layard, 2011). That is, individuals derive utility not just from
consuming a given good (or service) but also by consuming it while
others cannot. The owner of a luxurious sport car will be normally
much happier if she is the only owner of such a car in her
neighborhood than when everyone owns an equally valuable sport car
in her neighborhood. The reason of such a “positionality” of goods is
given by the fact that people enjoy consumption, at least in part,
because of the social status that is associated with such goods. Social
status is by construction a scarce resource, which is eroded as more
people get access to the goods conferring social status. Social status
is at its highest when only one individual owns the good.
Consumption by additional individuals erode the social status of
individuals who already owned the good. At the limit, when everyone
owns the good, no social status can be gained. Clearly not all goods
have the characteristic of being positional. However, for those goods
that are indeed positional, a rather perverse mechanism is set in

place. That is, consumption by an additional individual creates a
negative externality, that is, a loss in the utility from consuming the
good, among previous consumers.
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It is precisely such a negative externality that may be the root cause
of the Easterlin paradox. In a cross-section of individuals, people with
higher income will typically have access to a larger share of positional
goods, so their subjective well-being will be higher than poorer
individuals who have access to fewer or no positional good. At the
same time, levels of subjective well-being over time will not
necessarily grow, precisely because of the negative externality
associated with positionality. Even if we consume more, our
satisfaction in fact decreases as others also consume more. Many
societies, and Western ones in particular, have indeed managed to
achieve high levels of generalized consumption. This explains why the
levels of subjective well-being cannot have grown linearly with
consumption. The fact that levels of subjective well-being have in fact
grown so little over time is, according to this account, testament to
the idea that a very large portion of our consumption is indeed
positional. The Easterlin paradox, therefore, highlights that with
increasing our consumption “we run to stand still”. Consuming less
than others brings about dissatisfaction, but consuming more than
others will only bring about a transient increase in satisfaction.
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Layard and Layard (2011) propose to treat consumption as any goods
that produce a negative externality on others, like smoking, i.e. taxing
it a fairly high rate. The observation of the little gains in subjective
well-being derived from additional consumption also poses some
dif cult questions to policy-makers convinced that the main target of
economic policy should be economic growth. The evidence from
Figure 11 clearly shows that economic growth can be enormously
bene cial in the poorest countries, but very little bene cial in the
richest ones, to increase individual subjective well-being. This is of
course only one component of the set of individual characteristics
that policy-makers should care about when making policy decisions.
However, on the basis of this and complementary evidence, it may be
argued that the focus of policy-makers should switch from material
development to what we may call “personal” development, as a
country switches from the “low-income” region to the “high-income”
region. Personal development includes aspects that have been
proven to be relevant for people living in rich societies, such as social
relationships with others, autonomy and freedom of expression
(Inglehart and Wetzel, 2005). We believe that the studies triggered
by the Easterlin Paradox have uncovered a potentially groundbreaking way of conceiving economic and social policy.
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It is important to note however that there is some controversy over
the Easterlin Paradox. Betsey Stevenson and Justin Wolfers (2008)
used large scale data – primarily but not only from the Gallup World
Poll – and show a stronger linear relationship between per capita
income and average levels of national happiness. In a subsequent
paper they also show a stronger relationship between economic
growth and happiness than Easterlin does. While they claim to debunk the paradox, much of the discrepancy is in the questions that
are used to measure well-being in the rst instance, and in the time
frame and sample of countries that are used in the second.
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The question that is used to measure life satisfaction in the Gallup
World Poll is the Cantril ladder question, which asks respondents to
think of the best possible life they can imagine and then to place
themselves on an 11 step ladder where zero is the worst possible life
and 10 is the best. While most of the correlates of more open-ended
life satisfaction questions and the ladder question are very similar,
the coef cient on income is stronger at both the individual and
country level.
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This is not surprising as the ladder question introduces a relative
frame. Graham, Chattopadhyay, and Picon (2010) nd that the ladder
question correlates much more closely with income within and
across countries than does life satisfaction in general and much less
so than do hedonic measures of well-being, such as smiling yesterday.
Kahneman and Deaton (2010) nd similar patterns for the U.S. And
even Stevenson and Wolfers nd much less signi cance in the
correlations between life satisfaction and general happiness
questions and income in their cross-country and over time work.
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In exploring the relationship between life satisfaction and growth,
Easterlin, meanwhile, uses a longer time frame and different sample
of countries than do Stevenson and Wolfers. The Gallup World Poll
data only runs from 2005-2013, while Easterlin’s data goes back
several decades. He nds no signi cant relationship between
economic growth and life satisfaction over a longer time frame.
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3.8.1 Beyond the Easterlin paradox
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The state of the art in subjective well-being metrics has advanced
signi cantly in the past decade. While economists in particular were
initially very skeptical of data based on expressed versus revealed
preferences, there has been a widespread increase in the use of
survey data in economic and other analysis. It has, in turn, yielded
consistent patterns in the determinants of subjective well-being
responses of hundreds of thousands of respondents across countries

and over time. Research across disciplines nds that the responses to
these questions correlate with psychological, genetic, and other biomarkers of well-being.
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There is now broad consensus that the measures are robust and can
be tracked across countries and over time (see, for example,
Helliwell, Layard, and Sachs, 2013), and that the patterns in the
determinants of subjective well-being across individuals and
countries are remarkably consistent. Income matters within
countries, and respondents with means typically score higher than
those without suf cient income, but other variables, such as health,
employment status, stable partnerships, and political freedom are
typically as important (Graham, 2009).
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As such, scholars are able to control for the stable patterns and
explore the well-being effects of a range of things that vary, such as
macro-arrangements and in ation or unemployment rates on the
one hand, and individual behaviors such as smoking or exercising on
the other. The metrics are particularly useful for exploring questions
which revealed preferences do not answer very well, such as the
well-being effects of macro and institutional arrangements that
individuals cannot change and/or behaviors that are not driven by
revealed preferences but by strongly imposed norms or addiction
and self-control problems.
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Some of the most recent research has explored a reverse channel of
causality – in other words, what does well-being cause? Early
economics research based on panel data found that individuals with
higher levels of life satisfaction performed better in later years in the
labor market and health arenas (Graham, Eggers, and Sukhtankar,
2004). This con rmed similar ndings by psychologists based on
smaller samples but more detailed data (Diener et al., 2005), in which
individuals with higher levels of cheerfulness did better in later life.
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The research has developed in more recent years. DeNeve and
Oswald (2012) used a large U.S. representative panel to show that
young adults who report higher life satisfaction or positive affect
grew up to earn signi cantly higher levels of income later in life. They
used twins and siblings as comparison controls and accounted for
factors such as intelligence and health, as well as the human capacity
to imagine later socioeconomic outcomes and anticipate the
resulting feelings in current well-being. Ifcher and Zarghamee
(2011), based on experimental data, isolate the effects of mild
positive affect in reducing time preferences over money and in the
ability to delay grati cation. Oswald and Proto (2012), also based on
experimental data, showed that positive affect induced by video-clips
resulted in subjects putting forth a greater quantity of output (10-

12%) although no difference in quality. They also found that bad
moods induced by bereavement or illness in the subjects’ families
had a negative effect on productivity.
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DeNeve and co-authors (2013) conducted a general review of the
existing research on well-being and positive outcomes. They found
that there were bene ts in the health arena, such as improved
cardiovascular health, immune and endocrine systems, lowered risk
of heart disease, stroke, infection, healthier behaviors, recovery
speed, survival and longevity. In the income and social arenas the
studies found increased productivity; peer-rated and nancial
performance; reduced absenteeism; creativity and cognitive
exibility; cooperation and collaboration; higher income;
organizational performance; reduced consumption and increased
savings; employment; and reduced risk taking; pro-social behavior
(altruism, volunteering); sociability, social relationships, and
networks; and, critical to the focus of this chapter, longer-term time
preferences and delayed grati cation.
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As the “science” of well-being measurement has developed, the
metrics are increasingly being used to complement objective metrics
of progress based on income, health and education status, and similar
indicators. And the increasing use of the metrics by government
statistical of ces in many countries around the world has resulted in
a set of best practices for data collection which attempt to avoid
biases such as in question framing, day of the week effects, and
scaling issues.
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Scholars in the eld increasingly agree on two distinct dimensions of
well-being: hedonic/ experienced and evaluative. The former
assesses respondent’s moods and affect as they go through their
daily experiences. Are they, for example, smiling or worried, happy or
anxious when they are at work, commuting, with family and friends,
or in other activities. Daily recall questions in large N surveys, such as
“did you smile frequently yesterday?”, correlate quite closely with
more detailed measures, such as those which ask respondents to deconstruct the previous day’s activities and assess their moods at each
particular juncture. That allows for much larger scale usage of these
metrics than was originally possible. Evaluative metrics, meanwhile,
which have been used in large-scale surveys for much longer, assess
respondents’ satisfaction with their lives as a whole - across various
domains of well-being and over the life course. The most common
questions used are: “generally speaking, how satis ed are you with
your life as a whole”, and the Cantril ladder question, which asks
respondents to place themselves on an 11 step ladder, where 0 is the
worst possible life they can imagine and 10 is the best possible life
they can imagine.
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Hedonic metrics are better suited for assessing quality of lives and
associated interventions designed to improve people’s short-term
experiences. Evaluative metrics are better for assessing respondents’
capabilities and opportunities (in the spirit of Amartya Sen, see
section 2.3). Evaluative metrics correlate more closely with income
than do hedonic metrics, not because income is equivalent to
happiness or well-being, but because those respondents with more
income have more ability to control their lives and to choose the
kinds of lives that they want to lead. Evaluative metrics implicitly
include the eudemonic or Aristotelian dimension of well-being, which
is the ability to lead a meaningful or purposeful life. Some surveys,
such as the well-being module in the British Of ce of National
Statistics annual survey, explicitly include a eudemonic question. The
ONS survey asks respondents to assess how much purpose or
meaning they have in their lives, on the same 0-10 scale as the life
satisfaction question there-in. Answers to this question typically
correlate closely but not perfectly with life satisfaction responses.
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Subjective well-being metrics provide a new lens into the question of
social justice and well-being and indeed in well-being. Graham (2011)
and Graham and Nikolova (2015), for example, nd that respondents
who are limited in their means and capabilities can report to be very
happy, simply because they have adapted to adverse circumstances
(Sen’s “happy slaves” critique). Yet when asked more framed
evaluative questions, such as the Cantril ladder question, these same
respondents will score signi cantly lower. Along the same lines, very
poor respondents with poor norms of health often report to be
satis ed with their health, while those with better norms of health
and higher expectations have lower scores. Respondents in Kenya
are as satis ed with their health as those in the U.S., and respondents
in Guatemala are more satis ed with their health than those in Chile,
even though objective indicators in both the U.S. and Chile are
signi cantly better than those in Kenya and Guatemala.
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While the subjective scores alone cannot serve as a basis for welfare
assessments or policy choices, the gaps between the objective and
subjective indicators provide important and often novel insights
which can, for example, help explain persistent poverty and injustice
traps, including very unequal distributions of well-being within and
across societies. Large differences in expectations for the future,
meanwhile, which are closely linked to subjective well-being, can
result in beliefs and behaviors channels which contribute to even
greater inequality.
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For example, recent research in the U.S. nds signi cant inequalities
in well-being across socioeconomic cohorts. A signi cant percent of
the poor are living in the moment, with high levels of stress and other
markers of ill-being, and lacking the capacity to plan for or invest in

their futures. Wealthy cohorts in the same country, meanwhile, have
very high levels of well-being and almost unlimited capacity to invest
in their own and their children’s futures. The gaps in hope and
expectations across these two cohorts, makes success seem even less
attainable for the poor, adding an additional disincentive to making
the necessary investments in education, health, and savings (Putnam,
2014; Graham, 2016, forthcoming). Such trends are surely not
unique to the U.S. (although they are remarkable for such a wealthy
country), and characterize the differences in the lives – and life
chances – of the rich and the poor in many developing countries
around the world.
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Research from the post-communist (or transition) economies shed
light on the complexities underlying the linkages between political
systems and well-being. As illustrated in Figure 11, the transition
economies are clustered in the lower left corner and consistently
rank among the unhappiest countries in the world. While one may
assume that the transition from communism to market capitalism
may lead to an improvement in the quality of life and well-being
overall, in fact the transition had the opposite effect. Almost without
exception, people in the transition economies – from Eastern Europe
to China – report signi cantly lower life satisfaction after the
transition (Ono and Lee 2016, forthcoming).

168

Unhappiness in the post-communist countries come from many
sources. First is the deterioration of the social safety net. Under
communism, people were fully “insured” under a comprehensive
safety net, and guaranteed employment, education, and healthcare.
Unsurprisingly, the decline in satisfaction following the transition is
most acute in the life domains where support was assured prior to
the transition (Easterlin 2010). For example, in the case of the former
German Democratic Republic, the largest drop in satisfaction were in
the domains of childcare, work, and health. In contrast, gains in
satisfaction were reported in material consumption, such as goods
availability and dwelling. It is further worth noting that the
deterioration of the safety net coincided with the timing of improved
economic conditions and rising aspirations. Relative deprivation and
increased anxiety have undoubtedly lowered people’s subjective
well-being and perceived quality of life.
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Second, there is a deep sense of social injustice and powerlessness
among the citizens. People had high expectations that the transition
was the path to meritocracy where there would be ample
opportunities for advancement based on effort and achievement.
The transition and its accompanying market reforms fell short of
people’s expectations, and optimism was replaced by hopelessness.
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Hopes of well-functioning markets were displaced by persistent
inequality, widespread corruption and organized crime following the
transition. The post-Soviet economies consistently rank among the
most corrupt countries in the European Union according to
Transparency International. The transition countries also rank low in
the “trust index.” Overall, the transition has left these countries with
a deep sense of injustice and unfairness. People feel powerless as
they perceive that nothing can be done to overcome these market
failures.
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And third, many people of the post-communist countries
experienced depreciation or devaluation of the skills that they had
acquired prior to the transition (Guriev and Zhuravskaya 2009).
Unfortunately, many who were educated under a command economy
acquired skills that became irrelevant, hence valueless, for the
market economy. Consequently, many people lost their jobs and were
forced to reallocate and to adapt to the new labor market dynamics.
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3.9 Domains of social justice and well-being
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All societies allocate resources, risks and opportunities between men
and women, rich and poor, educated and non-educated, children,
adults and old people in a differential way. Markets, families,
communities and states are the major spheres through which this
happens.
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3.9.1 Markets
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Markets distribution of wealth, security and opportunities is based
on an essentially de-centralized rationale. Individuals decide where
and how they use their assets, resources and capabilities. In doing so,
they are establishing general parameters of supply, demand and
prices. These parameters will determine future possibilities of
making use of the existing opportunity structure given their assets at
time two. The principles governing these systems are those of
competition through market exchange, and prices carry with them
the information that for the most part autonomous self-interested
agents will look upon and use to make decisions about the quantities
to offer or demand in markets given certain production functions and
budget constraints.
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Individuals who engage in market dynamics do not only or always
make choices based on utility maximizing criteria based on their selfinterest. Altruism and a wide array of situations might lead agents to
behave otherwise as experiments in behavioral economics and real
situation analyses suggest, but to a large extent the dynamics that

take place in markets and the exchanges that happen there are
assumed to be carried out by men and women pursuing their selfinterest.
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Markets are linked to well-being and social justice in two critical
ways. In the rst place because markets are one of the central
mechanisms by which activities are coordinated, resources are
allocated for production and distributed for consumption they affect
both the ef ciency with which this happens and the shares that
people get of total output. Secondly markets are supposed, in an ideal
version, to provide returns to merit and talent through innovation
and competition.
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3.9.2 Families
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Individuals also decide their actions in terms of resource pooling,
claims on resources, consumption, time and effort allocations in the
production of goods, services and care within the family and
household. In the case of families this actions cannot be not thought
of as only driven by autonomous self-interested agents. That is not to
say that such actions are devoid of any self-interested utility
maximizing behavior: but there are three important caveats that
should warn us against any simplistic translation of market principles
and logics into family action and systems.
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First actions are bounded by internal authority gures and by shared
norms that have nothing to do with fair markets or leveled playing
elds. No matter how much we want to argue that such is also the
case of markets, the degree to which actions within families depend
upon direct norms that contradict explicitly the notion of an
autonomous agent. Equating market with family logics is a mistake
both theoretically and empirically.
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Second, there is no such mechanism as prices to carry information in
an unequivocal fashion to each member. Praise, support, the
provision or retrenchment of affection and affectionate actions,
claims on resources, psychological and physical punishment are
many, -not always desirable- ways in which family members provide
and receive information regarding their actions and the utility effect
of such actions.

182

Third, the actions of individuals in families are dictated by
prescriptive norms that affect behavior due to coercion,
internalization of what is right. While in the long run contextual
changes that modify the returns and adaptive capacity of families do
transform family norms and behaviors, these are much more “sticky”
than norms in markets.
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3.9.3 Community
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The broader community is another sphere affecting the allocation of
resources, opportunity and risk. Members of a community affect
such distribution.

185

1) They sustain systems of allocation of resources that are neither
based on market dynamics nor on family: charity groups, religious
organizations, trade unions, NGOs are all channels through which
resources ow and are distributed, providing income, food,
insurance, protection, shelter, etc.
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2) They affect a wide array of actions that are undertaken in families
and markets through collective action and social enforcement.
Religion is a critical community arena where a lot of what is deemed
right or wrong becomes settled and is enforced through varied
societal and cultural mechanisms.
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3) They receive recognition and valuation that are nor dependent
upon market position nor family position. Communities are places
where groups of people or larger organizations produce a sense of
self and belonging.

188

3.9.4 States
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To many the state differs from the other spheres in that is an
essentially centralized sphere that responds to the “natural”
distribution of opportunity and risks that markets, families and
communities produce. Yet to speak of centralized response to natural
risks is a simpli cation. Opportunity and social risk are necessarily
products of decentralized agents in the market, families and
communities and state action.
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There is nothing intrinsically “natural” in the way markets, families
and communities produce and distribute quantities and qualities of
risk. The existing dynamics result from parameters institutionally
de ned by the state and by cultural and religious beliefs rooted in
long term incentives and canonic and legal norms. Thus state
decisions are not characterized or differentiated from markets,
families and communities by its “arti ciality” but by being binding
and authoritative (Przeworski 2003).
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Markets and communities generate aggregated parameters which
will become constraints for actions and opportunities later. But they
do not make decisions related to the collection and redistribution of
resources and the regulation of behavior which are legally binding.
This is the role of the state alone.
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The state collects resources and redistributes. It regulates
acceptable and non-acceptable behavior. It intervenes with
incentives in the working of market, families and community
(Przeworski 2003). In other words, the state determines the
opportunities and risks as it controls the tax systems, the public
expenditures and the laws which regulate interactions among people
and groups.
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The functions of the state have a de nite impact on the way in which
markets, communities and families either contribute or limit wellbeing and social justice. Through the extraction of taxes the state
limits the degree to which individuals are entitled to keep resources
to themselves and enclose and pool their assets and resources within
families and pass them along generations. Indeed a part of the
income and wealth generated and accumulated through labor or
production and selling that takes place in markets and that is
originally received by individuals cannot be consumed or saved by
these individuals or pooled within the family because it is taken away
by the state.
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Secondly: The state also provides individuals and families with
income transfers, services and public and merit goods that are
critical for the support of the well-being of individuals and families.
Family allowances, pensions, education, health care, mobility and
urban infrastructure, to name just a few, are resources granted to
individuals by and through state policies. In some cases these
resources are granted by the mere fact of residence or citizenship, in
other they are dependent on labor market incorporation, in other
they are granted because of familial ties and responsibilities
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The regulatory capacity of the state is central to think about
markets, families and communities. Policies and legal norms enacted
by the state can reinforce any of the micro or macro level functions of
markets, families and communities depicted above.
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States contribute with differential actions to the opportunity and
risk production structure. The unprotected old people of the low
solidarity models will be protected in the social states where there
exists universal coverage of rent and social services for the elderly.
The children will depend less on their families’ fortunes and
misfortunes in countries with preschool and full time school are
universal. Divorced women who depend economically on their exhusbands will be more protected if there is state regulation of the
economic transfers between ex-partners and if there are support
systems for the female headed households.
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As families, communities and markets change, the distribution,
type and quantity of both opportunity and social risks and the
devices for social protection change as well. Since states are part of
that production structure they should contribute to shape and
answer through regulation, taxation and redistribution. When this
does not happen, families, communities and markets undertake
adaptive processes and absorb such risks and provide some of the
opportunities.
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To play that role certain conditions must be ful lled: Families must
have available resources and time in addition to stability and
cooperation among members. Communities must have norms of
reciprocity and trust anchored in minimal. Markets must perceive
potential pro t associated with a given opportunity of risk
absorption.
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The social health of individuals, families and communities is under
stress not only by increasing inequality in the distribution of income
and wealth, but also by a host of other related features:
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Intra-generational traps: individuals do not have access to
mobility channels through the life course.
Catastrophic events: sudden processes of descending social
mobility
Breakdown of solidarity and cohesion: individualistic solutions
tend to dominate adaptation strategies.
Zero sum solutions: con icts increase both between and within
generations and genders at the family, community and national
level.
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Markets alone cannot and do not solve these problems, nor can
families or communities. States and the international global system
of states can do much to steer markets and families in the right
direction

4. What have we learned from the contests
between economic systems?
4.1 Competition
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The textbook concept of ideal competition can mislead the
discussion of markets, governance, and social justice. The concept of
real competition is inspired by Joseph Schumpeter, who, in his book
Capitalism, Socialism and Democracy (1942), coined the phrase
Creative Destruction to emphasize how the new competes with the
old and eventually replaces the old. This is the type of contests that is
relevant for the feasibility of a more just society.
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Schumpeter’s basic idea - that stems from Karl Marx - is that the
newly created product, method of production, market and industrial
organization, revolutionize ‘’the economic structure from within,
incessantly destroying the old one, incessantly creating a new one.
This process of Creative Destruction is the essential fact about
capitalism. It is what capitalism consists in and what every capitalist
concern has got to live in’’ (Schumpeter, 1942: 82).
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Real competition is dynamic, but it is not only a race to create new
products, new technologies, or new work organization where the
winner obtains a temporary monopoly position that constitutes the
private bene ts of innovation. The distinction between real and ideal
competition extends way beyond dynamic technological choices. The
real competition takes place also in non-market areas including
institutional change, organizational design, in politics and between
economic systems. In contrast to the personal incentives, individual
solutions and short sightedness of ideal competition, real
competition often rewards complementary gains such as
cooperation, trust, and long term thinking. This is why global
competitive forces can induce social equality that revolutionizes the
political and economic structure from within.
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Of course, the essence of all competition - real and ideal - is contest
and rivalry. But here the similarity stops. Real competition is about
innovation broadly de ned. The contest is to be rst to do something
new where some contestants win and others lose, creating economic
inequalities between them. Thus there may be great differences
between winners and losers, and often the winners take all. Real
competition may therefore require countervailing power to produce
good results, and social organizations such as unions can be
important to create the complementarity between capitalist
dynamics and social security. A concern for social dynamics must be
based on a perception of real competition, not its ideal text book
variants, concentrating on the small margins. Real competition is also
over discrete choices, great leaps and social and economic systems.
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4.2 Socialism versus Capitalism?
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Eric Hobsbawm characterizes the period from 1914 to 1991, from
the rst world war to the fall of Communism in eastern Europe and
the Soviet Union, as the short twentieth century[4]. The fty years
prior to that was a period in which the ideology of socialism spread
rapidly in Europe, inspired by the writings of Karl Marx and Friedrich
Engels (The Communist Manifesto (1848) Das Kapital, vol. 1 (1867)).
Marx proposed a theory of historical materialism, which asserted
that a mode of production would last as long as it stimulated
technology (what he called the productive forces) to improve.
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Each mode of production (slavery, feudalism, capitalism) had, Marx
claimed, its progressive period, in which it fostered technological
development (with concomitant increases in labor productivity).
Eventually, however, the property relations that characterize a mode
of production (e.g., the slave bond, the tying of the feudal serf to the
lord’s manor, the worker under capitalism who voluntarily trades his
labor for a wage to a capitalist who owns the means of production)
become a fetter on the further development of the technology, and
those property relations are replaced by other ones (‘burst asunder’),
that will continue to foster technological development.
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The mechanism through which this creative destruction of property
relations occurs is class struggle. Thus, feudalism eventually was
transformed into capitalism, as a result, so Marx claimed, of serf
revolts and the competition from a new merchant class in the towns,
and a growing class of independent workers, not bound to feudal
manors. In the process bonded serfs became free laborers. Marx and
Engels, in their 1848 manifesto, argued that the capitalist mode of
production was reaching the end of its progressive period, and that it
would be toppled and replaced with a system of property relations –
socialism – which would foster the further development of
technology, labor productivity, and human ourishing.
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In this revolutionary transformation, capitalist workers, who own no
capital, become workers who jointly own the capital stock of the
country. The private and highly concentrated ownership of capital
characteristic of capitalism would come to fetter technological
development, and would be replaced by some kind of social or public
ownership of capital.

213

We do not need to evaluate the logic of Marx’s theory here:
interested readers are referred to G.A. Cohen’s Karl Marx’s Theory of
History: A Defence (1978), the most rigorous treatment available of
the theory. What’s salient is that the theory ignited a fuse in Europe –
which eventually spread around the world – to organize socialist /
communist parties to bring about the socialist revolution. In 1871,
the workers of Paris occupied the city, establishing themselves as the

Paris Commune, and attempted to organize Paris on a socialist basis.
The Commune lasted a few months, until a massive military assault
upon it by the French army succeeded in overthrowing it.
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The rst socialist revolution that succeeded in a whole country
was the Bolshevik revolution of October 1917 in Russia. The Soviet
Union lasted until 1991, when it peacefully imploded and was
replaced by a capitalist regime. Most of the formerly state-owned
resources and rms, within a decade, ended up as the private
property of a small group of new capitalist oligarchs, in a property
grab organized by Boris Yeltsin, that puts the nineteenth century
American robber barons to shame.
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It is fair to say that this ‘short twentieth century’ was a contest
between capitalism and socialism, and by most accounts, capitalism
won. Of course, China remains a huge country that has found a
formula for escaping the economic sclerosis that characterized the
eastern European and Soviet economies. China’s leadership
continues to call its mode of production socialist. But certainly, with
the possible exception of China, capitalism appears to be the only
option on offer. Although economic inequality is extreme in the
advanced capitalist countries in the west, and in the developing
capitalist economies in the rest of the world, the present period is
markedly different from 1850: no Karl Marx has emerged with an
inspiring and radical vision of transforming capitalism into a system
more effective at meeting human needs.
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One of our tasks in this chapter is to ask whether, indeed, capitalism
is the ‘end of history.’ Must we tolerate the extreme concentration of
wealth and income – even after taxes – that characterize advanced
capitalism? Do, that is to say, the relatively high living standards of
most people in these countries, depend upon a system of economic
organization that rewards those at the very top so lavishly?
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Those lavish rewards would perhaps be tolerable if those who
receive them were in other ways ordinary citizens. But they are not.
With wealth comes power and political in uence. Families with this
kind of wealth will spend considerable resources to prevent
democratic movements from con scating their wealth through
taxation. They will attempt to in uence the state to protect their
privileges.
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One can ask whether a de jure democracy can possibly be a de facto
democracy if the wealthiest one-thousandth of the population own
almost one quarter of the total wealth of the country. Globally, the
wealthiest 1% of households owns 50% of the wealth.
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An important quali cation to this perhaps pessimistic
evaluation should be made. While capitalism continues to distribute
income and wealth in highly unequal way, there are major differences
between advanced capitalism today and its predecessors a century
ago. Taxes comprise, on average 35% of gross national product in the
OECD countries, and in the Nordic countries, that fraction is either
slightly above or slightly below 50%[5]. These tax revenues are spent
on universally distributed private goods (such as education, health
care and child care) and on public goods. That is to say, the welfare
state has grown immensely in the twentieth century in the OECD
countries, and this has massively improved the lives of citizens.
Nevertheless, despite the security that the welfare state provides,
the concentration of wealth is extreme in these same countries. In
the United States, the wealthiest 1% of households owned 32% of
total wealth in 2010. In France, they owned 25%, and even in
egalitarian Sweden, they owned 20% of the wealth.
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Even more dramatic is the concentration of wealth within the top 1%.
In 2013, the wealthiest 0.1% of US households owned 22% of the
wealth: that is, the average wealth of the 150,000 households in this
slice of the population was 220 times as much as that of the average
US household. In 1929, just prior to the stock market crash, the
wealthiest 0.1% owned 25% of the wealth. So the advance of the
welfare state does not appear to have done much to dent the
portfolios of those at the very top of the wealth distribution[6].
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Perhaps the welfare state and social equality more generally can help
triggering the real competition in a more just direction? How do
more social equality and more worker security affect economic
development interpreted as a process of creative destruction? Does
a more fair distribution of earnings come with a cost? Does social
equality slow down or speed up the process? Shortly we provide
answers to such questions. As we shall see, equality can be
particularly good for economic development.
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4.3 Soviet Union --- political dictatorship without markets
To explore what the possibilities are with respect to economic
organization in the future, we must evaluate why the Communist
experiments of the twentieth century failed (with the possible
exception of China, which we will discuss later). To recapitulate, the
Marxist vision was that the extreme concentration of wealth and
income that characterized mid-nineteenth century capitalism, and its
concomitant impoverished proletariat, would be replaced by an
economic regime in which the capital stock of the country was
owned by everyone.
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This formulation is, however, vague: should capital be distributed
equally to all households, and held in private ownership, should it be
allocated to groups of workers who would organize their own rms,
or should it be held by the state, which organizes production with
state-owned rms, whose pro ts go into the state treasury? In the
event, the formulation that won out with the Bolshevik revolution
was the third one. The state would own the capital stock, organized
into state-owned rms. In the Soviet Union, this included agricultural
land, upon which the economic units were collective farms and stateowned agribusiness.
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We believe that there were two principal mistakes that, eventually,
destroyed the Soviet-type economies. The rst was a system of
political dictatorship, which lacked even the imperfect mechanism of
political accountability that characterizes capitalist democracies. In
January of 1918, Lenin abolished the Duma, the Soviet parliament,
which was the forum in which political parties could compete over
policy[7]. From then on, the Soviet Union was a dictatorship, with the
Communist Party in control.
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The second error, that was not clearly visible for a while, was the
refusal to introduce markets to organize production and
distribution[8]. The fear that markets would bring with them a
reappearance of capitalism was suf ciently strong among the
leadership of the Soviet Union that markets and freely moving prices
were never introduced, despite an active discussion of the question
in the 1960s (see Evsey Liberman (1962)), and despite some
economic reforms that did occur in the 1960s[9].
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The reason that the system of resource allocation through
central at was not initially seen as an error was that, for many years,
the Soviet economy performed quite well. In particular,
industrialization was suf ciently rapid in the 1930s for the USSR to
build up a defense industry that was able, along with the Soviet
military machine, to turn back Hitler’s onslaught on the eastern front.
The Soviet Union was the only country that succeeded in repelling
Hitler’s invasion, and it was eventually largely responsible for the
defeat of Germany. (Twenty million Russians lost their lives in the
war; the US lost half a million.) Industrialization was successful
because it depended mainly upon moving millions of semi-productive
farmers into factories and the cities, a process that did not require
markets. Indeed, in the early 1950s, many in the west thought that
the Soviet economy would soon outperform western economies[10].
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Moving semi-employed farmers into factories, however, is the
low-hanging fruit of economic development. The more subtle
problem of organizing complex inter- rm trade, providing goods to
consumers when and where they are needed and desired, and

innovating, cannot be organized by centralized allocation – at least,
this is the case in a large, complex, modern economy. True, the Soviet
economy was able to develop one or two sectors (such as space
travel) by focusing a great deal of talent on the problem (much as the
United States did in its centrally planned Manhattan project that
produced the rst atomic bomb), but there is no example of a
centrally planned system solving the millions of problems that must
be solved to innovate and allocate resources in a complex economy.
When the Soviet economy reached the stage that it had to do so in
order to advance, it hit a wall – sometime in the 1960s or 1970s.
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Markets perform the function of allocating many kinds of goods
and resources, even when there are millions of people who need the
goods and hundreds of thousands of rms that use resources to
produce them, in a relatively ef cient manner. They do this by
providing individuals and rms with material incentives – typically,
the rms and entrepreneurs desire to maximize pro ts, workers
desire to earn a decent living, and consumers (who are also workers)
desire to meet their household needs within their budgets. There are
a number of caveats concerning the ef ciency of markets, but these
should not obscure the fact that markets are an essential institution,
one that has evolved over millennia, that we do not know how to
replace. Any complex economy must use markets, at least in the
foreseeable future.
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The problem is that market systems, unless properly managed,
lead to huge inequalities of income and wealth. Those who succeed in
the competition to provide commodities to a public that desires
improvements and novelty in its daily life can become fabulously
wealthy (Bill Gates’s wealth is approximately $80 billion, more than
the gross domestic product of 124 countries.) The key question we
must address is whether it’s possible to have a high standard of living,
fairly equally enjoyed in the population, with a large complex
economy, where economic activity is organized using markets. The
leaders of the Soviet-style societies of the short twentieth century
elected not to introduce markets because they believed the answer
was no. The only way of maintaining a semblance of equality was,
they believed, to stick to the system of central allocation. In the end,
this engendered economic sclerosis and implosion of the system.
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4.4 China – market competition without political competition
The Chinese Communist leadership, learning from Soviet errors,
decided they must transition to a market economy: this was the
deduction of Deng Xiao-ping. They saw Japan, South Korea, Taiwan,
Hong Kong and Singapore leaping ahead of them. In 1979, under
Deng’s leadership, the Chinese began dissolving the collective farms
and leasing land to peasant households on a long-term basis. At the

same time, they gradually introduced markets for agricultural
produce. This is not the place to recapitulate recent Chinese
economic history, but the summary is that, with the gradual spread of
markets throughout the economy, gross national product grew by
perhaps 9% a year for a period of thirty years, implying that the
average material standard of living grew by a factor of thirteen in a
single generation. Hundreds of millions of Chinese people came out
of extreme poverty, perhaps the most dramatic episode of poverty
eradication in history. Indeed, the increase in income of Chinese
households lowered signi cantly global inequality, as measured by
the Gini coef cient of household income globally, as the Chinese
peasantry comprised a large mass of the poorest in the world.
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However, China did not succeed in simultaneously preserving
what any reasonable observer would call a socialist society. In 2015
there were 3.6 million millionaires in China. (Presumably, this gure
refers to annual incomes in dollars; those with wealth in the millions
would comprise a higher gure.) Inequality within China is quite
severe: the Gini coef cient of household income is higher than that
of the United States (see Figure 3, this chapter)[11]. While the public
sector of state-owned rms continues to exist, the private sector is
growing rapidly. The new Chinese bourgeoisie displays no semblance
of a socialist mentality: indeed, they build palaces to live in, consume
ostentatiously, and attempt to copy the behavior of the most
decadent aristocratic Europeans of the nineteenth century[12].
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So far China’s leaders have been unwilling to use tax policy,
redistribution, and social empowerment to lead the development
towards a more socially just society --- perhaps because they believe
that such measures are bad for economic growth and development.
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4.5 The Nordics --- markets with social democracy and social ethos
Several European countries and the Nordic countries of Denmark,
Finland, Iceland, Norway, and Sweden in particular pioneered a
model based on political democracy, capitalist property relations
(meaning: predominantly private ownership of rms), a market
economy, a comprehensive organization of workers in labor unions,
and high taxation nancing a pervasive welfare state. The political
parties that organized this experiment called themselves socialdemocratic, as opposed to the Communist parties of the Soviet-style
countries and China. Rather than dictatorship by a single party, there
has been democratic political competition between freely formed
parties in these countries. More signi cantly, there has been a very
limited use of public ownership: almost all rms are privately owned
by families or shareholders.
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Yet, the Nordic countries have achieved what is probably the highest
degree of income equality in the world (see section 1.2), and the
greatest security for ordinary people through a large welfare state.
As we said, government economic activity is nanced by about onehalf the gross domestic product of the country, which is collected
through various forms of taxation.
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The Nordic system rests on a speci c social ethos, which has made
possible for these countries to remain egalitarian. The Nordic social
ethos is well summarized by a statement of Per Albin Hansson, a
leader of the Swedish social-democratic party in the late 1920s. He
said (in a speech in 1928):
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The basis of the home is community and togetherness. The good
home does not recognize any privileged or neglected members, nor
any favorite or stepchildren. In the good home there is equality,
consideration, cooperation, and helpfulness. Applied to the great
people’s and citizens’ home this would mean the breaking down of all
the social and economic barriers that now separate citizens into the
privileged and the neglected, into the rulers and the dependents, into the
rich and the poor, the propertied and the impoverished, the plunderers
and the plundered (italics added). Swedish society is not yet the
people’s home. There is a formal equality, equality of political rights,
but from a social perspective, the class society remains and from an
economic perspective the dictatorship of the few prevails.
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The italicized statement de nes the kind of solidarity that the socialdemocratic parties attempted to teach the citizenry, with a great deal
of success. The social ethos is one of cooperation and reciprocation: I
will make my contribution to society, in full expectation that others
will do the same. The concepts of trust and social capital do not cover
the same phenomenon. (For instance, there were a lot of trust and
social capital among the Hutus in Rwanda just before the genocide in
1994, but there were de nitely very little social ethos.)
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In any case, social ethos is a far cry from the capitalist ethos, which is
individualistic, and values only the individual’s advancement – in
particular, the increase in his or her material wealth. One’s country
should be one’s home, according to Per Albin Hansson, with all the
connotations of mutual aid and respect that characterize a good
home.
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Now the success of Nordic social democracy, many say, is due to
several of the special features of these countries: they are small and
at the time their welfare states and social ethos developed, they
were homogeneous – linguistically, ethnically and religiously. Some
of this is clearly true, but the social and economic cleavages and the
inherent con icts in the Nordic countries at that time are also part of

the story.[13] To appreciate the achievements we also have to recall
that the economies that the social democrats inherited in the 1930s
were far from af uent. There was open unemployment in the cities
and disguised unemployment in the countryside. In Norway around
half of the population lived in sparsely populated areas where most
made a living from farming and shing. The real per capita GDP of
Sweden and Norway was below the current real per capita GDP of
the low middle-income countries today. Thus it is clear that a
majority of citizens in the Nordic countries became rich under the
social democratic model of governance, not before.
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The social democratic mode released an impressive development
path of modernization and structural change. Over a period of more
than 80 years economic growth has been at least on a par with that in
the US, but with much more social involvement and egalitarian
distribution of the proceeds (Barth, Moene and Willumsen 2015). As
the system evolved, the earnings distribution became more and more
compressed. The low wage inequality and the increasing mean level
have also induced more egalitarian policies of health, education, and
social insurance against income loss and old age.
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Throughout the social equality has been sustained by external
pressure on internal behavior. Global economic competition on the
outside has led to local cooperation on the inside where the division
line is the border of the nation state. In larger countries a similar
distinction between external and internal could be placed at a lower
level than the entire nation. The resulting egalitarian practices and
policies have had clear effects on the private sector as well. We will
return to this. Policies that make workers more healthy and capable
also raise pro ts from modern technology --- and capitalists naturally
respond by investing more in it. When this is the case, the
productivity of sectors and enterprises becomes less dispersed,
reinforcing the initial impact of the egalitarian policy. Some equality
creates more.
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As a result the Nordic countries not only have the smallest wage
differentials and the most generous welfare states, but the most
modern economies and the highest employment rates in the world as
well. Like most countries the Nordics have also experienced raising
wage inequality recently – but the magnitudes are smaller and the
level of wage inequality in the Nordic countries is still record low.
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4.6 Latin America --- marked based divorce between state and
democracy
Social reformers in Latin America look at Northern Europe now and
then, but more often than not just to do the opposite of what the
small open economies in Europe have done. (A comparative

perspective on Latin America and the Nordics is contained in an
appendix in the end of the chapter). In comparison to its European
counterparts, Latin America gives us the clearest case of how
capitalism can be extremely unequal, hugely inef cient, and largely
authoritarian - at the same time.
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Historically, the oligarchic period of the late 19th century and early
20th century indeed showed the bad sides of capitalism without
democracy in pure form. The entry of this periphery – as many Latin
American scholars call their countries -- into the world economy was
marked by slave trade and the expanding production of sugar, cacao,
tobacco, salt and later cattle. It shaped an anti-liberal variant of
capitalism with coerced labor and extreme levels of inequality --with long term consequences.
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But the system was not always stagnant. In the early 20th century
economic growth and the share of exports in GDP were higher than
in Europe. The income per capita was similar in Argentina and the
UK, in Uruguay and France, in Chile and Norway, in Brazil and Italy
and in Mexico and Portugal, Finland or Greece (Clark, 1940, quoted
in Halperín, 1997). Hence, the development was associated with
exports of primary commodities and imports of manufactured goods
- both sides divorced from state involvement.
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When the rst world war hampered the ow of imports,
however, Latin American rms moved albeit shyly to produce
replacements. Import substitution was therefore a reality long
before it became a home-grown theory of economic development
associated with the work of Raul Prebisch.[14] He led the Economic
Commission for Latin America (CEPAL) from its start in 1948 with an
ambition to establish a new school of development economics based
on the protection of infant industries helped by an active state that
should provide subsidies, tariff protection, and planning (Montecinos
and Markoff’s 2001). Most countries adopted Import Substitution
Industrialization (ISI) that tted quite well with their emerging
populist governance.
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Even though Peronism in Argentina, Varguism in Brazil, APRA in
Perú, the PRI in Mexico were all seen as progressive movements in
the beginning, they led in fact a development characterized by a crisis
of social incorporation.
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Import substitution was based on inef cient market dynamics. The
gaps between insiders and outsiders, formal and informal workers,
became wider and wider. Economic growth stagnated, in ation
soared and scal de cits became increasingly unmanageable. By the
1960s the easy phase of import substitution was over. Deregulation

of nance, commerce, and labor markets followed. The new
neoliberal regime abolished the small welfare state and replaced it by
market options for those who could pay.
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The result was a catastrophe both economically and socially.[15]The
entire transformation took place within a broader epochal change:
the end of conservative modernization as it was de ned by
Barrington Moore. The triumphs of electoral democracy,
urbanization, educational attainment and increased exposure to new
and broader consumption patterns had destroyed the political basis
of conservative modernization. While the arenas that can turn
expectations into legitimate demands had expanded radically, access
to the means to satisfy such demands had remained unequal and
segmented until the end of the century.
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The so called shift to the left in the region is the political outcome of
this second crisis of incorporation. The Washington Consensus was
indeed the last attempt of incorporation under conservative
modernization dynamics: pushing for democracy, education and
incorporation into market dynamics, but leaving unchanged and at
some points even deepening the inequality of opportunity, status and
asset enclosure.
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Comparing the Latin American development to that of Northern
Europe we should notice that in Latin America inequality and a
concentrated landholding pattern allow for a rentier style of living
and an elite who saw no need for innovations. The ISI model allowed
for formal low productivity rms to survive through generous
subsidies and protection from international competition. If wages
rose too much, more subsidies and protection was granted. Subsidies
replaced productivity enhancing innovations. Rentiers and labor
aristocrats constituted in effect an anti-Creative-Destruction
alliance.
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Income differentials grew together with the informal sector. As the
welfare state only served workers in formal urban jobs, and never
those in rural areas and in informal jobs, the system produced a large
mass of uneducated and poverty stricken citizens. Neither did
conservative modernization foster an industrial working class and a
middle class that were loyal to democratic ideals. While social
insurance in Northern Europe was an act of solidarity, it was in Latin
America an act of the supporting the privileged. Import substitution
industrialization closed markets from external competition and
allowed for the survival of low productivity traditional sectors. The
unions that emerged worked to maintain their acquired wage
premiums.
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In sum, import substitution in Latin America allowed large
landowners to retain their low wages and productivity and placed
wage setting in the hands of a small unions with relatively high wages
in line with the subsidies and protection their sectors received. The
export lead development in the small open economies in Northern
Europe allowed the largest and most militant unions in the export
sector to dominate the quest for wage moderation for all workers (in
line with what the export industry could tolerate ) and for a universal
welfare state that could insure all against uctuations in the world
economy.

5. Mechanisms to Enhance Social Justice and
Well-being
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The rst mechanism we analyze concerns how fairness in the
earnings distribution can enhance productivity and growth. To
illustrate we rst discuss the effects of compressing the distribution
of labor earnings. In reality, a policy of reducing wage differentials
was central not only in the Nordic countries, but to some extent also
in countries like South Korea and Japan under the name of wage
compression. We are then interested in the link from wage
compression to a development that might bene t the great majority
in the long run, building on Moene and Wallerstein (1997), Barth,
Moene and Willumsen (2015), and Moene (2015).
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This experience is worth studying in the abstract simply
because it demonstrates how the principles of social equality have
been used to remain competitive in the global economy. Thus social
equality cannot be a drag on development and ef ciency. When
global competition can direct the main institutions and policies in a
more collaborative and egalitarian direction in small open economies
that are so directly exposed to competition in the world market, it
must be economically feasible to use a similar strategy in larger
economies where more of the activities are only exposed to domestic
competition.
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5.1 Development as a process of creative destruction
Developed and developing countries may both use the most modern
technology in some applications. The basic difference is not tied to
the most modern equipment. The difference is in how widely the

most modern equipment is used, which again depends on how
pro table it is in use, given the size of the market, the quali cations
available in the labor force and the wages that must be paid.
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For instance, both India and Sweden have a modern Information
Communication Technology (ICT) sector. Yet, having a modern ICT
sector, and even if it were more modern than that in Sweden (which it
is not) would not make India more developed than Sweden even in
the application of the information technology. The overall application
of information technology in Sweden is much higher than in India. In
fact, Sweden ranks three on the ICT Development Index published by
the United Nations International Telecommunication Union.
Denmark is number one, Norway number six, while India does not
appear on the list at all. It is this difference in wide application of the
most modern technology that leads to the development gap. In other
words, the economic development of a country cannot be de ned by
its most modern applications or innovations. The level of economic
development is determined by the average application of each
innovation once it becomes a new and available design.
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We are interested in the use of innovations and in how already
known technologies, designs and organizational principles are
implemented – and in which scale. Some important innovations are
more or less directly embodied in new capital investments, or at least
require investments. Even though such innovations are lasting, they
do not last forever. A business, for instance, that once revolutionized
production and dominated the market for a new product,
experiences falling pro ts as rivals introduce new and improved
designs. As the process continues the scale of new improvements
becomes so large, and pro ts decline so much, that the original
technology becomes obsolete. So a successful innovation is normally
a source of temporary market power, eroding the pro ts and position
of rms using older technologies, yet in the end it too must give way
with the entrance of new competing technology.
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One way to make the idea of creative destruction analytically
tractable is to incorporate it into a growth model with capital
equipment of different vintages (Moene and Wallerstein, 1997). In
that set-up newer capital equipment (of recent vintage) is more
productive than older ones. To invest in the new technology is costly,
so older vintages are not immediately replaced by new innovations.
The modern technologies gradually replace the old and obsolete
ones. The key decisions are therefore when to invest in new
equipment and plants and when to scrap the old ones.
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Capitalist innovation and adaptation means that new production
units are established as long as new investments yield positive
pro ts. On the other end of the productivity distribution we nd how

the creation of more productive equipment makes old technologies
(vintages) obsolete. They cannot cover variable costs and are
scrapped. At any one moment in time, however, there are both older
and completely new technologies in use, distributed over production
units and enterprises.
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For short we use the term ‘thickness’ of modernization to capture
how widely modern technologies are applied once they become
available. It is seldom pro table to replace all existing capital
equipment once newer and more modern technologies and designs
become available. Creating new jobs, or building new plants, is costly,
so older equipment is not immediately replaced by new innovations.
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5.1.1 Inequality generates inef cient productivity differences
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Consider now two economies, one modern with a high level of
previous innovations, and one more backward with a much lower
level of previous innovations. For the sake of the argument, let both
economies employ their entire workforces. The rst economy would
have a narrow gap between the most modern and the least modern
technology in use with a corresponding distribution of workers over
high productivity technology within a narrow productivity range. The
second, less developed economy, would have a much higher gap
between the most ef cient and least ef cient technology in use.
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The reason is that its thin layers of each technology imply that the
workforce is distributed over a wide range of technologies from the
most modern to the very backward technology. The gaps between
the least and the most modern technology in use are also re ected in
the distribution of labor earnings. When the return on investing in
the most modern technology is more or less the same across
countries, the considerable difference in the development gaps
across countries must imply that there are signi cant differences in
the distribution of wages within each country as well.
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If then a technology with very low productivity, relative to the most
productive technology, is pro table to use, it must mean that wages
at the bottom must be correspondingly low relative to the wages in
the most productive units - for instance wages to a rickshaw driver
relative to an ICT worker. In the rst, developed economy, in
contrast, the gap between the highest and lowest wages would be
much lower as workers are employed under much more similar
conditions.
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Do we nd the differences in development gaps in reality? One way
to illustrate the gaps is to compare the distribution of ‘total factor
productivity’ in different countries. To provide the numbers requires
a substantial effort and some courageous assumptions. (Hsieh and

Klenow 2009 and Barth, Moene and Willumsen 2015 apply methods
that err on the safe side by focusing on total factor productivity and
not only labor productivity). The numbers are meant to re ect 'the
level of economic modernization' in our discussion. Comparable
numbers for exactly the same years in all countries are not available.
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Many observers have thought of the US economy as the most
ef cient and most modern economy in the world. It is therefore a
natural benchmark and starting point. Comparing the US to India, we
nd that the productivity gap in India is much higher than in the US,
irrespective of how we measure it. We can think about this as an
illustration of the effects of development. A jump from the rst to the
ninth decile in the productivity distribution implies a 330 per cent
increase in the US (in 1997), while in India (in 1994) a similar move
would imply a 2140 per cent increase. In other words the rst decile
in India has 4.7 per cent of the productivity of the ninth decile,
compared to 30 percent in the US. Other measures con rm the
pattern: development implies a smaller gap between the most and
the least productive technology in use and the change can be large.
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Comparing the US to China con rms the pattern. Developing China
has a higher gap between the least and the most productive
technology in use --- but the gap is less than in India, re ecting the
fact that China is more 'developed' than India.
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Comparing the US to Norway, illustrates another important feature.
A jump from the rst to the ninth deciles of the productivity
distribution in Norway (in 1998) implies an increase of 123 per cent,
while in the US (in 1997) a similar move would imply a 330 per cent
increase in productivity. The rst decile in the productivity
distribution in Norway has 80 per cent of the productivity of the
ninth decile, compared to 30 per cent in the US.
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Contrary to what many observers believe, Norway (and the Nordics
generally) has a much lower productivity gap than the US. According
to our measure the US is far from being the most ef cient and
modern economy in the world. Egalitarian countries have smaller
development gaps and thus more modern economies, implying that a
larger share of the workforce is employed in high productivity jobs.
We view this as a stark illustration of how wage equality affects
structural change under the process of creative destruction --- the
full implications of which are discussed next.
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The development gaps re ect the levels of wage inequality between
workers who work in enterprises and occupations with different
productivity. The development gaps are highest in developing
countries. There the labor force is distributed over thin layers
(vintages) of capital equipment with relatively few jobs in each layer

of productivity. Once it has been invested in, it is not easy to change
the productivity of the capital equipment. A rickshaw can never
become a modern truck even after it is well known how a modern
truck works and is designed. When wages are tied to the productivity
level in each local production unit --- an empirical fact in
decentralized labor markets --- an economy with thin layers of each
technology has large wage inequality.
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There is a corresponding forward looking feature: When wages are
tied to the productivity level determined by the investment in
technology in the local production unit, new investments in the most
modern technology become lower than they otherwise would have
been as their pro tability is not high enough. The local wage costs in
new investments are simply too high. The resulting low rates of
investments in new technology imply that each layer remains thin.
Each technology is also bound to last for long as it is less threatened
by rival entry of new technologies. Thin layers of long lasting
innovations are again decisive for the high level of wage inequality.
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The inequality is caused by the dispersion of productivity across
enterprises as long as wages are tied to the technology invested in
each local enterprise. This wage determination also explains why the
high dispersion in productivity is sustained by pro t-maximizing
investment decisions. Thus high wage inequality is associated with a
stagnant backward economy which sustains the inequality.
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More generally we can think of the wage as consisting of two parts: a
prevailing base wage that goes to every worker of similar quality, and
a local wage premium tied to the productivity of the local plant or
sector. The level of wage inequality for a given dispersion of
productivity becomes higher the more the local wage premium is tied
to local productivity.
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5.1.2 Social Equality as development strategy

282

Like social democracy, social equality as a development strategy is
based on evolution, not intelligent design. It is not a set of readymade political and economic formulas. It is participatory democracy
enriched by the in uence of comprehensive social organizations,
based on a search for political and economic development paths that
can be implemented democratically by majority support.
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The political feasibility of the arrangement is in fact the rst cousin to
what Daron Acemoglu and James Robinson, in Why Nations Fail,
describe as inclusive institutions: ‘while economic institutions are
critical for determining whether a country is poor or prosperous, it is
politics and political institutions that determine what economic
institutions a country has…. Inclusive economic institutions…are

those that allow and encourage participation by the great mass of
people in economic activities that make best use of their talents and
skills and that enable individuals to make the choices they wish’
(2012). In his positive review of their book Jared Diamond (2012)
emphasizes that this is exactly what Nordic countries have done: ‘the
ultimate development of inclusive political institutions to date is in
modern Scandinavian democracies with universal suffrage and
relatively egalitarian societies’.
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The many skeptics who from the start have doubted the longrun economic and political feasibility of social equality have by now
been proven wrong several times. Some critics claimed that social
ethos had no chance as social victories would be continually eroded
by market forces. Others claimed that market forces would steadily
be eroded by social reform and deteriorate economic performance.
Neither was right.
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On the contrary, the Nordic experience demonstrates that equality
combined with social ethos is not an alternative to market
orientation, but rather complements in the sense that social
democracy as society model enables all major interests to bene t
from social reforms implemented in market economies in the
following sense: Markets function better as a representative
democracy when the incomes are shared fairly, and social reforms
work better when they are constrained by market competition.
Social democracy as a mode of organization and a society model
combines the aspirations of the majority of the working population
and the private interests of the capitalists. It creates social incentives
for the allocation of capital without challenging capitalist ownership
per se; it creates social incentives for good work performance and
export orientation without challenging union control. In this sense it
entails functional worker security, functional market orientation --and functional development.
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In Section 3.4 we discussed how the Nordic system combines
equality with innovation and growth for economies at the forefront
of industrialization. Can a similar model be applied to developing
capitalist economies – especially the large ones, of Brazil, Indonesia,
India and Russia? Contrary to what many believe, we insist that social
equality in one form or another is as economically feasible for
developing countries today as it was for the Nordic countries in the
1950s. We do not suggest, of course, that it is desirable or politically
feasible to imitate the special forms that Nordic equality took. This
point is actually more general. No successful country-experience
offers ready recipes for how other countries can escape poverty,
underdevelopment, and corruption. Accordingly, nobody can

engineer social ethos, trust and prosperity by just importing
institutions from other countries. To learn is not the same as to
imitate.
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Everywhere development is full of economic and political obstacles
that may be speci c to the country. Most developing countries
nevertheless have certain typical problems in common in addition to
being underdeveloped. They have what is called a surplus of labor
and a large informal sector. Given that, we wonder whether it is
possible to raise the lowest incomes or wages without increasing the
level of unemployment. This is a basic question for everybody who
hopes that social equality can be used as a development strategy.
Although low productivity jobs can never pay the market wages of
high productivity jobs, our basic claim in this section is that greater
social equality nevertheless can simultaneously raise the lowest pay
and the level of modernization and average incomes without creating
unemployment.
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5.1.3 The size of the home market
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Above we have considered two links between wage inequality and
development. Economic development affects the wage distribution
and the wage distribution affects economic development via job
creation and job destruction. Together the two links can explain why
economic development is unequal across countries and regions.
Wage compression stimulates economic development and the
demand for workers in more modern enterprises, raising the lowest
wages and eliminating gradually the jobs with the lowest
productivity without creating unemployment.
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This is supply side story on incentives to invest in modern
technology and skills as wages are compressed. What about the
demand side? The process of modernization is like a production
process with increasing returns to scale. The larger the scale, the
wider the modernization can be, and the higher the productivity per
worker can become. But the degree of modernization is limited by
the extent of the market. And the extent of the market again depends
on the level of economic development and modernization. Markets
do expand through the higher incomes that further development and
modernization generate. This mutual dependence can be crucial for
economic development and economic growth, in particular in local
economies without an easy access to larger markets. The
participants in the local economy can be locked into a development
trap where the extent of the market is too small to generate further
modernization and where modernization is too low to generate a
large enough market.
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Globalization may imply a lot of things, including an easier access to
foreign markets. This access may have two positive effects within our
set-up. First of all, the level of modernization is no longer limited by
the size of the local markets, making further modernization and
development more pro table. Better market access may lead to a
takeoff. If development takes off, it is pro table to invest more in
each new technology. Thus, the second effect is that each new layer
of modernization may become more comprehensive, which in itself
leads to further wage compression. The lowest wages are eliminated
since these jobs are no more pro table. The average wage goes up
since modernization and development increase the share of modern
jobs.
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The extent of the market can of course also be affected by public
policies. Local demand is important. Yet social equality as a
development strategy does not necessarily depend on public
intervention on the demand side just to regulate total demand. The
long run extent of the market --- both private and public demand --- is
determined by the extent of modernization and specialization. In all
cases it is decisive what the public demand actually realizes. Public
policies of health, education and social insurance are inherent
requirements in social equality as a development strategy, not
because these policies generate public demand, but because they
bring about necessary provisions that the market does not supply
with equal ef ciency.
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5.1.4 Only one way?

294

An important element of social equality as development strategy is
wage compression, or wage restraint, that reduces the local wage
premium. It can be done in various ways. The Nordic way is to take
wage setting out of market competition and place it in a system of
collective decision making. The South-Korean way is to subsidies skill
formation or education in ways that create a higher number of
workers with the relevant quali cations and thus lower market
bargaining power, which in the next round can drive down the local
wage premiums.
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As indicated, a wage setting that constrains the local wage premium
resembles the Scandinavian system of wage coordination quite well.
The coordination imposes a peace clause at the local level that limits
the use of strikes and lock-outs after the central negotiations are
completed. Of course, Scandinavian authorities also heavily subsidize
education and training programs with similar effects on local wage
restraint.
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To see the effect of wage compression let us again return to our
comparison of the two hypothetical cases --- one path that has
evolved with high local wage premiums (the US and Indian cases) and
the other path that has evolved with low wage premiums (the Nordic
and South-Korean cases; see section 3.4.2). Wage restraints imply
lower expected wage costs and thus higher expected pro ts over the
lifetime of an investment. As a consequence investments in new
technologies in the Scandinavian and South-Korean cases are higher
than in those of the US and India. The layer of technology is therefore
thicker in each vintage of the equipment since more investments
have been made with the new technology. So even if the two paths
have exactly the same level of employment the lowest wage must be
on a higher level in the case of wage compression.
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5.1.5 Only xed investments -- in small countries?
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Is the above comparison fair? Large countries like India and Brazil
have many idle hands, and the lowest wage would not rise with wage
restraint higher up in the wage distribution because of this labor
surplus. This might be so in the short run. But the situation at the
bottom of the wage distribution would be even worse in the long run
if there is no wage restraint at all higher up in the wage distribution.
Without wage restraint investment is even lower and those who
stand outside the sector of modern production will remain there for
a much longer time.
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Does the mechanism of social equality only apply in sectors with
xed investments? We think the effects of wage compression in
these sectors are more evident than in, for instance, service
provision. Yet, the investments may also come as local training
programs in service provisions. The less the local wages are tied to
local improvements, the more training each enterprise may nd
pro table to undertake. Again wage compression may give us the
highest rates of modern training where the workers bene t more
widely and more collectively as broader segments of the workforce
might be offered training.
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A skeptical reader might also fear that executive salaries are
excluded from wage compression. Of course they should be included.
In the Nordic countries executive pay is not of cially a part of the
union wage contracts. Yet executive pay is affected by the power of
unions and the involvement of employer associations in the central
wage negotiations --- and by the social ethos in the work force.
Everybody involved knows that if the executive pay is aggressively
raised, the unions become less willing to continue with wage
moderation – and more aggressive to the disadvantage to capital
owners. As a consequence employers tend to keep executive pay
more in check in the Nordic countries than in the more ‘backward'

capitalist economies like the US and UK. It is the countries with low
union in uence and little social ethos that have the highest gaps
between the remuneration of top executives and average employees.
This kind of inequality is also contagious. To cap top salaries is clearly
an important element in any strategy of social equality as a
development path.
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In all cases, it might be puzzling that the average wage in the work
force goes up with wage restraint, at the same time as the expected
wage cost of each new investment declines. The puzzle is easily
resolved. Lowering the expected wage costs speeds up the process of
creative destruction -- both with xed capital investments and with
investments in skill formation--- moving a larger share of the work
force to more productive jobs. So even if wages in the most
productive units were to decline, more workers would move from
lower productivity to higher, raising their average wage. In other
words, even though the local bargaining power of work groups
declines, members of the groups are moved to more productive
circumstances where even a lower bargaining power yields a higher
wage.
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5.1.6 Moving from low productivity to high productivity jobs
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The reallocation of workers contributes to wage compression,
eliminating the jobs with the lowest wages and moving workers to
jobs that are better paid. The responses of capitalists to more wage
compression is to invest more in new technology that leads to an
even smaller gap between high and low wages. Clearly, the highest
paid workers receive a smaller rise as they work in the best
production units, and cannot gain from the reallocation of workers in
other ways than through a higher base wage. Their total wage may
thus decline as their local wage supplement might go down more
than the prevailing wage increases.
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The logic of self-enforcing wage equality is simple. For a given
dispersion of productivity, wage inequality is higher the more wages
are tied to local productivity. Untying wages from local productivity
reduces wage inequality. This change stimulates job creation and job
destruction that reduce the dispersion of productivity, leading to
further reduction in wage inequality.
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In this context it may be worth noting that historically the smaller
wage differentials in Sweden and Norway were defended more in
terms of ef ciency than in terms of equity. In the 1950s, two Swedish
trade union economists, Gösta Rehn and Rudolf Meidner (Rehn,
1952), argued that equalizing wages across Swedish rms and
industries would promote economic development by forcing wages
up in low-productivity rms or industries and keeping wages down in

high-productivity rms or industries. By reducing pro ts in lowproductivity rms and increasing pro ts in high-productivity rms,
labor and capital would be induced (or coerced) to move from low
productive to high productive activities, increasing aggregate
ef ciency as well as improving equality (Moene and Wallerstein
1997, Agell and Lommerud, 1993).
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5.2 Welfare spending as development
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A second mechanism for enhancing social justice is based on welfare
spending. We are interested in the following question: What do
welfare states do? And, in particular, what can welfare states do in
developing countries?
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5.2.1 Capability enhancement
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Welfare spending is social reproduction. It heals, trains, and takes
care of workers– and thus reproduces their labor power. It repairs
damages. It raises workers’ capabilities and their functioning. It
reduces workers’ vulnerability to both exogenous shocks and to
power abuse by others. When we get more of it, workers become
more valuable, more secure, and more productive.
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One way to visualize this is to consider the mutual links individual
productivity and functioning on the one hand, and the individual
income on the other. The total productivity (for short) of the
individual consists of the physical productivity of the means of
production in the actual activity together with the individual ability
to work hard and to utilize the opportunities. Together the two
determine the individual incomes. Let us call the link from individual
productivity to income by the I-curve.
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The other, often neglected, link goes from income to productivity. Let
us call it the P-curve. Formally what we denote the P-curve is often
studied as how nutrition affect workers ability to exercise effort
(Dasgupta and Ray 1987), but it is easy to include several extensions.
Clearly, the income of the producer determines not only the
nutritional level, but also the credit to acquire necessary inputs, and
the vulnerability without a proper social insurance (Moene, 1992).
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To see the development impact we are interested in the equilibrium
where the productivity generates an income just high enough to
sustain the productivity. In many developing countries this
equilibrium is a low-productivity trap where insuf cient income
generates insuf cient productivity. It can consist in corrosive
disadvantage, as we have claimed it in section 2. The resulting low
productivity obviously produces low income and a low income can
maintain the low productivity. The producer (worker or peasant) may

be unable to acquire important inputs that are complementary to
work. This further constrains the ability to use the actual
opportunities effectively. Equally important is the vulnerability to
shocks that can lead individual households into a persistent low
income and a low productivity coupled with hopeless indebtedness
and other forms of dependence on others who can exploit them.
Temporary shocks can thus have lasting bad consequences.
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5.2.2 What does the welfare state do?
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The welfare state can change the self-enforcing equilibrium.
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First of all, it can lift the P-curve by enhancing a worker’s capability
for every level of income. It provides social insurance and health
services -- and thus increases workers' strengths, help in preventing
poverty traps of bad health and severe destitution. It provides
education which again affects the productivity in each activity and
each enterprise where the better educated workers participate.
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Second of all, it can also lift the I-curve by altering the link from
productivity to income. It can induce more risk taking that can be
decisive to obtain gains from specialization and investments in skills
and equipment. It can empower producers who then can stand up
against land owners, employers and other strongmen. The public
provisions make workers less vulnerable to abuse of power (Barth
and Moene, 2015).
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India offers many examples. A ne overview of all the social
programs in India can be found in the compilation of articles and
overviews by Dreze and Khera (2015), providing a critical discussion
of the impressive results.
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5.2.3 Help the millions that go hungry even in good years
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India has the world's largest (but least known) school feeding
program that lifts up the P-curve by providing one meal to all
students every day. Thus the child get better nourished and the rest
of household also gets more to eat, having less mouths to feed in the
mid of the day raising nutritional standards and school enrolment (in
places by more than 20 percent), and reducing child labor.

320

India also has the world’s most comprehensive rural employment
program that lifts the I-curve yielding higher incomes for each
productivity level. The program guarantees 100 days of paid work to
every adult rural person. Many of the participants in the program are
women who not only obtain better material conditions, but also more
power in their villages.
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The former International Development Secretary in the UK, Hilary
Benn, clearly saw some of the bene ts from programs like these -not only in India but more generally in Africa, Asia and Latin America.
In a presentation in 2006, he emphasized how the welfare state ''can
stop a farmer selling precious assets - her livestock, farm tools - when
she suffers a crisis, such as a drought or someone in her family
becoming ill. It can help her and those many millions who go hungry
even in the good years, when there is no drought. Social security can
encourage her to take risks with higher yielding crops. It can
encourage poor families to keep their children in school - as shown by
very successful schemes in Brazil, Mexico and South Africa. All of
them contribute to growth, but also to a fairer and more equitable
society''. Combined, such changes may have strong effects.

322

5.2.4 A social multiplier at the household level
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Consider rst the case where the I-curve remains unchanged, but
where the link from income to productivity, the P-curve, shifts up.
The higher productivity for each income level generates a higher
income that in the next round generates an even higher productivity
and an even higher income -- in a self-enforcing process. Thus there
is a social multiplier at the household level that magni es the initial
improvement into positive adjustments in work efforts, incomes and
productivity.
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Similarly, if the P-curve remains unchanged and the I-curve shifts up,
a cumulative process of changes are set forth adding up to a social
multiplier at the household level. No matter which of the two curves
that gets the initial boost, we have clear magni ed effects when one
of the curves changes and the other remains unchanged, we clearly
have even stronger effects when both curves are lifted up
simultaneously.
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In other words, a welfare state arrangement can be a highly
bene cial investment that not only improves the well-being all else
being the same, but also expands the set of feasible opportunities
and enhances the ability for each to take advantage of them. It can
help produce fertile functioning, as we called it in section 2. The
public welfare provisions can spread the costs of necessary
insurance. It can provide social protection against shocks, misuse of
power, and the probability of becoming trapped in deprivation. It can
help people to avoid the slippery slope of poverty as the welfare
arrangement can stop temporary bad events from leading to chronic
poverty.
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The same basic two links between income and productivity, the Icurve and the P-curve, may also give rise to two locally stable
equilibria. They may sustain an outcome where a high productivity

produces a high income that can maintain the high productivity.
Whether or not there are two equilibria like this for each individual
depend on the form of the two-ways links between income and
productivity. In any case the welfare state can affect the situation in a
way that magni es productivity increases.
327

The effects become most dramatic when there are two locally stable
equilibria, and the introduction of welfare state provisions shift the
equilibrium from the poverty trap with low income and low
productivity to the elevated stool with high income and high
productivity. But even when there is a unique equilibrium, welfare
spending can have a signi cantly magni ed effect. As we have shown,
it rst raises income of vulnerable groups. Next, the higher incomes
that each member of the group receives generate an additional
income growth. The higher access to resources raises their
productivity further which again leads to a higher income, and so on.
Naturally, the process converges to a new and higher level of
productivity and income than before. Welfare spending can have
similar effects in employment relationships with inef ciently low
wages.
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5.2.5 Empowering workers with inef ciently low wages
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Can any employer bene t from setting a low wage and obtain a low
effort when he knows that a high wage would yield a high effort? The
answer is yes, he can bene t from higher pro ts. A low wage strategy
is pro table as long as the decline in wage costs, when wages are
reduced, is greater than the decline in the total revenue when efforts
go down with lower wages (Moene 200x, 2016).
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Thus the employer needs to be powerful and must to some extent be
able to force the workers into compliance with his terms. In low
productivity jobs, manned by vulnerable and low-skilled workers
with few outside options, this may often be the case. Such bad jobs
are prevalent in the informal sector in most developing countries. At
the workplace workers' possibility to retaliate, if the employer
reduces the wage, is low. Or, which can amount to the same, the
worker is so vulnerable that she does not dare to speak up against
unfair treatments in fear of the consequences of not having a job.
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Welfare state programs may change such production relations (as
discussed in Moene 2016). Workers would simply get more power
and a higher voice. Vulnerable workers would become less
vulnerable when they are net receivers of welfare bene ts and
support. The consequences of the sack become less severe when
they are socially insured. The health of their kids is less dependent on

own income when they have access to a public health services.
Workers become better trained when the education system
improves.
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Welfare state programs that empower workers and increase their
short term outside options and their long term life chances would
also raise the lowest wages that the workers accept for working. As
the lowest wage goes up, the inef ciency wage strategy becomes less
pro table. Welfare state polices may in addition empower workers
more directly. They may become more willing to stand up against
unfair treatment and employers' abuse of their workers. Both higher
wages and more worker power have implications for what jobs are
most pro table to offer.
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The pro tability of bad jobs is high only when workers are weak and
other wages are low. Empowering workers via welfare programs can
put an end to this kind of employer dominance. It may at least
transform some of the bad jobs into good jobs. When the pro tability
of applying inef ciency wages decline, the low wage strategy
obviously become less attractive. In other words, the threshold level
of productivity that separates good jobs from bad jobs goes down.
Thus we get a lower number of bad jobs and a higher number of good
jobs. In this way welfare spending leads to structural change with a
higher productivity, a higher average effort, and a higher average
wage. The changes are most dramatic at the bottom of the wage and
skill distribution.
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5.2.6 The impacts on job creation and job destruction
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In our interpretation of the process of creative destruction (in
section 4.1) we can interpret all this as an increase in the basic
productivity of investment in modern technology. With more capable
and healthy workers, the pro tability of investing in high
productivity equipment goes up as well. As long as this is the case,
welfare spending is clearly complementary to capitalist dynamics in
the form of real competition. It makes it pro table to invest in thicker
layers of modern technology, generating higher average incomes.
Workers become more concentrated in modern high productivity
jobs. All this contributes to further wage compression as workers
now work under more similar conditions. Higher average
productivity also implies a higher common base wage to all workers.
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We can connect some of this to the discussion of the process of
creative destruction in section 4.x In that set-up the process was lead
to more investment in each vintage (thicker vintages in steady state)
the more pro table new investments are. Welfare programs that
enhance worker capabilities and their productivity also increase the
basic productivity of investment in modern technology. With more

capable and healthy workers, the pro tability of investing in high
productivity equipment goes up as well. In this way welfare spending
can complement capitalist dynamics in the form of real competition.
It makes it pro table to invest in thicker layers of modern technology,
generating higher average incomes. Workers become more
concentrated in modern high productivity jobs. All this contributes to
further wage compression as workers now work under more similar
conditions. Higher average productivity also implies a higher
common base wage to all workers.
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So if this all this is right when it comes to job creation and job
destruction, formal welfare programs lead not only to less informal
economic activities and more formal economic activities, but also to
a structural change of more modern production. This comes on top of
the empowerment effect and the productivity effects. As long as
welfare spending empowers weak groups in their life chances and
that this empowerment provides society wide gains, a pressing
question must be: how can one implement such a system in poor
countries?
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A rst thought might be that since the basic gains come at the
bottom of the wage and productivity distribution it is most ef cient
and fair to target the welfare programs as much as possible in favor
of the worst-off groups. Yet both experience and sound theoretical
reasoning in political economy suggest the opposite:
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5.2.7 The needy bene t the most when welfare provisions go to
everybody
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The comprehensive cradle-to-grave welfare state in European
countries (Scandinavian countries in particular) is based on rather
universalistic programs. The programs have bene ts that go to all
citizens -- rich and poor -- rather than only to the poor. Politically the
welfare state has bene ted from this universalistic feature even
though it is rather expensive. Universal spending gathers wider
support in the population than more targeted programs.
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A targeted program that has bene ts that go to the needy only,
would gather less support unless one can rely on stable and strong
altruism in the population. The insurance aspect of universal welfare
spending extends the political support way up in the middle class
even among citizens who might pay more into the welfare system in
the form of taxes than they expected to get out in the form of
insurance bene ts.
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All these aspects are also important for implementing social policies
in developing countries. One may ask which welfare state policy
would lead to the highest empowerment of the poor and to the

maximal reduction in poverty when the funding of the program is
decided by majority vote in society? If the welfare budget was given,
the answer is obviously the most targeted programs. But the welfare
budget is endogenous and then it is not dif cult to show that
universal programs lead to the highest bene ts also to the worst-off
groups.
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In fact, Moene and Wallerstien (2003) demonstrate that with
targeted programs it is not clear that there would be any bene ts to
the worst-off groups in the absence of strong altruism in the
population. There would be so little self-interest of such welfare
programs from the middle class that the programs easily would
vanish all together. Universalistic spending gather much more
support from the middleclass and downwards, suggesting that
programs that support everybody are the programs that allocate
most resources to those who need them the most.
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Another pressing question for the implementation of welfare
spending is how the overall support for the programs is affected by
changes in the income distribution and in the trust that people have
in the public provider of welfare services.
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5.2.8 Inequality erodes the generosity of welfare programs
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It should be clear by now that the welfare state is nowhere a
mechanism of pure redistribution from the rich to the poor. If it were,
a huge inequality should generate high support for more welfare
spending as the majority in any country earns less than the average
income.
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The welfare state has never worked as simply as that, which is
evident from the observation that even in the developed world it is
those countries with the smallest pre-tax income inequality that have
the largest and most generous welfare states (Barth and Moene,
2015). Extending the picture to include developing countries, it is
even clearer that countries with the most profound inequality and
cleavages have almost no welfare arrangements at all (Lindert, 2004).
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As emphasized already the welfare state is a provider of goods and
services that the private sector often cannot supply equally
ef ciently, including social insurance, health care, and education.
These welfare provisions are normal goods in the sense that the
political demand for the provisions go up with higher income. The
classi cation of welfare provisions as normal goods can be
controversial for reasons that are not so easy to understand. A
normal good is simply one that you like to have more of the higher
your income is.
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These public welfare provisions are paid for by taxes. The demand for
the provisions by one speci c individual therefore depends on how
much she earns, in addition to how high the total taxable incomes in
the country are. On top comes obviously her needs --- how
vulnerable she is to shocks, and her sympathies for others who
maybe worse off. Finally, her demand for public welfare provisions
would also depend on her trust in the state apparatus and in her local
public provider.
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Keeping all other things constant and just raising her income would, I
claim, raise her demand for welfare provision. Why? Simply because
having a higher income she can afford more of many things that she
likes, and also those that the welfare state provides, health services,
education, pensions, and social insurance for her-self and others.
With a lower income, her immediate needs would most likely be so
pressing that she would be unable to pay much higher taxes to have
more welfare provisions.
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Now, with a lower income inequality for a given mean level raises the
income to the majority of citizens. When the majority of the
population gets higher incomes, a majority of voters demand higher
provisions by the welfare state.
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Above we discussed a case where structural change reduced in
equality between good and bad jobs and where the average income
was raised as well. In that case the political demand for welfare
spending goes up both because the tax base (the average wage)
increases, and because the individual wage to most workers within
the majority goes up as well --- without necessarily altering the needs
and risk that each person is exposed to. So, welfare spending
becomes higher when inequality (before taxes and transfers) is low,
reinforcing the initial wage compression via political adjustments and
structural change.
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Welfare spending is therefore one of the clearest examples of
how equality creates support for more equality. In several
connections this proposition has been tested. The results are clear:
wage compression increases welfare spending (see Moene and
Wallerstein 2001, Barth and Moene 2015, Barth, Finseraas and
Moene 2015).
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In fact, in North European countries this mechanism seems to be so
strong that a generous welfare state is not dependent on a social
democratic party being in power. It is rather the other way around: in
order to win elections, political parties from across the spectrum
have to shift their policies in a social democratic direction as wage
compression shifts the political center of gravity. And, as incomes

become more compressed both right-wing and left-wing parties shift
their policies towards higher levels of generosity (Barth, Finseraas,
and Moene, 2015).
355

Can this sunshine story of welfare spending hold in an unstable
developing country where people don't trust the state apparatus,
where there perhaps are dishonest and incompetent local providers
who never forget themselves in allocating the bene ts meant for
others? Each of these features poses problems. Yet, they are common
problems with all policies to be implemented in a country with fraud,
favoritism and corruption, not only those of social provision. When
institutions are extractive, they need to be changed no matter which
policy is to be implemented. Thus anti-corruption policies must
always be part of the strategy of development --- including strategies
of social equality.
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5.2.9 How equality can multiply
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To have a realistic view of a welfare state for the poor, we have to
incorporate how welfare spending is both fueled by and fuels income
equality by empowering weak groups in the labor market and via
structural change in the economy. The generosity of social policies
narrows wage differentials by altering the power between groups
and the dispersion of productivity in the economy. Both reactions
lead to more wage equality. In the next round higher wage equality
raises the political support for a more generous social policy by
raising the income of the majority of the electorate.
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This complementarity between social spending and earnings is an
important example of the mutual dependence between politics and
markets. It demonstrates how economic and social equality
multiplies due to the complementarity between wage determination
and welfare spending. Based on an elaborate model of these
processes, Barth and Moene (2015) estimate an equality multiplier
of more than 50 per cent, using data for 18 countries over 35 years.
Any exogenous change in either welfare spending or wage setting is
thus magni ed in the long run by 50 per cent by endogenous forces
caused by social complementarity. Comparison of countries show
that the multiplier is highest in countries that start with a low level of
welfare spending, like most developing countries to day.
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The equality multiplier helps explain why almost equally rich
countries differ so much in the economic and social equality that they
offer their citizens, and why the divide in living standard between
rich and poor countries may be widening. The equality multiplier can
generate persistence of social policies. In the development context
this may be good news as countries that embark upon social equality

as a development strategy may be able to continue with the policy.
The equality multiplier creates the conditions for further social
improvements even with shifting governments.
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Thus, it may be seriously wrong to think that a country must develop
rst and then, once it has become rich and af uent but not before, it
can distribute the fruits of its development to all citizens. Yet many
observers and policymakers insist that development must come rst,
redistribution and social provisions second. They seem to nd it
reasonable to think that it is important to become rich rst, and next
to redistribute the fruits of labor via welfare spending.
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5.2.10 A good development path has continuous redistributing
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First of all, ‘development rst – redistribution later’ is based on an
idea that we can postpone necessary policies of health provision,
education and social insurance till the country is af uent. This is to
give priority to private consumption for the better-off to an extent
that is clearly absurd, and it might even undermine the ability to earn
high private incomes as well. If I'm right that welfare spending have
clear social gains for society in the form of empowerment and higher
productivity, it must be important to start early with welfare
spending. Postponement just means that the potential gains are
wasted, that people are deprived of the bene ts they could have had.

363

Secondly, it is based on the false assertion that becoming rich with a
certain income distribution, does not affect the political ability to
redistribute in the future. But economic development creates
economic and political interests that tend to sustain the emerging
distribution via the political processes. This is another aspect of
political reinforcement where high inequality generates low support
for redistributive welfare spending. So, postponing the policy can
imply eliminating it all together.
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As long as the political support for welfare spending declines as
economic and social cleavages increase, and as long as a
postponement leads to further increases this inequality (some get
rich rst), then it follows that the emerging richer upper-class may
use the political power that their rising wealth entails to preserve
their privileges and thus block reforms of generous welfare bene ts
to the worst-off majority.
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Deng Xiaoping was seriously wrong when he suggested that the
masses (in China) should accept that some people should become
rich rst. ‘Letting some get rich rst’, may become a slogan for vested
interests in policies that always let the same groups go rst -- all of
the time. Among those who bene ted the most at the earliest stage
of deregulation in China were of cials of the Communist Party who

quietly got rich -- fast. It is easy to understand that this kind of
`corruption' creates strong political forces not to pursue social
equality in the future. Egalitarian policies would reduce some of the
huge rents that the political of cials have obtained for themselves.
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Generally, in all countries, letting some get rich rst, before
introducing welfare state arrangements, creates strong opponents of
any egalitarian reforms of redistribution and empowerment. Those
who become rich rst are likely to favor other policies that maintain
their privileges whether they are based on corruption, fraud,
inheritance, or just unregulated capitalist markets.
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5.2.11 Visible
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The productivity effect of welfare spending emphasizes how the
welfare state raises the labor productivity of poor workers who
become stronger and more able when they are better nourished and
protected, when they have better health and more education. The
empowerment effect emphasizes how the welfare state enables
weak groups to take more control over their lives, to be more
resistant against shocks and deprivation, and better protected
against the abuse of power by landowners and employers.
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Therefore the head start of welfare spending is economically and
politically advantageous. It can reap the bene ts of empowerment
and of higher productivity for a longer period. In addition, it can
prevent that those who have improved their income status obtain
high political power and a low willingness to help others for the
collective good of the great majority.
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In our view welfare programs for the poor in poor countries
implies that production goes up, poverty declines, the pro ts from
good jobs goes up while the pro ts from bad jobs decline This
positive picture of the welfare state for the poor in poor countries
contrasts some common views on welfare spending that focus most
attention on visible costs. The bene cial effects are less visible.
Often we cannot see them directly as they are based on a
comparison with outcomes from circumstances that are no longer
there, but that may quickly reemerge once we stop the spending.
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To achieve some of this the bene ts paid out by the welfare state
need not be on Swedish levels in any absolute sense. The bene t
levels have to be set in accordance with the local living conditions in
the country. Perhaps one should search for policies that make
welfare spending as a share of GDP more or less the same across
countries, both rich and poor. This share may well be at the Swedish

level. In any case, no country needs to be rich before introducing
welfare state programs -- but they may become rich by introducing
them.
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5.3 Social safety nets and individual well-being in transition
economies

373

What do the empirical literature say about the links between
provision of social welfare and individual well-being? A wide range of
studies show that individuals who live in countries with better and
more widely shared safety nets and public health systems, among
other things, have higher levels of well-being. Happier individuals
with more positive outlooks for the future are not only more
productive and healthier, but have better labor market outcomes
over time (Graham, et al, 2004; DeNeve et al., 2013).
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In contrast, several factors associated with persistent poverty not
only undermine the productivity of signi cant sectors of today’s
labor markets, but also those of the next generation. Inferior or
inexistent public services and lack of social insurance, for example,
and the associated stress due to constant uncertainty and
circumstances beyond individuals’ control, can eventually have
negative cognitive effects, which make it dif cult for them to plan
ahead, much less invest in their futures and that of their children.
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A prime example which illustrates the linkages between social
safety nets and well-being comes from the post-communist (or
transition) countries, namely post-Soviet countries and China. In
most transition economies, life satisfaction declined after the
transition. The deterioration of the social safety net and the sudden
exposure to market uncertainty following the transition is a key
source of unhappiness and anxiety in these economies. Their
experience informs policy decisions regarding the linkages between
safety nets, state intervention and well-being.
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Life under communism was predictable and secure. People
were guaranteed jobs, and social insurance coverage was universal in
its truest form. The transition to market capitalism removed the
safety net that had protected the well-being of people and their
families. For the countries of the Soviet Bloc, the transition process
resulted in a massive economic collapse with GDP falling 50 to 85
percent of the 1989 level (Easterlin 2010). The job market, which had
operated at virtually full employment under communism,
deteriorated with double-digit declines in employment levels.
Exposure to market uncertainty and risk and the privatization of the
social safety net in such areas as health insurance and education left
the people feeling vulnerable and insecure.
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To take one example, Bulgaria was a country which relatively
speaking thrived during the Soviet era, but is now the worst
performing country in the EU (on the basis of GDP per capita in
2014). The plunge left the citizens with an identity crisis and a sense
of inferiority accompanied by nostalgia for the communist past (Ono
and Lee, forthcoming). Unful lled expectations, blocked
opportunities, and rising inequality between the rich and the poor
created a sense of injustice and threatened social integration
(Boyadjieva and Kabakchieva 2015). Consequently, Bulgaria is one of
the unhappiest countries in the world (Figure 11). More
devastatingly, Bulgaria suffered a massive depopulation as
disillusioned citizens left the country in large numbers. From its peak
population of 9 million in 1988, the country has lost nearly 2 million
people, mainly through out-migration. Although a direct link
between life satisfaction and out-migration cannot be established,
the case of Bulgaria illustrates one instance of how extremely low
levels of well-being – both objective and subjective – can prompt
people to exit.
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Unsurprisingly, the decline in satisfaction in the postcommunist countries is most acute in the life domains where support
was assured prior to the transition (Easterlin 2010). For example, in
the case of the former German Democratic Republic, the largest drop
in satisfaction were found in the domains of childcare, work, and
health. In contrast, gains in satisfaction were reported in material
consumption, such as goods availability and dwelling.
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Survey results taken after the transition underscore the
people’s negative perceptions of the transition process. Exploring a
large-scale survey of 28 transition countries, Guriev and
Zhuravskaya (2009) report that half of the respondents in these
countries believe that the transition did not bring any gains at all.
Other surveys from the post-Soviet countries show similar results
with the majority reporting that they were better off economically
under communism (Czismady 2003).
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Unlike the post-Soviet economies, China did not suffer from an
economic collapse, but experienced unprecedented economic
growth following the transition. Yet, life satisfaction in China actually
declined during the same period accompanied by increases in suicide
rates and incidence of mental illness (Graham et al 2015).
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The deterioration of the social safety net is a key source of
unhappiness in China.
Like the post-Soviet economies, China’s
path to market capitalism involved large-scale privatization of public
services which weakened the existing institutional setting and
destabilized people’s lives. Far from the universal healthcare that the

people lived with under the communist regime, the majority of the
Chinese population (mostly rural area residents) was left without
health insurance prior to the health care reform of 2011.
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The demise of the social safety net coincided with the timing of
improved economic performance and rising aspirations in China.
Many people, especially those who migrated from rural to urban
areas, experienced relative deprivation as they faced blocked
opportunities and unful lled expectations.
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Higher inequality between the rich and the poor instilled
feelings of injustice and unfairness. The transition bene ted the rich
relative to the poor in China. Survey responses by income categories
taken in 1990 and 2007 show that life satisfaction declined in the
bottom two income categories, but increased in the top income
category (Easterlin et al 2012).
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While the transition countries provide the most dramatic
examples of changes in or deterioration of safety nets, there is a
more general relationship between better public goods,
environments, and social support and aggregate levels of well-being
around the world (Graham, 2009; Helliwell, Layard, and Sachs, 2013).
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There is less clarity on the relationship between well-being and the
level and nature of safety nets, however. Different societies have
different norms about the relative roles of individual versus
collective responsibility in providing social insurance and social
support. Some, such as the U.S., place much more importance on the
former, and others, such as most European countries, place more
emphasis on the latter. And in other societies, as in many Latin
American countries, families play much more of a role in providing
social support and help at times of need than they do in others (and
particularly in contrast to the transition economies, where public
institutions used to play an all-encompassing role).
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Given these differences in social norms and families and social
structures, it is not possible to propose a particular form of safety net
or social welfare system that will increase aggregate levels of wellbeing world-wide. Yet societies with inadequate safety nets and
economic and social systems which accentuate inequalities across
socio-economic and racial cohorts clearly have lower levels of wellbeing than others at comparable income levels.
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The US today is a case in point. A signi cant decline in the availability
of low-skilled jobs combined with inadequate social support for the
unemployed is increasingly associated with widespread desperation
and lack of hope among some cohorts (poor whites in particular). This

ill-being is re ected in an increase in preventable deaths (suicide,
opioid and drug addiction, and diabetes) and is driving up overall U.S.
mortality rates (Case and Deaton, 2015; Graham, forthcoming).
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Adequate social support for those who fall behind is an essential
element of happy and just societies. The nature of that support will
vary across societies, re ecting social norms on the one hand and
economic and institutional structures on the other. Societies which
fail to provide the institutional and economic resources necessary
are much more likely to perpetuate or exacerbate injustice and to
have signi cantly lower levels of well-being.
5.4 Ownership Models: Democratizing Economic Organizations
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Much of the discussion thus far has focused on national level analysis
of social justice and well-being. In the following subsections we look
at how social justice outcomes have been produced at the regional
scale by non-state as well as state-led actions. The cases discussed
offer strategies for social progress that highlight socio-technical
assemblages that have provoked the emergence of new social norms,
non-capitalist economic organizations and the ethos of solidarity in
place. They offer insights into mechanisms for achieving social
progress at the grassroots that can travel out to different contexts
and be activated at more encompassing scales.
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Material wealth is created in a variety of organizational contexts
including capitalist business enterprises, sole proprietorships,
cooperatives and hybrid enterprise forms as well as in households,
neighborhoods and communities. Feminists have long established
that the material stuff of life is not only produced in commercial
contexts but also domestic and civic settings. Technologies for
inventorying and tracking non-monetized wealth and its distribution
have only recently been developed (Waring, date) and are as yet not
clearly linked to social justice producing mechanisms.

392

One set of interventions to create more socially just ways of
distributing material well-being have focused on democratizing the
appropriation of social surplus within economic organizations
involved directly in wealth creation. From a heterodox economic
point of view what is produced over and above what is needed by the
economically active members of a society for their material survival
is deemed social surplus (also known as wealth). This social surplus is
what is available to support the material well-being of those who do
not produce material necessities but who contribute to societal wellbeing in myriad other ways (so called ‘dependents’ children, the aged,
the disabled and those who are studying and training; administrators,
cultural workers, health providers, protectors and so on).
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Collective sharing of social surplus may in principle take place in
many ways. We rst give a brief presentation of pro t-sharing
arrangements before we move to sharing of wealth within the
private realm of employee owned businesses, worker owned
cooperatives and social enterprises. Sharing of wealth is supported
by legal infrastructure that works against the purely private
appropriation of surplus. To what extent these enterprise
interventions create social justice in terms of equality and solidarity
beyond the rm is debated. What they do achieve is some measure of
redress of the economic injustice of surplus appropriation by private
capitalists.
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5.4.1 Alternative pay schemes: sharing pro ts with employees
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Pro t-sharing is not a very radical change compared to traditional
wage economy. It consists in compensating workers with a share of
the pro ts per worker as part of their pay. The pro ts that are shared
are calculated with a certain xed base wage and workers get a share
of the pro ts in addition to this base wage. In the most simple form
pro t-sharing means that workers have a contract to obtain part of
the surplus created, but without any decision making rights or
democracy at the work place. Whether this actually means that
workers obtain higher earnings compared to what they would have
achieved with traditional wage labor depends on how high the basic
wage is.
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Pro t-sharing is not a new thing. It is an old arrangement used
in many capitalist enterprises way back in the 17th and 18th century
--- both in the US and in Europe (at least in France and England). For
instance, many British coal mines introduced pro ts-sharing around
1860. The arrangements were popular among workers as long as
pro ts were high and increasing. But when times became bad and the
mines had declining pro tability, the arrangements became
unpopular and they the coal mines eventually canceled the system.
Recently pro t-sharing has been used a lot in Japan and South Korea
where pro ts-haring can constitute around 30 per cent of the total
pay per worker in large companies.
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After the publication of Martin Weitzman’s The Share Economy
in 1984 there was a heated debate about the functioning of pro tsharing as a remuneration system. Weitzman’s claim in the book is
that with pro t-sharing in a capitalist market economy would
generate a ‘suction equilibrium’ in the labor market. By the term
suction equilibrium he meant a state of excess demand where each
pro t-sharing rm would hire more workers if it could nd any, but
where no rm has reason to change the wages.
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To illustrate how this kind of booming employment can arise,
think about book sellers hired by publishing houses. They are
normally compensated by 30 per cent of the value of each book they
sell. Accordingly the publishing houses earn a gross pro t of 70 per
cent of each book sold. Adding an additional seller would only
increase pro ts and publishing houses would therefore like to hire as
many booksellers as possible. Each of the already hired booksellers,
however, would not like the entry of new ones, making it more
dif cult to sell books. Yet the publishing houses can’t lose anything by
hiring an extra seller. He would costs nothing if he does not sell any
books, and from every book he sells the publishing house gets 70 per
cent of the value.
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One of the authors of the present chapter tried to check
whether this was a true description of how the bookseller market
actually worked. He contacted the publishing houses in his home city
and asked whether they would hire him as a seller. Without further
checks they were all willing and extremely eager to employ him. Even
when he admitted that he was employed by the university, and that
he only investigated how they hired booksellers, they did not give up,
insisting that it was possible to work in the evenings in addition to
the university job and so on. He concluded that that all booksellers
were willing to employ any idle person without further ado --- the
suction property.
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The more interesting question, however, is whether it would
work equally well to introduce pro t-sharing contracts in all
enterprises in the entire economy. Perhaps the suction properties of
the macro labor market would persist, guaranteeing a path close to
full employment. Yet it would come at a cost. With pro t-sharing
workers are invited to bear part of the risk of uctuations in the
output markets shifting risks from capital owners to workers. The
risk borne by workers would also include the risks of management
failures. More democratic and participatory models of worker
management would correct some of these weaknesses. Yet, it is an
open question whether the suction properties of pro t-sharing can
be maintained with more participatory management.
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5.4.2 Employee Ownership: sharing wealth with employees
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Employee ownership is a much more radical arrangement. It may
increase economic justice by broadening the number of owners of
business enterprises through shared ownership with employees.
There are many varieties and grades of employee ownership. In the
US there extensive employee stockownership plans (ESOPs) where
employee ownership is highly inegalitarian within the groups of
worker owners.
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The UK Nuttall Review of Employee Ownership, Sharing Success
(2012), de nes employee ownership as
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a signi cant and meaningful stake in a business for all its
employees…. What is ‘meaningful’ goes beyond nancial
participation. The employees’ stake must underpin organisational
structures that ensure employee engagement. In this way employee
ownership can be seen as a business model in its own right. (Nutall,
2012: 74-75)

405

Whether employee ownership is an intervention that promotes
radical transformation of the conditions under which widespread
social injustice is created is debated. However, it is a strategy that
foregrounds the right of employees to claim a share of the pro ts of
business. The well-being of employees in employee owned
businesses is reportedly higher than in non-employee owned
businesses and this increases in companies that “provide employees
with a greater stake and involvement in long-term collaborative
goals” (Nutall, 2012: 29).
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5.4.3 The Mondragón Example
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Much has been written about the cooperative economy that
developed in and around Mondragón in the Basque region of Spain
during the 1950s and continues to thrive (e.g. Gibson-Graham, 2003;
Redodno, et al 2011). Today strategies of the Mondragón
Cooperative Corporation (MCC) are being emulated in many
locations around the world where capital ight and
deindustrialization have left communities bereft of livelihood
opportunities. The key element of the Mondragón model is direct
worker ownership of production and distribution enterprises and
indirect ownership of nancial (banking, social provision and
insurance) and knowledge (research centers, a university, vocational
training and schools) institutions that support the regional economy.
Social justice is embedded in wage structures (no more than 1:6
difference between lowest and highest wage in any business),
decision making (one member, one vote), surplus management
(vested in the business or bank to allow for expansion of coops and
cooperative employment), welfare provision (access to health and
social insurance) and the built environment (a unique urban fabric of
co-located high density housing, sociable public spaces, goods and
service outlets and places of employment).
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A commitment to people before pro t (the subordinate and
instrumental character of capital) lies at the core of the Mondragón
economic system. But how did it become a shared commitment with
the power to shape business practices? How did a discourse of social
justice and the dignity of labor become a performative reality-

shaping technology? From an STS perspective it is important to
identify the networks that pre-dated and co-evolved with the
sociotechnical assemblage we now recognize as the Mondragón
model and the metrologies that continue to support its social justice
ethos.
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Ideas drawn from Catholic teachings and the writings of late 19th
century social theorists were introduced into the Mondragón
community by the local priest Father Arizmendiarrieta who, some 15
years before the rst worker owned cooperative was started in the
mid-1950s, conducted reading and discussion groups with young
community members. In addition to these study circles, Arizmendi
fostered sporting and activity clubs that provided neutral spaces
where deep personal and political antagonisms en amed by the
Spanish Civil War could begin to heal.
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So when the rst manufacturing plant was opened as a worker
owned cooperative this experiment rested upon a network of
associations that had built trust and a shared commitment to
cooperativsm. In the ruins of post-war destruction and in the face of
Franco’s vindictive economic disenfranchisement of the Basque
region the initial cooperative used basic technology to produce
affordable kerosene cookers and heaters to sell to local consumers.
Now, one of the most advanced manufacturers in Europe, the MCC
has always put people not only before capital but before technology.
A transparent accounting system was developed to manage surplus
allocations and over the decades it has been usefully deployed to
facilitate retooling and manage job loss without employment loss
(Gibson-Graham, Cameron and Healy, 2013).
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There are clear limits to the Mondragón social justice sociotechnical
assemblage, but its boundaries are uid. Temporary workers and
non-co-operators are encouraged to take up membership as full cooperators when it is nancially feasible and the assemblage can
expand without undermining its resilience. This is a case in which
state policy excluded the Basque region and forced communities to
develop their own survival pathway. It stands as an example of
bottom up social justice achieved by non-capitalist economic
organization.
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5.4.4 The Kerala Example
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The example that we focus on here shows how self-management can
implement gender justice at an regional scale in the state of Kerala in
India. Kerala has 33 million inhabitants. The population consists of
60% Hindus, 20% Muslims and 20% Christians. While poor by
standard measures of per capita income, the population is rich by
other measures.
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The average life expectancy is 73 years for males and 75 years for
females, comparable with that of the US (and some 10 years higher
than for India as a whole). Some 94% of births are attended by health
professionals and the infant death rate is lower than that for African
Americans in Washington DC. The total fertility rate is two births per
woman and the population growth rate is below replacement level.
Compare this to the 1950s when Kerala had the highest population
growth rate in India. These demographic changes have been achieved
without the coercive state practices pursued in China or the rest of
India that have reduced population growth, but seen the rise of
abnormal female to male sex ratios. In India as a whole this ratio is 91
women to 100 men. In Kerala, for every 100 men there are 109
women (Gibson-Graham, Cameron and Healy, 2013).
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In the State of Kerala and, prior to the 1950s, in the princely states of
Travancore and Cochin there has been a history of investment in
mechanisms that produce social justice. Governments have
prioritized land reform, food security and mass health and education
programs targeted to the poor, women, scheduled castes and rural
residents. What explains this longstanding commitment to investing
in social advancement in a society where ethnic diversity might easily
have been a barrier to public goods provision?
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An STS (see section 3.7) perspective helps shed light on the
con gurations at work here. As with the Mondragón case, there are
antecedent associations and networks that sowed the seeds of an
egalitarian discourse in Kerala in the early 19th century. Christian
Protestant missionaries preached the “equality of humans before
God….[and] questioned the creedal bedrock of caste” (Singh,
2010:290). They made education available to lower castes and
women, and though the numbers educated were small, there were
enough “politicized, economically mobile members of lower castes
with an English education” to fuel leadership of a sub-nationalist
movement against ‘foreign’ (i.e. non-Malayali Brahmin) ruling elites.
The late 19th and early 20th century movement to consolidate all
Malayali speaking regions into a single state used signature
campaigns, petitions and public rallies to generate popular support.
These technologies helped generate a “Kerala-wide consciousness of
shared community” (Chiriyankandath, 1993:650 quoted in Singh,
2010:284). Since the State of Kerala was formed in 1956, state
governments, many of them Communist led, have vigorously pursued
social policy with a “pronounced redistributive emphasis” (Singh
2010:287).
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The shared community has informed mass programs of volunteer
action. In 1989-91 the Total Literacy Campaign recruited 350,000
volunteer teachers to target rural illiteracy. Volunteers learned from
doctors how to match 50,000 pairs of donated eyeglasses to

recipients with bad eyesight. The effect of this concerted effort is an
of cial literacy rate today of 90%. Throughout the decades, women’s
literacy has been particularly targeted. When women are literate it is
more likely that all children, not just boys, are also literate. And when
women are educated the transition from high to low population rates
is much more likely to occur.
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An unfortunate consequence of the better wages and conditions
achieved by workers in Kerala is that factories have moved to
cheaper regions in India. There are high rates of unemployment and
underemployment. Many educated Keralites seek employment
overseas. Physical health across the board has improved
dramatically, but mental health problems remain, including high
suicide rates. Though mainstream economists are unhappy with
Kerala’s low rate of economic growth, others are intrigued by the
experiments with a non-mainstream kind of economic growth being
pursued here. Can the stabilized population and commitment to
fairness and redistribution be ingredients for a low wage future built
around a good life?
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In Mararikulam, one of Kerala’s poorest areas, some 15,000
neighborhood savings groups, each made up of between 20 to 40
women, are transforming themselves from credit associations to
production cooperatives. Small amounts of money saved by 17,000
women have yielded enough to capitalize a range of producer
cooperatives making soap, school items, coconut coir products and
food. In 2002, 30,000 women took the Maari soap pledge to buy
locally produced Maari soap rather than imported brands. And in
2008, 300 representatives from 100 local governments in Kerala
signed the “Mararikulam Declaration for Self-Suf ciency in
Vegetable Production.” They pledged to support women’s
participation in organic vegetable farming and they diversi ed crop
production to achieve food security in the foreseeable future. A new
sociotechnical assemblage is forming in which the production of
relatively low tech products that serve daily needs is backed by a
complex network of nancial instruments and consumer
commitment still motivated by a sense of shared community.
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5.4.5 The Indian Self-Employed Women Example
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The Self-Employed Women’s Association (SEWA) was born in 1972
of Gandhian principles and trade union tenacity in the same streets
that earlier ignited the Indian Independence Movement. For more
than four decades, SEWA has been working with poor self-employed
women, enrolling them into a union association that helps them
improve their livelihoods through various initiatives in training,
micro nance, market linkages and natural resource management,

across a number of trades. Today, SEWA is a member based
organization of more than 2 million poor self-employed women
workers spread across 14 states in India.
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The work of SEWA is based on the core beliefs that economic
empowerment leads to social justice, that work must contribute to
growth and development of others, and that the decentralization of
economic ownership and production creates a more just society.
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SEWA focus on economic empowerment. Its extensive experience in
working with marginalized women at the bottom of the pyramid has
shown that the surest way to ensure social justice for an individual is
to invest in her economic empowerment. When a marginalized
woman gets the support and obtains the ability to increase her
income earning potential and uplift her family, she is empowered
socially as well. She gains con dence in her dealings with her family,
her co-workers and members of her community. She earns respect
from her family and the community, and is often able to transcend
societal barriers imposed on her on account of tradition, custom,
caste and religion. She is also able to access more and better
opportunities. Being able to earn a digni ed livelihood has a
transformative and sustainable impact on a marginalized woman and
her family.
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SEWA has a relational view of work. Its interpretation of work is
derived from Indian philosophical thought that conceives the work of
an individual in relation to the environment. Whatever we consume
is taken from the world and so something has to be put back into it. In
relation to the natural world, this obligation is interpreted as the
need to conserve and the need to replenish. If a tree is cut down, one
needs to be grown in its place. In relation to the social environment, it
is seen as the need to contribute to the growth and development of
others. SEWA’s experience has shown that working for others, and
especially for the most vulnerable, creates a force that builds a
movement that leads to social justice. SEWA’s leaders are elected
from among the members. To gain leadership positions, they must be
accepted by the most vulnerable members. These women are also
the ones who become loyal and active, and become the life force of
the movement.
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SEWA works for decentralization of ownership and production. A
more just society requires that ownership of economic resources be
distributed more equitably. Within most countries, the distribution
and ownership of wealth tends to be concentrated in certain areas,
and generally the wealthier areas attract more resources and the
poorer areas lose them. Economic decentralization is one way of
distributing resources. Reaching the poorest has been a major
administrative exercise when organized on a national level. SEWA

believes that a more ef cient system would be one where food,
clothing and other minimum requirements are distributed locally.
Even more ef cient would be local production of required needs.
New technologies and inputs could bolster this production and
encourage backward and forward linkages with mainstream markets.
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The strategy of decentralization is connected to SEWA’s idea of
‘holistic work’. In many societies, especially among women, work is
satisfying and creative if it is part of communal life. Decentralized
production gives communities greater control over what they
produce and how it is used. One good example of the holistic nature
of decentralized work is found among communities who live in areas
rich in natural resources such as forests. Where communities have a
greater control over these resources, they tend to preserve and
regenerate these resources. This holistic perspective requires that
the individual gives back something to the world, even as she takes
away from it for her maintenance. Building such interdependence
requires a strong sense of local community and culture that
integrates the economic and social realms.
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Local production and distribution also strengthens the economic role
of women. Much of their work is non-monetary and meant for use
within the family. Much community work that involves maintaining
social relationships is also done by women. Economic
decentralization leads to two trends that are bene cial to women. It
strengthens local markets and local skills and makes markets more
accessible to women. It raises the value of non-monetary work,
including all forms of community and service work, and this work
acquires a more holistic meaning and comes to be understood as
work done for the maintenance of the society.
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SEWA’s mission to empower its marginalized members and lift them
from poverty is driven by two speci c goals – bringing full
employment to its members, and making them self-reliant. Full
employment means that in addition to income, members obtain food,
social security, health care, child care and shelter. Towards this,
SEWA adopts an integrated approach with four speci c strategies:
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Organizing women: As individuals, poor women have little or no
voice. Together they become strong, gain con dence and
bargaining power, and become capable of great achievements.
SEWA organizes its members into savings groups (federated at
the district level), producer groups, cooperatives and producer
companies, and provides continuous handholding support to
these entities to achieve their respective objectives.
Building new skills and capacities: SEWA works to continuously
build capacities, skills and leadership, and encourages women to

become part of the decision making process at home and in public.
SEWA strives to encourage women to become owners and
managers and not just producers and laborers.
Encouraging capital formation: SEWA encourages women to
create assets at the household, group and community levels to
ght vulnerability, and improve access to affordable nance.
Increasing social security: To enhance women’s well-being and
productivity, and reduce the impact of crises on the fragile
household economy.
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Many of SEWA’s economic programs are driven by institutions, and
often managed by grassroots women. The SEWA Bank, for example,
was founded in 1974 after 4000 poor self-employed women
contributed share capital of Rs. 10 each. They registered the Mahila
SEWA Cooperative Bank under dual control of the Reserve Bank of
India and the State Government. Since its inception, the SEWA Bank
has been bringing affordable and customized nancial products to
the informal sector that is otherwise excluded from the formal
banking set up. So far, SEWA Bank and SEWA’s District Associations
(members’ own economic institutions at the district level) have given
loans amounting to a total of over Rs. 100 crores ($15 million),
freeing grassroots women from the clutches of exploitative
moneylenders and helping them invest in productive activities. The
total deposits of grassroots women (as well as savings groups) with
SEWA Bank amounts to over Rs. 172 crores ($26 million).
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The SEWA Manager ni School (SMS) was born in 2005, an all women
organization dedicated to provide training and skill building
programs to micro-entrepreneurs in the informal sector. SMS began
by providing a range of managerial trainings to grassroots executives
and managers to help them prepare business plans for their
respective economic organizations and drive them towards
sustainability and pro tability. Over time, the curriculum has
expanded to a wide range of technical, vocational, managerial and
leadership skills. Today, SMS is a professional skilling organization
with relevant and effective training modules and an ef cient
technology-driven delivery mechanism. Since its inception, SMS has
trained over 1.5 million people in various subjects. Key to the SMS
model is its cadre of 5000 master trainers, drawn from grassroots
members and trained in technical, managerial and pedagogical skills.
These trainers also function as local resource persons for microentrepreneurs, effectively providing them handholding support.
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The Rural Distribution Network (RUDI) is SEWA’s pioneering
initiative to nd a sustainable local-economy based solution to
address food security through an institutional model managed by
poor informal sector women. RUDI, as the name suggests, is a

predominantly rural distribution chain which procures farm produce
from marginal farmers at market prices, processes them and sells
them in the villages at affordable prices. The supply chain employs
hundreds of poor women, with women involved at every stage of the
chain. The management is handled by the women themselves. RUDI
also stands for a brand which has come to signify affordability and
high quality. SEWA has piloted RUDI in several of the districts in
Gujarat and has found it to be a model immensely successful in
addressing food security concerns among rural households. Today,
RUDI has organically grown to a point where it now reaches over a
million rural households annually with packaged agri-products worth
over Rs. 3 Crore ($450,000).
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SEWA has been at the forefront of using technology to empower
grassroots households/communities and promote social justice. Over
the past decade, SEWA has demysti ed technology for its members,
piloted several ICT based innovations and empowered thousands of
rural women. For example, in partnership with private organizations,
SEWA has piloted custom mobile or tablet based applications that
digitize transactions conducted by each SEWA grassroots leader
(aagewan), thereby reducing her travel time, improving her ef ciency
and increasing her income generating ability substantially. The
aagewan today logs into the application with her username and
password, and is presented with a list of allocated villages and
savings groups that she has to visit, from a central database. As she
collects installments or premiums from the groups, she ticks their
names on the application, and with a Bluetooth linked printer,
presents a receipt to the members.
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To help farmers form better harvest price expectations at the
planting stage and thereby make better planting decisions, SEWA
instituted an SMS-based information dissemination system that
brought to the marginal farmer’s village futures’ and spot price
information of the relevant crops from the commodity exchange.
Over a pilot period of 3 years, SEWA extended this information
system to over 150 villages linking over 7500 marginal farmers with
spot and future prices information.
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In two districts of Gujarat, SEWA has set up community radios,
identi ed talented individuals from among its members and set up a
programming team. The team has recorded (and is broadcasting)
over 1600 hours of programming on various topics relevant to the
district, such as agriculture, health, government schemes, weather
information, social issues, local music and so on. The SEWA GIS
system in Vadodra district of Gujarat has mapped local natural
resources, helped in identi cation of water conservation solutions
and creation of appropriate cropping strategies. This system arms
the community with relevant information with which they can

approach the local government (panchayat) and implement solutions
for their villages. Finally, SEWA is pioneering tele-medicine and teleagriculture with doctors and agriculture experts in cities being linked
to members living in remote villages through internet-based
conferencing tools.
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It is instructive to consider SEWA’s 11 questions to monitor whether
they are moving towards social justice or not. To ensure that SEWA is
moving in the direction of the twin goals of full employment and selfreliance, constant monitoring and evaluation is required. In a
membership-based organization, it is the members’ priorities and
needs which necessarily shape the priorities and direction of the
organization. Hence, it is appropriate that members’ themselves have
developed their own yardstick of evaluation.
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The following eleven questions have emerged from discussions with
members and continually serve as a guide for all members, group
leaders, executive committee members and full-time organizers at
SEWA. It is also useful for monitoring SEWA’s progress and the
relevance of its various activities and their congruence with our
members’ reality and priorities. It also leads to increased
accountability of SEWA’s leaders and organizers to the members.
The eleven questions of SEWA are:
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1. Have more members obtained more employment?
2. Have their incomes increased?
3. Have they obtained food and nutrition?
4. Has their health been safeguarded?
5. Have they obtained child care?
6. Have they obtained or improved their housing?
7. Have their assets increased? (like their own savings, land
house, work-space, tools of work, licenses, identity cards,
cattle and shares in cooperatives and all in their own name.)
8. Has the workers’ organizational strength increased?
9. Has workers’ leadership increased?
10. Have they become self-reliant both collectively and
individually?
11. Has their education increased?
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5.5 A more democratic and less in-egalitarian capitalism
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Democratic capitalism is a system in which individuals have the
freedom to trade with each other, at mutually agreed prices, and this
includes trading their labor for wages, and the creation of new
privately owned rms that can hire workers and sell their output.
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In advanced capitalism, large rms are owned by shareholders, who
risk equity (their savings) and share in the pro ts of the rms, if there
are any. Typically, advanced capitalism becomes extremely
economically unequal, as we have described above. The market
system does not provide all goods ef ciently, even if it is very
competitive: social insurance is not provided well by markets, nor are
public goods, nor are public bads properly regulated by markets.
Social insurance and public goods must be provided by the state, and
states collect taxes from citizens to nance their activities. How can
democratic capitalism become more egalitarian? As we have seen, to
answer we need to consider some basic issues about opportunities,
pay and taxes, wealth and incentives --- institutions and social
organizations.
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5.5.1 Taxes and excessive rewards
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States can limit the accumulation of wealth by taxation, typically
income and wealth taxation, though other forms exist as well (such as
consumption taxation). Of particular importance is estate taxation,
for without it, inequality of opportunity necessarily exists for the
children of the original generation, some of whose members can pass
down huge estates to their children. For a society that values
equality of opportunity, it is therefore mandatory to have stiff estate
taxation. For the same reason, the wealthy will oppose stiff estate
taxation. At present, we can say estate taxation is in its infancy, and
this means we have not attacked one of the principal causes of
inequality of opportunity.
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Estate taxation is a form of wealth taxation, which is generally
poorly developed at present. Most countries have taxation on real
property, but no taxation of nancial assets (stocks and bonds). In
many countries, capital gains ( a form of income, because capital
gains are a change in the value of wealth) are not even taxed –
sometimes these taxes may be avoided forever, as in the United
States, where an heir need not pay capital gains on the stock that has
accrued on the donor’s investments during his life[16]. Thomas
Piketty (2014) advocates uni ed taxation of all kinds of capital
globally: even a small tax would provide the considerable value of
providing us with a balance sheet of the distribution of wealth in the
world, which we do not possess at present. Indeed, the good gures
we now have on income distributions in many countries, and which
Piketty and his collaborators have exploited to great effect, exist only
because of income tax records.
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There are two questions regarding the accumulation of vast
fortunes that occurs under capitalism: is this accumulation just, and is
it necessary? Many people believe it is unjust, but far fewer believe it
is unnecessary. For the ideology of capitalism stipulates that only by
allowing the vast accumulation of wealth will we have the innovation and
high standard of living that capitalism has brought about. The popular
term for this view is ‘trickle-down.’ The income that the great mass of
us enjoy trickles down from the huge value created by a very small
class of innovators and entrepreneurs, and if we interfere with their
activity, their good innovations will cease, and we will all become
poor. The neo-liberal view has it that any restriction of markets will
have this effect, and so we must allow unfettered capitalism in order
to enjoy the high living standards that characterize today’s successful
capitalist countries.
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There is, however, a slip in this argument -- a slip between what
free markets will provide to entrepreneurs and innovators, and what
incomes these creative people must receive in order to carry out their
socially important functions. In a competitive market, an individual
receives an income that is equal to her marginal product, which
means the difference in the value of output that she contributes. The
logic that proves this claim is the following: if A can produce a
marginal difference of $10,000 in revenues in rm a, and rm a offers
A $8,000 as payment, another rm b will come along and offer A
$9,000 to do the same work – and b will still make a pro t of $1,000
from A’s labor. Thus if rms compete for valuable labor, they will bid
its price up until A captures her marginal value to the rm. (Strictly
speaking, the rm is then indifferent as to whether or not it hires A.)
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Now consider the Board of Directors that is looking for a CEO
to run a huge rm H, whose annual sales are $100 billion.[17] The
rm has pruned the short list down to Oscar and Ellen. After much
discussion, they estimate that Oscar will add $5 billion to the rm’s
annual sales, and Ellen will add $8 billion. The Board’s guess is that
Ellen marginal product over and above their next best alternative is
$3 billion. Is it surprising that Ellen can bargain for a salary of, say,
$20 million a year?
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In other words, it is perfectly conceivable that the salaries of
CEOs of the largest rms are set competitively. This is because
Ellen’s talents are to a great extent transferable. Although no rm
produces exactly what H produces, there are other rms J and K that
need executive talent like Ellen’s also, and these rms will bid her
away if she does not receive a huge salary.
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In the world at present, the CEOs of American rms are usually
the highest paid. This may well be because in other countries, such as
Japan and Germany, there are social norms that prevent executives

from being paid this much. After all, fty years ago, when rms were
smaller, the ratio of the CEO pay to that of the average worker was
closer to 30:1. Now in large rms it is about 300:1. It is also because
the capitalist ethos has developed more pervasively in the last fty
years. Americans might well have rebelled at the stratospheric pay of
CEOs in earlier days, but now greed is morally permissible. In
addition, the growth of the size of rms (more precisely, their
revenues) contributes to huge CEO pay, because the predicted
marginal contribution of the CEO has become larger.
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From the social viewpoint, it is extremely unlikely that Ellen
would not perform her executive job were she paid, say, $1 million a
year, or even less. But to lower her salary to that extent would
require international cooperation. This lowering could be
accomplished most easily through taxation: taxing incomes above $1
million at a rate of 95% or higher. Such tax rates would discourage
rms from offering executives such high salaries – what would be the
point of simply transferring wealth to the state? Consequently the
pro ts of the rm (after payment of all wages including CEO salaries)
would be greater, and we have not yet addressed how those would
be distributed. However, to prevent Ellen from moving to higher paid
positions, high tax rates would have to be internationally
implemented – or at least implemented in those countries that
domicile rms that are large enough to pay these salaries.
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After all, if the Ellens of this world can earn ‘only’ $1 million a
year as CEOs, would they rather ‘take leisure,’ write poetry or play
golf? Almost certainly not. Their positions as movers and shakers give
them great self-esteem and the respect of others: indeed this respect
might even increase if a social ethos developed, and CEOs were to
view their jobs as social contributions rather than positions for the
accumulation of personal wealth. Clearly, however, organizing this
reduction in large salaries requires international coordination of tax
policy, as long as the capitalist ethos prevails.
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5.5.2 Ownership
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We now address the concentration of ownership of rms, and hence
the accumulation of wealth by those who earn capital income, as
opposed to labor income (for Ellen’s salary, gargantuan as it is, is still
labor income). If salaries become lower through labor-income
taxation, of course private wealth will accumulate more slowly as
well. There will be a transfer of wealth from private accounts to
public accounts: the state treasury.
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We believe the question of how the nation’s rms are owned is
a more dif cult one to address than the problem of preventing huge
salaries of CEOs – and it is CEOs and top people in nance who by

and large populate the top 0.1% and 0.01% of income earners in the
population. (Highly paid athletes, movie stars, and some
professionals comprise only about 5% of this group.) Currently the
concentration of ownership of large corporations is extremely
concentrated in the hands of those at the top of the wealth
distribution. Most people in advanced capitalist economies own no
equity in rms, except possibly through the investments of their
retirement funds. By far the largest investment of most households is
in their house.
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Because markets are necessary, as we have argued,
entrepreneurs will form small rms, and the successful ones will
grow. To prevent the concentration of wealth, at some point the
ownership of these rms must change. The state must nationalize the
rm, paying the owner properly for his development of the rm.
Indeed, the erstwhile owner may be the best choice for the CEO of
now publicly owned rm! After all, he created it, and knows the
ropes. He will, in this case, receive a salary, but the pro ts of the rm
will now escheat to the state treasury.
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There are a number of other possibilities: the state can
encourage the creation of worker-owned rms, through taxation
policy. There may develop rms that are owned by other local
government institutions. The sector of non-pro t rms may grow.
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In our view, the role of rms owned by national and state
governments will be important: indeed, this form probably must
characterize highly capital-intensive rms. In the United States
today, the amount of capital per worker is approximately $300,000.
In the most capital-intensive rms, it is considerably higher. If
workers were to organize such a rm as worker-owned, each would
have to invest this amount in the rm. Workers would have to nance
this investment with loans, and it would be highly irrational for a
worker to have all his wealth tied up in his rm and his house. So it is
probably not the case that highly capital-intensive rms can be
worker-owned.
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As noted a system like Mondragon (see section 5.4), a large
community of worker-owned rms, would be more rational. In such a
community, workers could have stakes in the whole community of
rms, diversifying their risks. Outside nance could be used,
although it is an open question to what extent bondholders would
require some control of the rms in order to purchase their bonds,
which would compromise worker ownership.
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The purpose of the various ways in which rms could be held
would be to realize a distribution of capital income in the nation that
would be approximately equal. It would not be possible without

draconian restrictions to keep capital income completely equal, but it
might be possible to limit the ratio of capital income of the richest to
the poorest to ten or twenty to one. Recall that a signi cant part of
the capital income of each citizen will be received as expenditures by
the state on goods nanced by the pro ts of publicly owned rms
which pass through the state treasury.
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Besides the equalization of income that would occur if wage
differentiation and capital-income differentiation were sharply
reduced, there is an important macroeconomic effect of such a
distribution. Suppose household i receives a share
of the labor income of the nation and also share
of the capital income of the nation. Then it receives share
of the net national product of the nation (which is the sum of labor
and capital income), so its economic interests are to increase the
nation’s net national product. This is quite a different incentive from
the ones people face if some receive only wage income and some
receive only capital income. For example, it will be much easier for
workers to understand that their interests lie not only in increasing
their wages, but in increasing the pro ts of state-owned rms. It
should be much easier to organize an all-encompassing trade union
federation representing all the workers of the nation, because they
have a common interest in increasing net national product. Now to
the extent that a household receives a different share of the nation’s
labor income and capital income, it will no longer be the case that its
economic interest is to increase precisely the net national product,
but the incentives will still be better than if some receive only labor
income and some only capital income.
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5.5.3 Transformation
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What kind of transformation could bring about an economy of
the kind we have been discussing? Would it be revolutionary or
evolutionary? How rapidly would economic arrangements change?
Our view is that changes would be and should be evolutionary rather
than revolutionary. There are two principal reasons for this. The rst
is that we are supposing that democracy already exists in the
capitalist country we are discussing, and hence changes must come
through democratic methods, which will necessarily be gradual and
incremental. The changes we have discussed will surely be the result
of sharp political competition between the wealthy class, which will
ght to protect its wealth and political power, and the rest of the
citizenry. We reiterate that we do not have a crystal ball showing us
that such changes will indeed come about: rather, we have outlined
what we believe is a feasible and desirable path.
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The second reason is that the organization within rms, and the
networks among rms comprise an extremely valuable part of the
nation’s infrastructure, like its highways and electricity grid. It would
be folly to destroy these and attempt to rebuild new intra- and interrm structures. Just the way an auto factory can be rapidly retooled
to produce ghter jets during wartime, so we believe that the
existing rm infrastructure which modern capitalist nations have
built can be retooled quite easily to accommodate a new set of
property relations. To some degree, what rms do will change
gradually, as the new property relations gradually induce a new social
ethos among rm employees and management.
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The one exception we see to this recommendation concerns the
nancial sector, which in many advanced capitalist countries
(particularly the United States) is far more important than it should
be. The nancial sector has changed from one that provides an
important service – namely, matching savings of some to investment
projects of others – to one whose raison d’être is to make rich people
richer. We believe that the recent nancial crisis was a consequence
of pyramid schemes that the American nancial sector constructed
(primarily in the sub-prime housing market) in order to produce high
returns for the savings of the wealthy. Of course, there would be no
place for such shenanigans in the economies we are envisaging. The
nancial sector must return to its former role, and this would be
accomplished through legislation. Whether maintaining such a role
would require that banks be publicly owned (as they are in some
capitalist countries) or not is a secondary question.
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To review, we have proposed a transition path for present-day
capitalist countries that is democratic and incremental, not
revolutionary, whose goal would be to produce an economy in which
every household received not only labor income, but a signi cant
fraction of its income from capital, that would come either from
being a member of consortium of labor-owned rms, or through
consumption of goods nanced by the state with the pro ts of
publicly-owned enterprises. We believe the market economy is
essential, and therefore we cannot hope to have complete income
equality.
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We believe, however, that the material incentives that markets
provide need not be as extreme as they are at present, producing a
very small wealthy class that owns a huge fraction of the nation’s
wealth. The reason for this is that occupations that pay very high
salaries are ones that are intrinsically interesting, and garner great
social approbation. It is not the need to live in 1000 rooms that
induces the very rich to live in palaces, but the need to show others
how successful and important a person one is. If there is
international tax coordination, those with certain rare talents will

continue to employ them for the bene t of us all, they will not live in
palaces, but they will be content for the social approbation they
receive. This applies to superstar athletes as well as superstar
managers, surgeons, and lawyers.
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We do not believe, however, that this kind of economy, with its
relatively equal income and wealth distribution, can survive unless a
social ethos replaces the capitalist ethos that is currently prevalent,
although far from universal, in today’s capitalist countries. There are
many who already have a social ethos – one nds them in various
professions, but largely in the helping professions (social work,
nursing, teaching, care for the elderly and the very young). As one
might expect, those with a capitalist ethos enter occupations where
they can earn high incomes, and so the presence of a high
concentration of wealth does not imply that almost everyone has a
capitalist ethos. It may be quite the opposite, and the ethos transition
we have discussed may occur quite steadily with the incremental
change in rm ownership and labor income that we have discussed.
As people become more equal in material condition, they have more
respect for others, and will be more likely to develop the trust that is
necessary for the social ethos.

6. Challenging issues for social justice in the
21st century and beyond
Human behavior is diverse. The racism, xenophobia and nativism in
many countries show both the need for the social ethos of solidarity
and the potential challenges of acquiring it. Yet people have a high
ability to cooperate with each other when the circumstances are
right. Just look at the many peaceful areas of the world, the big cities,
the large corporations, the voluntary organizations, the global
markets, and all the other types of interaction and cooperation
between strangers. In addition, in many countries citizens trust big
governments and allow them to collect high taxes. The social ethos the guiding belief in society - builds on this kind of trust, but it is
more.
6.1 Can social ethos be imposed from above?
We have touched upon how social ethos of cooperation and
reciprocation may lead people to contribute in the expectation that
the other do the same. Such social ethos may be important for any
alternative social arrangement, or economic system, that takes

fairness seriously. For instance, this social ethos of cooperation and
reciprocity was crucial for the development of the social and
economic society model of Nordic countries. These countries are
ranked favorably when it comes to economic and health security,
productivity, and equality of income. Clearly there is no obvious way
to characterize necessary conditions for the development of such a
social ethos. It is also obvious that social ethos cannot easily be
imported from one country to another.
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The social ethos does not require a shared ethnic background and
nationality. Neither does it require insulation from competitive
pressure. On the contrary, there are clear and maybe surprising
differences across countries in how citizens consider the importance
of competition and free trade. The strength of a shared social ethos
may depend on what else one is sharing. Having a comprehensive
welfare state, for instance, means that the gains from trade are
widely shared across members of society, implying that globalization
meets less resistance. Without a welfare state, in contrast, the
hostility towards globalization may easily become strong. This is
indeed the pattern. The fraction of people who wants protection
measures against foreign competition is as high as 61 percent in the
US, but as low as 29 per cent in Sweden and 35 per cent in Denmark
and Norway[18]. Thus compared to citizens in the US, the Nordic
citizens have over time acquired much more of a shared belief about
the bene ts of protection without protectionism that is maintained
in spite of changing color of the government, whereas beliefs in the
US are more clustered on protection and protectionism being the
same thing.
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Also, if civic organizations are weak – in particular, trade unions –
then capitalists have a relatively uncontested opportunity to develop
a capitalist ethos in a nation. It is in their interest to have individuals
worry only about their own material situation, not to organize with
others for higher taxes, which will be paid disproportionately by the
fairly rich, not to provide public goods, which the rich can relatively
easily substitute for with their private wealth, not to demand higher
wages, which directly reduce pro ts and the income of capitalists
and large shareholders. As Margaret Thatcher said, “There is no such
thing as society, only individuals and families,” a quite pithy
statement of the premise of the capitalist ethos. There is no reason
to believe that the individual preferences for having similar values as
the rest of society are not equally strong in all countries. The
difference stems from what kind of social ethos they adapt.
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6.1.1 Values, development, and cultural change
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To which degree can social ethos be thought of as an immutable
characteristic of a population, or rather is molded by economic
development, cultural change or social policies? To explore this we
can look at large cross-national survey and experimental datasets
that have been collected in the past decades such as the World Value
Survey (WVS).
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In seven waves started in 1981, the WVS has collected information
on moral values, attitudes toward society, cultural and social norms,
of citizens from about one hundred countries who represent, at the
time of writing, 90% of the world population. The message that
emerges from the analysis of these data, according to Inglehart and
Baker (2000) and Inglehart and Welzel (2005), is surprisingly simple.
It is at the same time a story of continuity and change.
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Country-level cultural diversity can be accounted for by two simple
dimensions. First, the “traditional values” dimension emphasizes the
relevance, in the respondent’s life, of religion, paternalism in a child’s
education, preference for large families and rejection of abortion,
nationalism and authoritarianism in politics – which are a-critically
accepted - and a pro-life stance on abortion, euthanasia and suicide.
The waning of traditional values leads to the contextual emergence
of “secular-rational” values, which are characterized by opposing
views on the items just described.
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Second, the “survival values” emphasizes the relevance, in the
respondent’s life, of materialistic values - as engendered by attaching
priority to economic and physical security –, existential insecurity
driven by foreigners, ethnic diversity, and cultural change,
intolerance toward homosexuals and other out-groups, insistence on
traditional gender roles and political authoritarianism. People
scoring high on the survival dimension are generally little trusting of
others and unhappy with their lives. At the opposite size of this
dimension there lie the emphasis on “self-expression”, which favors
the replacement of concerns for one’s own material survival with the
willingness to express one’s own individuality and autonomy, the
tolerance toward out-groups and cultural change, the acceptance of
non-traditional roles for women and the embracement of civic
activism. Trust of others and high levels of subjective well-being
contribute to the self-expression dimension. Such two dimensions
correlate with a large array of other cultural and attitudes indicators,
which denotes a surprising coherence across cultural traits.
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Economic development exerts a massive effect on cultural change
across the two dimensions described above. A rst cultural shift took
place as society switches from agriculture to manufacturing,
associated with the waning of the traditional dimension and the
emergence of secular-rational values. A second cultural shift took

place as a society ends its industrialization phase and becomes
predominantly post-industrial, associated with the survival
dimension subsides in favor of the self-expression dimension
accompanied by a strong demand for a country’s democratization.
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More individuals require democratic institutions. As survival is no
longer an immediate worry for most individuals people are more
likely to choose forms of political institutions that are able to
safeguard individual rights, rather than national interests.
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A country’s cultural traits, as determined by its religious roots and
political history, show strong degrees of persistence over time. The
religious creed that has historically characterized a country, its
political experience, and the speci c historical trajectory, exert a
long-lasting in uence on the cultural traits. Several cultural areas can
be identi ed according to this analysis: African-Islamic, Orthodox,
Baltic, Confucian, South Asia, Latin America, Protestant, Catholic,
English Speaking.
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The pattern is shown in Figure 12 below. Scandinavian countries
stand out as being those having at the same time the highest levels of
secular values and self-expression. It is worth noting that while
English-speaking countries, such as the US, have comparable levels of
self-expression to the Protestant Europe area, they rank signi cantly
lower under the secular dimension. At the opposite extreme of the
chart there lie African-Islamic countries, where both traditional and
survival values are widespread. Catholic Europe and South Asia show
intermediate levels for either indicator. Finally, Confucian, Baltic and
Orthodox countries tend to show high levels of secularity and
relatively low levels of self-expression, while on the contrary Latin
America ranks relatively high on self-expression but low on
secularity. Overall, it is striking that these cultural areas identify
rather homogenous clusters of countries. It is also interesting to note
that countries having multiple religious confessions form unitary
cultural wholes. For instance, Catholic Germans score at virtually
identical levels as Protestant Germans under both the secular and
the self-expression dimensions. (Inglehart and Baker, 2000).
Germany stands in fact “at the border” with Catholic Europe in the
map.
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Source: World Value Survey website.
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Figure 12: Relationship between cultural dimensions per group of
countries
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The longitudinal analysis of these two indicators show that countries
experiencing economic development tend to shift from the southwest corner toward the north-east corner, as described above.
Nevertheless, the process is path dependent, in the sense that a
country’s starting point constrains the direction of cultural change.
Rather than countries converging toward common cultural values, it
is more appropriate to talk about countries moving in parallel.
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The general picture that emerges is one that vindicates both Marxist
theories of modernity and Weber’s claim of cultural determinism.
Marx is proved right in predicting that the industrial revolution
would have affected the cultural ethos of most societies embracing it.
At the same time, Weber was also right in claiming the relevance of
culture for socio-economic development. Inglehart stresses that
these processes are not deterministic but are rather probabilistic.
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Cross-country experimental evidence con rms that economic
development is relevant not only for cultural change but also for
individual propensity to cooperate with one another. Propensity to
cooperate is highest among most globalized individuals living in the
most globalized countries (Buchan et al., 2009). Since globalization is
a close correlate of economic development and modernization, this
evidence supports the view that economic progress goes hand-inhand with behavioral norms that are functional to that very
economic development. Experimental research has nonetheless also
ascertained that culture maintains a considerable role in determining
patterns of cooperation. Various locations used in a large-scale
experimental study on patterns of cooperation (Hermann, Thoni and
Gächter, 2008) cluster almost perfectly into the cultural areas
identi ed by Inglehart and Welzel, 2005). (We review this evidence
in an appendix at the end of the chapter).

489

6.1.2 A means for social progress?
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If culture is so important in enhancing cooperation among
individuals, can cultural or institutional change from outside shape
the social ethos in a direction conducive to social progress? Even if no
culture can claim superiority over the others, Inglehart and
colleagues note that the transition from survival to self-expression
values is in itself a form of social progress, because it permits
individuals to become autonomous in the pursuit of their life plans.
Drawing on Sen (2001), they call this process one of human
development, because it permits the empowerment of individuals in
their choices and in their life.
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Non-Governmental Organizations have for instance advocated the
necessity to instill forms of cultural change in connection with
development aid programs. So-called community-driven
development (CDD) programs seek to foster involvement of
communities into the decisional process leading to the provision of
public goods. In doing so, these programs also aim to create new
social ties among community members, fostering social cohesion,
trust, reciprocity and cooperation (Gossa, 2013, Putnam, 2000). CDD
may be built on participatory processes rather than authority
relations (King et al., 2010; Casey et al., 2012; Mansuri and Rao,
2013; Avdeenko & Gilligan, 2015). The World Bank provide on
average 1.3 billion USD per year in loans to CDD over the last decade
(IDA 2009).
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Studies that have sought to assess the effectiveness of CDD
programs doubt their capacity to bring about positive results. (Wong
2012 reviewed 14 CDD programs and nd no appreciable impact on
local social capital. Investigations on CCD programs in post-con ict
found no effects – neither in Sudan (Avdeenko and Gilligan, 2015)
nor in Sierra Leone (Casey et al., 2012), and only limited effects in
Liberia and the Philippines, respectively (Fearon et al. (2009) and
Labonne and Chase (2011)). Likewise, both international and
governmental interventions had no effect on fostering social
cooperation across Indian villages (Krishna, 2007). Conversely, social
capital was indeed created by homegrown initiatives rather than
external interventions. Overall, these ndings seem to corroborate
Elinor Ostrom’s view (2000) that social capital can be nurtured by
self-organized locals, while international intervention has little or no
impact.[19]
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A more optimistic perspective comes from Ostrom (2000). Her main
argument is that national and international authorities need to
engage with local communities to make social capital emerge from
within, rather than being instilled from outside. In this respect,

providing opportunities for a community to become active and make
decisions on speci c projects nanced from the outside, as many
CDD programs do, may be an intelligent strategy.
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For these programs to be successful local stakeholders must be given
"voice and real responsibility", and not only be involved in short-term
projects where they are largely “directed” by external authorities,
then social capital becomes nothing more than a “shallow fad”
(Ostrom, 2000: 201). Initiatives to mold a social ethos conducive to
economic development and social progress effective must come from
below.
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Another possibility is to actively promote cultural exchanges across
communities or countries. International fairs, events portraying
typical aspects of a certain culture – such as for instance the Chinese
new Year for Westerners - student exchange programs, the diffusion
of culture-speci c artworks, produces or services, or even tourism,
are all examples of such cultural exchanges. This would have the
merit to increase people’s awareness that alternative models of
societal organization, ways to solve collective action problems, or
simply different ways of thinking, exist, and may – or may be not –
more effective in addressing the challenges with which a society may
be faced.
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Cultural exchanges should be seen as another form for letting social
capital emerge as a bottom-up rather than a top-down approach.
This may seem to re-propose new forms of cultural imperialism,
because typically richest countries will have better means to diffuse
their own culture. Nevertheless, state-driven cultural transmission is
only one among many. The internet has proved to be an easily
available instrument in this sense, and it may be argued that it has
empowered people by giving them rst-hand access to information
not otherwise available.
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All in all the existing empirical evidence on CDD indicate that the
attempts to increase social capital from outside are bound to fail.
Instead more attention should be devoted to the Ostromperspective of self-organization when communities are granted more
autonomy and enhance cooperative values and setting their own
goals.
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6.2 What kind of system?
In our discussion of systems of economic, political and social
organizations in the 20th century three experiments stand out: The
rst is the Soviet Union, which attempted for the rst time in history
a ‘dictatorship of the proletariat,’ a state supposedly controlled by

ordinary working people rather than aristocrats or capitalists, but
which failed to provide a good life for most people, due to the
leadership’s fear of both markets and democracy (see section 3.2).
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The third experiment is the Nordic social democracies, that
emphasized a social ethos, through the social-democratic parties,
and developed a great deal of citizen solidarity due in large part to
powerful and centrally organized trade unions that were able to
bargain centrally with capitalists, providing the most pervasive
welfare states that we have seen, along with high labor productivity –
but under conditions of smallness and homogeneity (see section 3.4).
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There are of course many other interesting examples that we
have brie y touched upon, and others again that are beyond our
scope to explore in debt: northern Europe and Canada are capitalist
countries, somewhere between the Nordics with their welfare states
and high taxation and the United States, and with a social ethos that
is less developed than in the Nordics. There is Singapore, a very small
island state, an autocracy, but providing a high standard of living and
economic security for its citizens (and Singapore is interesting
because, unlike the Nordics, it has always been ethnically
heterogeneous). There are South Korea and Japan, racially and
linguistically homogeneous, and with an ethos that might be called
Confucian: these countries have achieved rapid economic
development. There is no country as egalitarian as Japan that is as
large as Japan. (If we plot countries on plane whose two axes are
‘egalitarianism’ and ‘population size’ Japan is on the frontier of the
plot.)
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We have also discussed brie y the Chinese revolution, which
after an initial period of 30 years of slow economic growth
introduced markets, probably because they saw the great economic
success of the other Asian tigers, with astounding results in the
eradication of poverty and rapid growth in living standards, but also
with extreme inequality of income and wealth, and the
disappearance of the social ethos that probably characterized the
early years after the revolution (see section 3.3).
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Yet, we have not really evaluated China. The country stands as
possibly the only successful socialist country in the world. But is it
socialist? Is it a model for the future? China’s economy has socialist
and capitalist features, so it is probably most accurate to say that it is
neither capitalist nor socialist at present. It has a large sector of rms
that are state-owned, and it has a large and rapidly growing sector of
privately owned rms. The ethos in China is much closer to capitalist
than socialist[20].

504

We do not have much information about the distribution of wealth in
China, or the contribution of the state rms to the economy. Our
prediction is that it will not develop in a progressive direction as long
as it remains a political autocracy: there are not real trade unions, nor
a signi cant number of civic organizations in China. Leaders pay lip
service to Marxism, but lip service only. Still, China is a place where
changes can take place rapidly, due to the thinking of a small
collection of leaders. It is dif cult to predict what will happen in
China, how long it will remain a dictatorship, how it will face the
problem of climate change, and so on. Despite what appears to be its
failure as a socialist experiment, as evidenced by the disappearance
of a social ethos, one must not underrate the achievement of the
regime in transforming the economic conditions of the masses of
people, something which democratic India has not accomplished.
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From a scienti c viewpoint, we do not possess suf cient
evidence to decide how economic systems will evolve in the future,
nor even how we would like them to evolve – that is, what variations
from capitalism are feasible. We have seen:
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an experiment with political dictatorship and without markets,
which failed in both economic provision and social ethos
an experiment with political dictatorship, pervasive markets and
public ownership, rapid economic growth, but the disappearance
of socialist ethos, and rapidly growing concentration of income
and wealth , and
an experiment with social ethos, political democracy, and
relatively egalitarian income distribution, but in small and
homogeneous countries.
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Given the failure of the rst two experiments in producing what
looks like the good society, and the possible irrelevance of the third
experiment for most countries of the world that are considerably
larger and more heterogeneous, what can we conclude? Is capitalism
of the American variety, or perhaps the European variety of Germany
or France or the UK, the necessary future of the world’s developing
countries? Or the Confucian capitalism of Japan and South Korea?
Or, something else?

508

6.2.1 The most important question
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We cannot claim to have the answer what are the feasible economic
systems for the world’s developing countries --- probably the most
important question for social science of our time. But we can use
economic theory and psychology to chip away at the problem.
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A pessimistic view, different from the ones that dominates most
of the discussion in this chapter, is based on the fact that the welfare
state in the 20th century developed as a consequence of three
catastrophes: the two world wars and the great depression.
According to Piketty (2014), capital (wealth) was largely destroyed as
a result of these catastrophes, and the period of the advance of
welfare states coincided with the period when wealth concentration
was lowest, and the wealthy were, one might conjecture, less
powerful than they had been for centuries. Piketty suggests that we
are returning to wealth concentrations that look like those of the late
19th and early 20th centuries -- a more extreme capitalism, where
inheritance will become increasingly important as the manner of
wealth transmission across generations. One might conclude that
only another great depression or world war will bring about
suf cient dissatisfaction with current arrangements to induce the
kind of transformation we have discussed.
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We honestly cannot say which of the two scenarios – the
pessimistic or the optimistic-- is more likely: a rather gradual
evolution of economic institutions, induced by social movements that
occur in a time of peace, and whose victories are implemented
through legislation, or rather rapid changes that occur as a result of
catastrophes. The third possibility – that capitalism continues to
become evermore venal, the concentration of wealth ever greater,
the wealthy evermore isolated in their gated communities and
private airplanes, with no nancial crises suf ciently severe to induce
mass social movements, we think is impossible. For such
concentrations of wealth will breed capitalist classes with such
power and greed that there will be either more nancial crises and
concomitant depressions, or the increased probability of a great war.
One way or the other, capitalism as we now have it is not the end of
history.
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7. Toolkit for action
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Table 8.1
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Goals/Values

Conjugating earnings
equality and socioeconomic progress.
Implementing wage
compression can
stimulate a process of
Schumpeterian ”creative
destruction” that
stimulates economic
development at the same
time safeguarding social
equality.

Conjugating social
justice with socioeconomic progress. This
will improve workers’
capabilities for every
income levels, thus
increasing their
productivity.

Policy-Makers

Should foster a wagesetting system favoring
wage compression and
the reduction of skill
premia. This will
incentivize the
replacement of low-paid
jobs that use leastproductive technologies
with better-paid jobs
that use most productive
ones. As a result the
average wage rate will
increase.

Should implement
welfare policies to
provide social insurance,
health services and
education. By creating a
safety net protecting
against unemployment
or food-shortages,
policy-makers can also
incentivize risk-taking in
economic activities, thus
fostering specialization
and investment in skills
and equipment.

International
Organizations

One way to ensure wage
compression is by
increasing education
levels, especially of
people from the lowest
economic brackets.
International
organizations may
develop educational
programs especially in
developing countries.

Can accompany national
governments’ action in
providing social
insurance against risks,
health services and
education.

NGOs

NGOs may have a role,
alongside international
organizations, in
improving educational
levels for people in the
lowest economic
brackets.

Can accompany national
governments’ action in
providing social
insurance against risks,
health services and
education.

Citizens

Trade unions and
entrepreneur
organizations should
comply with a policy of
wage compression. This
may be best achieved
through a centralized
system of wage setting.

Providing social safety
nets will empower
producers against landowners, employers and
the elites.

8. Appendix
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8.1 Productivity and social justice: lessons from the Nordic model
for Latin America
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The turn of the century has shown advances in social outcomes and
public policies that for the rst time provide a true window of
opportunity for more productive and egalitarian societies in Latin
America. Decreasing poverty, lowering income inequality, improved
and expanded employment and access to transfers and services to
popular sectors are indeed welcomed changes.
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These outcomes have been dependent on ve critical allies, some
structural, some contingent and some policy dependent. In the rst
place, Latin America has experienced an excellent external context
regarding the prices of its commodities and this has helped the
economy and translated into employment. Secondly, as a positive
legacy of the Washington Consensus era, prices have remained in
most cases stable, thus gain in wages and transfers were not
undermined by in ation. Thirdly, the state has increased its scal
capacity and commitment to social policy almost doubling in 15 years
real social per-capita expenditure. Fourthly, the demographic
transition places most countries squarely within the demographic
bonus when combined dependency ratios are lowest. Finally,
education access, completion and credentials have improved in most
countries of the region, allowing for enhanced opportunity and
increased productivity.
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Yet these ve allies are likely to lose steam in the next couple of
decades. First, growth will struggle to remain positive, but will in the
best scenario be well below the levels seen in the past decade.
Employment growth that accompanied economic growth will face
bottlenecks if the trade-off between production and reproduction
(wage work and household care and work) is not confronted.
Secondly, most economies are facing increased in ationary
pressures and the bonus that the rst retreat of in ation provided to
distributional outcomes will cease. Thirdly, with its present tax
structures and in other cases productivity levels, social expenditure

will not be able to increase at the rate of the last 15 years. Fourthly,
the easy phase of the demographic transition (when dependency
rates are going down) is likely to end in most countries around 2025.
Dependency rates will remain in some cases low for a couple of
decades, but will no longer diminish year after year. In other
countries dependency rates will start to increase led by the growth of
the older cohorts. Some countries in the region will face the
European dilemma but with a lower GDP per-capita, namely, a
weaker scal state and a more unequal society. Investing in younger
cohorts, women and children becomes thus a necessity and a
complex distributional challenge given the fact that the lion’s share
goes usually to contributory –yet de cit ridden- pension systems
that mostly cover the formal worker and are based on the idea of the
male breadwinner model. Finally, while the soft targets of expanded
education have been achieved (primary school and expansion of
lower middle school), the tough ones remain: extended coverage in
early childhood, completion of high school, quality improvement, and
true reduction of inequality of outcome in learning.
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There are ve fault lines in Latin American social regimes that make
these problems a major threat to the sustainability of both social and
economic development. Firstly, women incorporation into the labor
market remains low and strati ed. This places a bottleneck in terms
of the gains that can be made both in term of productivity and
equality by the secular trends of women incorporation into the labor
market. If the region is not able to overcome the 20% point gap in
terms of women labor force participation, and, if that gap is due
mostly to the fact that women from lower income strata cannot
balance reproductive and productive work, then both equality and
growth will suffer. The absence of a robust state led care system for
early childhood and the persistence of a patriarchal distribution of
care burdens undermines a route to development that is both more
ef cient and egalitarian. Secondly, Latin America remains a region
with stark contrasts between insiders and outsiders in terms of the
informal/formal labor markets and access to social protection and
cash transfer systems. The political economy underpinning this
distinction contributes to an expansionary monetary and scal policy
in growth contexts that mainly bene ts insiders and promotes
in ationary pressures led by wages and social spending geared at
insiders that are keen on protecting its private wage and unwilling to
be taxed for redistributive public and collective goods and insurance.
Thirdly, and partly dependent on the second fault line, the region´s
middle class and new emergent class is not willing to increase
taxation, since the quality of public goods and collective social
services are not perceived as adequate for a race to middle class
status. Fourthly, the pattern of fertility in Latin America shows some
of the worst patterns expected in social terms. Countries move quite
fast into low fertility scenarios, but do so based on a low-low fertility

of the middle classes and a still moderately high fertility of the poor.
Thus the demographic transition in the region is fast but not
convergent. Most of the biological reproduction of society is thus left
to the poor. This is partly due to the absence of universal social
services and care systems for early childhood. Fifth: In a region that
polarizes its fertility among income lines, it would be important to
count on a state that equalizes opportunity early on and through the
educational system. This is not the case. In contrast with OECD
countries in which 50% of the consumption of children is provided by
the state and 50% by the family of origin, in Latin America the data
from the NTA project shows that 25% of children´s consumption is
nanced by the state and 75% by their family. In addition, regarding
further educational attainment, PISA tests shows that European
countries results are determined by family background to far lesser
extent than in Latin American countries. Thus, in the most unequal
region of the world with diminishing but non convergent fertility
rates, where insiders have the upper hand in the political economic
game of redistribution, the state is unable to equalize opportunity
and promote equality. But in that failure, there is also a productivity
failure, since underinvesting in the poor is underinvesting in the
frontier of productivity enhancement.
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It is in this context and these challenges that the possibility of a new
social citizenship and a social investment model based on robust
public goods, expansion of merit goods and universality of
entitlements emerges. Yet it is not enough that elites are no longer
able to control the political and economic game through status
enclosure and authoritarianism. In order to craft truly universal
social policies narrow corporatism and restricted targeting -and the
political economy they sustain- have to be confronted as well.
Contributory models based on formal wages and targeted social
policies based on need will not disappear, but they have to take the
back seat to a model of basic universalism where access to quality
public and collective goods is truly universal, and entitlements in
transfers and services are not dependent on need nor labor
formality.
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There are also ve positive developments regarding these
challenges. Firstly, there is a marked increase in non-contributory
systems of cash transfers both in terms of pensions and child-family
transfers. Secondly, there has been an important growth in public
spending and access to education and educational achievement.
Thirdly, policies regarding early childhood care and parental leave
show a timid yet consistent advance. Fourthly, contributory models
are being rede ned in a fashion that attacks its contributory nature.
Eligibility criteria are modi ed, making it more lax and the notion of
equity based on contribution is being positively subverted by oors

and ceilings. Finally, urban public goods such as security and public
transport services have gained renewed importance as the emergent
sectors enter the distributional arena.
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Yet, these ve positive developments are neither robust nor
sustainable. They have been fueled by the commodity boom and the
rise of the emergent and middle classes. A coalition that is willing to
forgo private spending power in order to gain quality of life through
collective services is needed. Such coalition is in the wings of these
political, economic, and social epochal changes, but not, by far,
guaranteed.
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For this to happen at least three major changes or levers of change
have to be put in place: i. a new scal contract that expands the tax
base and at the same times rede nes the drivers of the expansion of
social public spending (from a cash transfer old age contributory
model to citizen based services and cash transfers geared to women
and child welfare), ii. The reforms of state civil service and the
expansion and reforms in health care, education and care systems,
increasing quality, ef ciency and equity, and attacking both pure
market oriented models and corporatist appropriation of the social
service machinery, iii. The defense of collective and public goods.
Collective goods such as urban transport and public spaces and
public goods such as security have to be a priority, risking otherwise
a continuous urban segregation that undermines equality and social
cohesion.

525

Family transfers, care systems, full time schools, expanded father and
mother leave at birth and strong investment towards security, public
urban services and collective recreational services are the
operational expression of this major thrust that is needed. Limits on
subsidies for contributory strati ed pension and health insurance
systems and private education as well as on privatized systems of
social insurance and urban mobility (through subsidies on gasoline
and segregated urban developments) are part of what has to be
confronted.
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If this is achieved then a popular-middle class alliance can be forged;
a distributional coalition that will in turn give political support and
economic feasibility to a path of prosperity and increased equality of
opportunity and outcome. If not, the promise will be shattered, and
the pendulum between, on the one hand, failed populist, state led
“robin hood” like incorporation attempts and on the other,
technocratic closure of democracy, and state bashing will remain the
central and tragic dynamic of the region.
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8.2 Economic development, culture and cooperation: Experimental
evidence
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Cross-country experimental evidence con rms that economic
development is relevant not only for cultural change but also for
individual behavior in social interactions. We here focus on
cooperation among individuals, because, as noted above, the
propensity to cooperate with one another is a main indicator of the
social ethos that seems to have been so important for the success of
Nordic countries. Cooperation can come in different forms. We
consider here a situation analogous to the “tragedy of the commons”
scenario described by Hardin (1968), where an individual’s action set
is the degree to which a common resource is exploited, and
cooperation entails restraining from the exploitation that would be
optimal from the individual point of view. That is, cooperators
sacri ce their own material interests for the group’s greater good.
The conclusion reached by Hardin is a pessimistic one. In the absence
of an agency forcing individuals to restrain their own action, the
outcome will be the depletion of the common resource.
Nevertheless, cooperation is widespread in human societies. Having
a dense social network can facilitate cooperation. Interactions
become frequent and personalized, therefore the long-run incentives
to comply with the cooperative norms outweigh the short-term
interest to exploit the resource to the maximum possible degree.
Moreover, with dense social networks individuals can acquire a
reputation for complying with the cooperative norm. Individuals
normally favorably reward others having a positive social image, so
that cooperation can still be in one’s own long-term self-interest
(Bolton et al., 2002; Seinen and Schram, 2006; Engelmann and
Fischbacher, 2009). Nonetheless, individuals can be seen as
cooperating even in ephemeral situations where future encounters
can be ruled out and when the possibility of building a reputation is
absent (Buchan et al., 2009). This type of cooperation can be
considered as altruistic, because one’s own material resources are
sacri ced to bene t others. It is on this, most dif cult to achieve, type
of interaction – cooperation with unknown others – that we focus
here.
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Buchan et al. (2009) investigated propensity to cooperate with
unknown others in experimental interactions involving adults from
six different countries – the US, Italy, Russia, Argentina, South Africa
and Iran. The main research question was to understand the extent
to which globalization, understood as large scale interconnectedness
with others in the economic, social and cultural domain, is correlated
with propensity to cooperate with others. Groups included some
individuals from the same locality as the individual, and other
individuals from other – unspeci ed – countries. Participants were
endowed with some money, and could have either kept their money
for their personal account or give the money to the group account, in
which case the individual would lose out but others would bene t.
The rules of the game were such that if every individual gave their

money to the group account everyone would be better off in
comparison to the situation of none giving. Yet, an individual could
make even more money by keeping her endowment to herself, hoping
to free ride on others’ contributions to the group account.
Globalization was measured at the country-level, following the
Globalization Index developed at the Centre for the Study of
Regionalisation and Globalisation. A measure of individual
globalization was also constructed out of the participants’ responses
to a post-experiment questionnaire. Such an index sought to
measure the frequency and scope of inter-personal connections that
individuals had through their participation in global networks, such
as the internet, global mass media and multi-national retail.
Interactions were “one-shot”. The game was only played once, thus
there was no interest to build a reputation or to construct a positive
social image in the face of others. Difference in cooperative behavior
across countries can truly be interpreted as re ecting individual
compliance with country-speci c cultural or moral norms, backed by
trust in others or an obligation to give to global others.
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The results were clear-cut. Country-level and individual-level
measures of globalization went hand-in-hand in increasing individual
propensity to cooperate with unknown others. Highest levels of
cooperation were achieved by most globalized individuals living in
the most globalized countries, and vice versa. Average cooperation
rates ranged from 75% of the endowment in the US to 50% of the
endowment in Iran. Interestingly, developing a global social identity
(Buchan et al., 2011) appeared to be a mediating factor in the
relationship between participation in global networks and
cooperation. By global identity we mean one’s identi cation with the
global community in terms of attachment, closeness and perceiving
that the individual is a member of such a community. Typically, highly
globalized individuals had also developed a strong sense of global
identity. Globalization is a construct that is strongly correlated to
economic development that featured so prominently in the analyses
based on the WVS illustrated above. This study thus suggests that
not only are cultural attitudes and values shaped by economic
development, but also are individual behavior, and in particular their
propensity to cooperate with one another.
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The experimental cross-national study conducted by Herrmann,
Thöni and Gächter (HTG) (2008) also found a close association
between people’s propensity to cooperate worldwide and the results
stemming from WVS analyses, but this time with regard to the
cultural aspect rather than the economic development aspect. HTG
focused on cooperation problems involving co-nationals only –
university students in this case, coming from 17 different countries.
The key research question was to study how cooperation rates may
be increased if individuals participating in a cooperation problem

similar to the one described above are given the possibility “to
punish” each other. Punishment is costly to individuals. An individual
must give up part of her endowment to reduce the earnings of
another individual. Punishment is also anonymous and more costly
for the individual being punished than the punisher, in a ratio of 3:1.
Another key difference to Buchan et al. (2009) was given by the fact
that interactions were repeated in this case over ten rounds.
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HTG found substantial variation across countries in the capacity of
groups to achieve high cooperation rates without punishment. In
nearly all cases, however, a pattern of decreasing cooperation was
observed in all locations. Cooperation rates normally started at
around 50% of the endowment and gradually decreased to approach
10-15% in the last round. This result is not new and had emerged in
nearly all problems of cooperation studied before. It had been
explained in terms of either learning the “equilibrium” of the game, or
in terms of the application of a reciprocity norm. What HTG observed
in the cooperation problems with the possibility of punishment is
nonetheless very different. In approximately half of the locations,
introducing the possibility of punishment was capable of maintaining
cooperation at fairly high levels. The reason is as follows. A portion of
cooperators were willing to spend some of their endowment to
punish those who did not cooperate. What is more, defectors, i.e.
individuals disposed to free ride on others, realized that they could
be punished with high probability had they not cooperated. It then
became in their own interest to cooperate. In other words,
individuals used punishment to endogenously enforce the
cooperative norm. This result was not new. Fehr and Gächter (2002)
had demonstrated the increase in ef ciency in cooperation given by
the introduction of punishment some years before.

533

The discovery of HTG was however that the possibility of enforcing
cooperation through punishment is not universal. It only occurs in
half of the locations. In the other half introducing punishment is
actually detrimental. The reason is that people who are punished
refuse to “behave themselves” in the next stage of the interaction.
What they typically do is instead to counter-punish the person who
(they believed) punished them previously. The punishment option
therefore triggers a feud of retaliation and vengeance. Cooperation
does not increase but rather remains stable. But the amount of
resources spent on punishment dramatically decreases overall
ef ciency. This result is in itself ground-breaking and revealing of the
relevance that culture has in shaping individual behavior. This socalled anti-social punishment has been found in a variety of societies
(Beckman et al., 2002) and even in non-industrialized societies
(Grimalda et al., 2016). Nevertheless, in a subsequent study, Gächter
et al. (2010) were also able to pin down the speci c cultural
characteristics that are associated with such behavior. HTG

demonstrated that the locations in which punishment works to
enforce cooperative norms belong to three of the cultural areas
identi ed by Inglehart and colleagues – namely, Protestant Europe,
English speaking countries and Confucian countries. The areas where
punishment does not work belong to Orthodox, Islamic and
Mediterranean[21] countries. Importantly, the authors nd little
within-group variation but sizable between-group variation with
respect to the cultural areas so identi ed.
534

These results point to the wide variety of culture-speci c patterns of
cooperation across the globe, and con rm that cooperation achieves
much higher ef ciency in speci c cultural areas in comparison to
others. It is still an open question why this is the case and which
evolutionary processes have led to these outcomes.
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