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Getting from Here to There 

According to the criteria set out in chapter 1, successor-system theory muse 
not only specify and defend an alternative economic model, it must also em
ploy that model to help us make sense of the present world and to suggest 
a reform-mediated transition to a different world, a world "after capitalism." 
The previous three chapters described and defended a model of Economic 
Democracy. This chapter will employ that model in the two ways just 
noted-to make sense of the present and to suggest a reform-mediated tran
sition to a qualitatively different fut\lre. Of necessity, the presentations here 
will be more schematic than what has come before. The issues are too large 
and complex to be handled adequately in a short chapter in a short book, 
but the topics are too important not to be broached at all. 

6.1 ECONOMIC DEMOCRACY AS AN ORIENTING DEVICE 

The twentieth century, especially the latter half, has been a time of remark
able large-scale economic experiments, whole countries reorganizing their 
economies, always in response to felt contradictions, hoping to create a new 
and better way of life. Without exception, these experiments have generated 
their own contradictions, leading to either hopeless dead-ends or further cre
ative adjustments. If we look at these experiments through the lens of capi
tal, we see all paths converging on the model of neoliberalism-the glorious 
or inglorious (choose your adjective) "end of history." But if we look at these 
experiments through the lens of &onomic Democracy, we see something 
rather different. 
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Let me offer a sweeping, oversimplified illustration of this second per
spective. (See the accompanying tree-diagram, figure 6.1.) The extent to 
which this sketch helps us see things in new and fruitful ways is a measure 
of the orienting power of the concept of Economic Democracy. 

This diagram is essentially about the post-World War II period, although 
the great split in the twentieth century occurred in 1917. Socialism for the 
first time moved from theory to practice. A socialist "Second World" came 
into being to challenge a capitalist "First World" that had by then colonized 
most of the planet. 

The economic disruption and insane destructiveness of World War I ren
dered the First World highly vulnerable. Workers and peasants everywhere 
began to stir. By way of reaction, we got fascism in Italy, and (when the 
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Figure 6.1 Twentieth-Century Economic Experiments 
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Great Depression made the situation even more acute) "National Social
ism" in Germany-experiments in militarized capitalism aimed at prevent
ing the radical left from coming to power. As economic experiments, fas
cism and Nazism failed. They were too aggressively militaristic to avoid 
self-destructive war-but they did buy capitalism needed time to find a bet
ter solution. The threat (and example) of fascism-Nazism justified a much 
larger role for government in economic affairs than laissez-faire orthodoxy 
countenanced, as well as the massive amounts of deficit spending that 
managed to pull the Western economies out of the deep Keynesian hole 
into which they had fallen. (World War II nor only saved democracy from 
fascism; it saved capitalism from itself.) 

Let us pick up the postwar story and trace the capitalist branch of the dia
gram. Following the great decolonization movements of the postwar period, 
the capitalist world split into two parts, as newly independent "Third World" 
countries broke away from their colonial masters. If we trace the develop
ment of the First World branch, we find two distinctive forms of capitalism 
making their appearance. The first form is "Keynesian liberalism," so called 
because it takes its theoretical orientation from Keynes's radical revision of 
neoclassical orthodoxy. This form became dominant in the United States, 
Canada, Australia, New Zealand, and Western Europe. A large state is deemed 
necessary to ensure the social security of the citizenry, and to mediate the 
conflicts between ever-more-organized labor and ever-more-concentrated 
business. High levels of government spending and high wages counteract the 
Keynesian problem of deficient demand. 

For several decades, this model was solidly successful-high growth, ris
ing real wages, low unemployment, economic stability. (This period is often 
referred to now as capitalism's "Golden Age.") However, as time passed, the 
internal contradictions of the model began to intensify. Since negotiated 
wage settlements could be passed on to consumers by near-monopoly en
terprises, inflationary pressures began to build. Moreover, as these enter
prises became hard pressed to sell aJI the goods they were producing, they 
became reluctant to engage in large amounts of new investment. Western 
countries found themselves strapped with "stagflation"-rising unemploy
ment and inflation. 

Laissez-faire conservatism, seemingly buried forever by Keynesian liberal
ism, came roaring back (under the auspices of Margaret Thatcher and Ronald 
Reagan) with its proposals to privatize, deregulate, cut back the welfare 
state, and open up domestic economies to more globalized competition. 
This new-old set of policy prescriptions, which we now call neoliberalism, 
eclipsed Keynesian liberalism and soon became what it remains today, the 
dominant economic ideology of Western policymaking elites. 

The other great postwar experiment in advanced capitalism took place in 
Japan. In this second alternative to laissez faire, the state also plays a much 
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larger role than neoclassical orthodoxy would allow, but of a different nature 
than under Keynesian liberalism. Here the state makes a conscious decision 
to pursue a policy of export-led growth. Consumer credit is kept tight, and 
pensions and other welfare provisions are kept low, both measures aimed at 
securing a high rate of private savings. The government then targets certain 
industries for global expansion and provides them with easy access to these 
savings, while at the same time engaging in heavy protectionism to allow the 
less-favored sectors of the economy to survive. 

This model also proved to be remarkably successful. The world witnessed 
a ''.Japanese miracle"-a rate of growth that resulted in a fifty-five-fold in
crease in GDP over the space of thirty years (1946-1976). By the late 1980s, 
there was concern in the West that ''.Japan, Inc." would soon become glob
ally dominant. However, this was not to be. The Japanese economy stalled
and remains stalled. Japanese exports now have to compete globally with 
lower-cost exports from other Asian countries. Their banking system has be
come overloaded with bad loans. Domestic demand, despite increased gov
ernment expenditures, has been insufficient to pull the economy out of its 
doldrums. So the pressure is on Japan to reform: deregulate, open its mar
kets to foreign competition, reduce the role of government planning-in 
short, to also adopt the neoliberal agenda. 

If we look now at Third World capitalism during the postwar period, we 
also see two basic models. The first is the one most widely adopted in the 
wake of formal decoloni.zation. A local elite takes the reins of political power 
and opens their country to transnational penetration. A regime of "com
prador capitalism" is established. The local elite form domestic monopolies 
and connect to transnational capital. The country serves primarily as a mar
ket for First World goods and as a source of raw materials and exotic food
stuffs for First World buyers. 

For a while, comprador capitalism embraced "import-substitution" as an 
economic strategy. Local industries were to be developed to supply what 
was currently being imported. But given the low level of domestic demand, 
the lack of access to requisite technologies, and the insistence on the part of 
First World countries that poor-country markets be kept open, this recipe 
failed. A few countries experienced spurts of economic growth, but even in 
these cases the wealth did not "trickle down." The mass poverty endemic to 
all comprador-capitalist countries intensified. 

There were protests. When these protests threatened to become insurrec
tionary-as they often did-martial law or outright military rule was estab
lished. These Third World equivalents of the fascist-Nazi experiments, heav
ily assisted by the United States and utilizing all the means of torture and 
terror at their disposal, were usually able to check the revolutionary move
ments, but these militarized-capitalist regimes, like their First World prede
cessors, failed as economic models. So, when the Left's threat receded, most 
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of them were overturned and replaced by more "democratic" governments. 
These new regimes, currently in place, are now advised, cajoled, and often 
heavily pressured (notably by the international lending agencies) to jump 
onto the neoliberal bandwagon. 

The second model of Third World capitalism was considerably more suc
cessful than the comprador model. Taiwan and South Korea, the "baby 
tigers" of Southeast Asia, are the key examples. We have here a Third World 
version of the Japanese model. (Hence this model's placement next to the 
Japanese model on the diagram.) Since these countries were to serve as 
showcase alternatives to Chinese and North Korean communism, they were 
not only given substantial financial support by the United States, but they 
were also allowed a degree of economic independence uncommon in the 
Third World. The political elites of Taiwan and South Korea (in both cases, 
newly established) used this independence to institute large-scale land re
form (thus breaking the power of the older elites) and to discipline capital as 
well as labor. Protectionist barriers were set up to shelter local industries, al
location of capital was overseen by the state, and production for export was 
emphasized. 

Late in the game, numerous other Third World countries began to embrace 
export-led growth as their developmental strategy (although without as 
much regulation as Taiwan or South Korea). Then came the Asian meltdown 
of 1997-1998, which rocked South Korea as well as Indonesia, Thailand, 
Malaysia, and the Philippines. All countries are now being told to cut back 
on governmental expenditures, governmental regulation, governmental di
rection, and cast their lot with the wholly free market. 1 

Thus, all roads lead to neoliberalism, at least in the view of our global pol
icymakers. For the first time in history, a single strategy is being pressed on 
First and Third World countries alike. All are being urged to cut social spend
ing, deregulate, privatize, and reduce as many barriers as possible to the free 
flow of goods and capital. 

But the neoliberal road is surely a dead-end. As the analysis of the previ
ous two chapters makes clear, it is lunacy to entrust the health of the global 
economy to the animal spirits of private investors. Regional boom-bust cy
cles will intensify, as unregulated capital shifts rapidly from one country to 
another, looking for a quick fix, fleeing in panic when alarm bells go off. 
Long term, the Keynesian problem is bound to appear in ever more serious 
form. Competitive pressures compel enterprises everywhere both to cut 
costs, thus attenuating global effective demand, and to introduce the newest 
technologies, thus expanding productive capacity. The supply-demand gap 
will grow ever wider. The threat of a globalized overproduction crisis will 
grow ever more serious. 

It is by no means clear that globalized capitalism can pull back from the 
trap it has set for itself. Stagnation, together with gradually rising global 
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unemployment and steadily worsening inequality within and among 
countries, may be the best that can be hoped for-short of radical trans
formation. Or the roof might cave in. A deep and enduring global depres
sion is a real possibility, as most serious analysts now realize. 

Let us now look at the socialist branch of our tree. Shortly after the Second 
World War, various experiments in non-Marxist "nationalist socialisms" (not 
to be confused with Hitler's "National Socialism") were attempted-Egyptian 
socialism, Algerian socialism, Indonesian socialism, Guyanian socialism, and 
so forth. In this model, widespread nationalization of private businesses 
takes place, and large state bureaucracies are created. The party in power at
tempts to direct the economy. 

Unfortunately, little in the way of genuine development occurred under 
regimes of this sort. These experiments soon enough came to resemble, or 
revert to, comprador capitalism (hence their placement on the diagram). 

Far more irnportant--and far more successful-is the model of centrally 
planned socialism pioneered by the Soviet Union, then imposed on Eastern 
Europe. This became the developmental model for China, Cuba, North Ko
rea, and Vietnam, and inspired Third World revolutionary movements every
where. The Soviet Union changed its status from semifeudal backwardness 
to global superpower in four decades. China moved from being the "sick 
man of Asia" to a great power in even less time. Cuba proceeded to eradi
cate illiteracy and poverty in so short an order that its example became a 
hemispheric "threat," against which the United States mobilized (and contin
ues to mobilize) its vast resources. 

But, as noted in chapter 1, this model too ran up against its internal con
tradictions. Bureaucratic planning is able to provide for basic needs, but its 
incentive structures are too perverse to yield efficient and dynamic develop
ment. Hence, reformers began to experiment with ways of combining mar
ket mechanisms with collective ownership of means of production, first in 
Yugoslavia, then elsewhere. In Eastern Europe and Russia, these experi
ments were cut short by the events of 1989-1991. (These experiments did 
not spontaneously abort as a result of the political upheavals. Local elites and 
Western advisors had to work hard to discredit market socialism as a viable 
option.)2 In China, however, they have borne remarkable fruit. Not all of it 
has been sweet, particularly in recent years; the fact remains, however, that 
the Chinese experiment with market socialism, begun in 1978, dramatically 
raised the standard of living for most of its 1.2 billion inhabitants and sus
tained a growth rate over the past two decades that is unmatched by any 
other country on the planet. Over the past twenty years, real per capita in
come has more than tripled, housing space has doubled, the infant mortality 
rate has been cut by more than 50 percent, the number of doctors has in
creased by 50 percent, and life expectancy has gone from sixty-seven to sev
enty. In 1978, there were 262 million people living in poverty in China. 
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Twenty years later there were 74 rnillion.3 Whatever the shortcomings of the 
Chinese experiment-and there are many-it cannot be denied that never 
before in human history have so many people been lifted out of poverty so 
quickly. 

The Chinese experiment is enormously complex and its trajectory is far 
from certain. At present, I think it best to regard it as a form of bureaucratic 
market socialism. There is at present much theorizing and much practical ex
perimentation going on in China. There are factions pushing for capitalist 
restoration while others remain committed to a "market socialism with Chi
nese characteristics"-as the economic structure is officially described. There 
is considerable concern about rising unemployment-a problem that capi
talism cannot resolve. There is considerable concern about increasing re
gional inequalities, a problem that market-determined investment flows will 
only exacerbate. There is considerable experimentation with various forms 
of workplace organization, including those that give ownership rights to 
workers. It is possible that the next move forward will be toward something 
like &onomic Democracy. 

Successor-system theory does not allow us to make confident predictions 
about the actual evolution of the Chinese Revolution or the reforms under
way now in Cuba and Vietnam, but it allows us to be hopeful. It also sug
gests that in Russia, or perhaps elsewhere in Eastern Europe, a market
socialist evolutionary trajectory might be resumed, now that the huge costs 
and meager benefits of the attempted capitalist restoration have become ap
parent. In most of these countries, the ruling class lacks legitimacy, since 
everyone knows that the successful "capitalists" are mostly criminals who 
have looted the national patrimony. Successor-system theory suggests that 
there are more possibilities latent in that part of the world than conventional 
wisdom would allow. 

6.2 AN ECONOMIC DEMOCRACY REFORM AGENDA 

The diagram discussed above is a heuristic device that oversimplifies the real 
world, and hence might be misleading in certain respects. For example, it 
might be read as indicating that there is no path from capitalism to Economic 
Democracy. Successor-system theory does not draw that conclusion, al
though it does suggest that the transition to &onomic Democracy might be 
easier for a country that had earlier taken a socialist road. 

The diagram also leaves out an important consideration: the degree to 
which elements of &onomic Democracy have been established within capi
talism itself. Marx liked to speak of the institutions of the new society devel
oping within the womb of the old. These institutions are perhaps best consid
ered within the context of a reform agenda for an advanced capitalist society. 
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I have proposed that an adequate successor-system theory should be sug
gestive of concrete reforms that push in the direction indicated by the con
ceptual model. These reforms, if implemented, would fall short of full &o
nomic Democracy, but they can be seen as steps along the way-much as 
the rather mild reforms proposed by Marx and Engels in their historic Man
ifesto fall short of their hoped-for communism. Let me advance a short list 
(not intended to be definitive), grouping them under the headings suggested 
by the institutional framework of Economic Democracy. Marx and Engels 
listed ten reforms. I will list nine, with brief comments, grouping them under 
three headings. I should say, as Marx and Engels did of their list: "These 
measures will of course be different in different countries. Nevertheless, in 
most advanced countries, the following will be pretty generally applicable."4 

In constructing this list, I am thinking of the United States. 

6 .2.1 The Extension and Deepening of Workplace Democracy 

Since the goal of &onomic Democracy is to have all enterprises worker 
run, let us offer assistance to those workers trying to set up such enterprises 
today. Even more important, let us push to extend the two basic tenets of 
worker self-management, participation and profit sharing, to workers in ex
isting enterprises. Hence, two proposals: 

• Public financial and technical support for producer cooperatives and 
for worker buyouts of capitalist firms. A worker buyout usually be
comes feasible only when the capitalist firm is in economic difficulty, so 
the risk here is high. At the same time, the damage a plant dosing can 
do to a local community is also high, and so there will often be strong 
local support for the endeavor, particularly in light of various success 
stories that can be told.5 

• Legislation mandating or at least encouraging more worker participa
tion tn capitalist firms and profit sharing. Current Employee Stock 
Ownership Plan (ESOP) legislation in the United States encourages 
firms, by means of tax .breaks, to provide employees with stock in their 
company, but it does not guarantee workers control over the company 
commensurate with their degree of ownership. A reform of this legisla
tion is in order, to develop further its progressive potential. "Codeter
mination" along German lines, requiring worker representation on cor
porate boards, should also be pushed. 

6.2.2 More Social Control of Investment 

To replace private control over investment with social control is a key 
tenet of &onomic Democracy. There are various reforms we might under-
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take that move us in that direction. Let me proceed from the least controver
sial (under present conditions) to the more so. 

• Green taxes and other strict environmental legislation. Green taxes are 
mandated by neoclassical economic theory, since they force consumers 
to bear the full costs of their consumption habits; hence, they are sup
ported in principle even by conservative economists-although not, of 
course, by the special interests that might be adversely affected. Such 
taxes and other environmental restrictions will encourage companies to 
invest in technologies and product development that satisfy public 
goals of environmental protection. Thus, the "natural" flow of invest
ment funds is redirected in accordance with democratically determined 
priorities. 

• Reregulation of transnational capital flows. Beginning with a ''Tobin tax" 
(i.e., a small tax) on all transnational financial market transactions, we 
need reforms aimed at discouraging the rapid, speculative, destabilizing 
movement of massive amounts of funds from one market to another.6 
There are many voices being raised in support of such regulatory re
forms, including that of billionaire financier George Soros. 7 Our ultimate 
goal is to halt market-driven cross-border flows, not merely slow them 
down, but reregulation is a step in the right direction. An important side 
benefit of a Tobin tax would be the generation of substantial revenues, 
which could be used to fund other parts of the reform agenda. 

• Democratization and reregulation of the banking system, to make the 
Federal Reserve System more accountable to the electorate, and local 
banks more accountable to their communities. The Federal Reserve, 
like central banks in almost all capitalist countries, is now run primarily 
for the benefit of the financial class-hence, the obsessive concern with 
inflation. The Federal Reserve (and eventually all banks) should be 
managed so as to enhance the well-being of the democratic commu
nity. The ultimate goal is to separate the function of providing con
sumer credit from business investment, so that the latter function can be 
taken over by community-based public banks. 

• Democratization of pension funds, so that individual members and so
ciety at large can have some control over what is done with thei.r money. 
This is a large and complicated issue. Intermediate reforms should aim 
at making pension funds inclusive, so that everyone is covered, and at 
ensuring that they invest in a "socially responsible" manner. Ultimately, 
pension funds, at least in some countries, might be a key mechanism 
whereby workers, collectively, gain control over capital.8 

• Implementation of a capital assets tax, the proceeds to be used for com
munity capita/ investment and to increase employment. This tax can be 
justified as redressing a current imbalance. Currently, companies are 
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taxed for the labor they employ (payroll taxes) but not for the capital they 
use. Thus, companies use relatively less labor relative to capital than they 
otheiwise would. Taxing capital to redress this imbalance reduces the in
centives companies have to replace workers with machines. In addition, 
introducing a capital assets tax, small at first, sets the institutional basis for 
generating, ultimately, the entire investment fund this way. 

6.2.3 Toward Fair Trade 

Make no mistake: free trade is a fool's game for the underdog-for work
ers in contest with capitalists, for poor countries when dealing with rich 
countries. Not all anti-free-trade programs are progressive, but progressives 
should not cede protectionism to the reactionaries. Properly constructed fair 
trade can greatly benefit working people of all nations. To this end, we 
should adopt the following: 

• Tariff-based fair trade, not free trade, when there are significant wage 
and environmental-regulation disparities between the trading coun
tries. Tariffs should be imposed to make it impossible for countries to 
gain competitive advantage simply by paying their workers less or be
ing less stringent with environmental regulations. To avoid displacing 
the burden of trade reduction onto the workers of poor countries, this 
reform should be coupled with the next one. 

• All proceeds from the fair-trade tariffs rebated to poor countries. Free
trade advocates love to argue that tariffs are selfish, hurting both con
sumers and poor-country workers. Poor-country trade representatives 
often concur. It is important to undercut this argument. Rich-country 
consumers will indeed pay more for poor-country products-but 
higher prices will help, not hurt, poor countries, and will protect our 
own workers as well. 

It should be noted that these reforms fall short of the full-bodied "socialist 
protectionism" of Economic Democracy, since it only targets those com
modities that compete with locally produced ones. Under Economic De
mocracy, all commodities from poor countries would be subject to a tariff 
(which is rebated to the poor country), so as to ensure them a fair price 
(higher than the world market price) for their goods. 

6.3 FROM REFORM TO REVOLUTION 

The reform agenda outlined above, even if fully implemented, would not be 
Economic Democracy. These reforms would give us a kinder, gentler capi-
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talism, but it would still be capitalism. It would be an unstable capitalism, 
however. With it becoming ever dearer that workers could run enterprises 
effectively and that expansionary funding could come from the state, the role 
of the capitalist class would be subjected to increased scrutiny. Workers 
would likely become ever more assertive, capitalists ever more nervous. 
With worker participation and profit sharing widespread, a capital assets tax 
in place, and with capital's freedom of investment ever more circumscribed, 
the stage would be set for a decisive confrontation. But how can we imagine 
such a confrontation working its way through to a happy ending? How can 
we imagine "revolution"? 

Let me tell two stories. The first I'll call "radical quick"-an imaginary, 
abrupt transition from contemporary capitalism to Economic Democracy. The 
second story modifies and complicates the first by taking into account the fact 
that, at least in the United States, millions of ordinary citizens now have ties 
to the financial institutions that would be abolished in the "radical quick" tran
sition. In both cases, the result is Economic Democracy-the successor
system to capitalism. In both cases, I am thinking of the United States. 

These stories are not meant to be prescriptive or predictive. There are 
other ways of getting from capitalism to Economic Democracy. Nevertheless, 
it is important to understand that if conditions are right, a peaceful, relatively 
nondisruptive transformation could be made. 

One of the "conditions," if there is to be a relatively peaceful transition 
from capitalism to socialism, is the coming to power of a leftist political party 
with a radical agenda. This condition will be presupposed in the two stories 
I will tell. (I will elaborate a bit more on this condition in the final section of 
this chapter.) 

6.3.1 Radical Quick 

Suppose, perhaps as a result of a severe economic crisis that destroys the 
credibility of the existing ruling class, a leftist political party is swept into of
fice in a landslide election, and is thus empowered to enact whatever re
forms it deems necessary. Let us set aside concerns about constitutional pro
tections of property rights. We have an overwhelming mandate to move 
beyond capitalism to something better, to this "Economic Democracy" we 
have been promising. What would we do? 

Let me say at the outset that I do not propose this as a realistic scenario. 
The "revolution" is not in fact going to happen this way, at least not in the 
United States. However, imagining an abrupt transition will give us a simple 
model, which can later be complicated and made more credible. 

In fact, the basic institutional reforms are not hard to specify, nor is it hard 
to imagine their peaceful implementation. We don't have to talk about seiz
ing the estates of the wealthy or replacing capitalists by dedicated cadre or 
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creating hosts of new insticutions. We do not find ourselves in Lenin's 
predicament, trying to figure out how to create a wholly new society. Four 
simple reforms would bring us to &onomic Democracy. 

• First, we issue a decree abolishing all enterprise obligations to pay in
terest or stock dividends to private individuals or private institutions. 

This decree will need no enforcement, since enterprises are not going to 
insist on paying what they are no longer legally obligated to pay. 

• Second, we declare that legal authority over all businesses employing 
more than N full-time workers (where N is a relatively small number) 
now resides with those workers, one-person, one-vote. 

The workforce may keep the same managers that they now have, or re
place them. The authority is now theirs-to determine what to produce, how 
to produce it, at what price to market it, how to distribute the profits among 
themselves, and so forth. Guidelines will be issued concerning the formation 
of worker councils (in those companies where such councils do not already 
exist), but the only restriction placed on the workforce is the obligation to 
keep intact the value of the capital assets of the business. These are now re
garded as the collective property of the nation and are not to be looted or 
squandered. 

• Tbird, we announce that a flat rate tax will be levied on each firm '.s 
capital assets, all the revenue from which will go into the national in
vestment fund. 

Firms may object to this new tax, but it will be pointed out that they are 
no longer paying dividends to their stockholders or interest on loans they 
have accumulated. This tax is the rent they pay for the use of assets now re
garded, not as the private property of owners, but the social property of the 
nation. (If a capital assets tax has already been implemented under capital
ism, as a part of the reform process, the mechanisms for calculating and col
lecting the tax will already be in place. The rate need merely be raised.) 

• Fourlh, we nationalize all banks. Tbese now-public banks will be 
charged with reviewing applications for new investment grants and 
with dispensing the funds generated by the capital assets tax accord
ing to the double criteria of profitability and employment creation. 

Nationalizing banks is not as "revolutionary" as one might think. The de
cidedly non-left Far Eastern Economic Review recently proposed doing just 
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that to resolve Japan's banking crisis.9 In our scenario, commercial banks 
would no longer be viable as private instiCUtions anyway, since there is no 
longer any interest revenue coming in from their loans, so the government 
would have no choice but to take them over. These insticutions, which now 
oversee the distribution of the investment fund, will still have a vital role to 
play under Economic Democracy, although they will no longer be profit
making institutions. 

That's it-four simple reforms. The day after the revolution, virtually all 
businesses keep doing exactly what they did before, so the production and 
distribution of goods and services need not be disrupted. Workers still work, 
managers still manage, businesses still compete. Enterprises begin setting up 
new governing structures, the IRS puts into place a new tax code, banks be
gin the process of restructuring. The Federal Reserve may have to provide 
these banks with some liquidity to tide them over, but since it is authorized 
(even now) to create new money, it can readily do so. 

Of course, the financial markets will crash-if they haven't already. Cap
italists will try to cash in their stocks and bonds, but these will be worth
less, since there will be no buyers. Huge amounts of paper wealth will 
evaporate-but the productive infrastructure of the nation will remain 
wholly intact. That's the lovely part. Producers keep producing; consumers 
keep consuming. Life goes on-after capitalism. 

6.3.2 Once More, This T1me with Feeling (for the Stockholders) 

Too simple? Of course. The above is not meant to be a realistic scenario. 
Above all, it fails to take into account the fact that millions of ordinary citi
zens (not only capitalists) have resources tied up in the financial markets. 
People with savings accounts or holdings in stocks and bonds have been 
counting on their dividend and interest checks. (Nearly half of all American 
households have direct or indirect holdings in the stock market, mostly in 
pension plans.) Eliminating all dividend and interest income-which is what 
Radical Quick does-will not strike these fellow citizens as a welcome re
form. Let us run through our story again, this time complicating it to take into 
account their legitimate concerns. 

Let me first set the stage a little more fully than I did with Radical Quick. 
Let us suppose that a genuine counterproject to capitalism has developed, 
and that, gradually gaining in strength, it has been able to elect a leftist gov
ernment that has put most of the reforms outlined earlier in this chapter on 
the table and has secured the passage of some of them. Suppose investors 
decide they've had enough and begin cashing in their stock holdings. A 
stock-market crash ensues. In reaction, the citizenry decide that they too 
have had enough-and give their leftist government an even stronger man
date to take full responsibility for an economy now rumbling into crisis. 
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Our new government declares a bank holiday, pending reorganization (as 
Roosevelt did following his election in 1932). All publicly traded corpora
tions are declared to be worker-<:ontrolled. Note: This control extends only 
to corporations, not to small businesses or even to privately held capitalist 
firms. It is decided that it will be sufficient to redefine property rights only in 
those firms for which ownership has already been largely separated from 
management. (With the "commanding heights" of the economy now de
mocratized, most other firms can be expected to come under increased pres
sure from their own workers, over time, to follow suit.) 

All banks are nationalized, as in Radical Quick. Individual savings ac
counts are preserved, as are consumer loan obligations, including home 
mortgages. They remain in, or are transferred to, those banks now desig
nated as savings and loan associations, which will continue to accept savings 
and make consumer loans, paying interest on the former, charging interest 
on the latter. Gt might be the case that a prior reform has already separated 
savings and loan associations from other financial institutions.) Other banks 
are designated as commercial banks. These will facilitate short-run business 
transactions and will serve to distribute society's investment fund. 

Funds for the commercial banks will now come from the capital assets tax. 
If such a tax is already in place as a result of prior reforms, it need only be 
raised sufficiently to compensate for that portion of the investment fund pre
viously coming from private savings. If no tax is in place, the government 
can use the total value of a company's stock, as recorded on some specified 
date before the crash, as the value of the enterprise's capital assets, and set 
the tax rate so as to generate the desired quantity of funds. 

At this point, the basic structure of Economic Democracy is in place. We 
have what we had with Radical Quick, except that worker self-management 
has been extended only to corporations, not to the rest of the private sector. 
One major issue still needs resolution-what to do with aU those people 
who have relied on the income from their stocks and bonds to maintain or 
supplement their existing incomes, particularly retired people who have 
been depending on their private pension-fund investments. 

In point of fact, most of these people will be desperate at this point, and 
looking to the government for help, because the stock market has just 
crashed, thereby wiping out their portfolios. A solution is relatively obvious. 
Our government will exchange all outstanding stock certificates and corpo
rate bonds for long-term government annuities-guaranteeing a steady in
come to each holder until the value of his investment portfolio has been re
deemed. The value of each portfolio will be set at the value of the person's 
stocks and bonds at a determined precrash date. In effect, we are national
izing the corporate sector of the economy with compensation-generous 
compensation, since the stock market crash has rendered most stock certifi
cates and corporate bonds almost valueless. Our socialist government will 
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bail out those pension funds invested in the stock market-and aU other 
stockholders as well, capitalists included. To recover a portion of these pay
ments, a sharply graduated tax on annuity income will be instituted. 

Is this a fair solution? Although stock ownership is widespread in the 
United States, it is massively maldistributed. Roughly half of all stocks are 
owned by only 1 percent of the population, whereas half of aU households 
own none whatsoever. This means that half of all the annuity payments our 
socialist government makes will accrue to that 1 percent. Since these annuity 
payments must come from tax revenues, taxpayers are in effect maintaining 
its capitalist class in the style to which it has grown accustomed-much as the 
taxpayers in the United Kingdom and other monarchies maintain their kings 
and queens, despite the fact that they have been rendered functionless. 

Let me make six points in support of this solution. 

• The situation will not persist indefinitely. The government annuities 
that have been issued to stockholders are of finite duration, say thirty 
years. At the end of that period, payments stop. The capital "expropri
ated" has been fuJly repaid. Our capitalist kings and queens will not be 
maintained forever. · In the meantime, they-and all other elements of 
society who had been counting on income from their financial holdings 
to supplement their wages, savings accounts, and social security in
comes-will have had time to adjust to the new economy. 

• The tax on annuity income will exempt those whose investments were 
in their pension funds. It will fall most heavily on the capitalist class
people with truly large holdings of stocks and bonds. This tax is not a 
punitive tax, however. In principle, it aims at aJlowing individuals to 
continue their existing lifestyles, while taxing away that portion of their 
income that would normally be reinvested. Recall that under capitalism, 
the very rich take in vastly more than they can possibly spend on per
sonal goods and services; indeed, the health of the economy depends 
on their reinvesting most of their income. Since Economic Democracy 
does not depend on investment from private savings, a highly gradu
ated tax on annuity income can be implemented that neither impedes 
the functioning of the economy nor compels the wealthy to cut back 
drastically on their consumption. The tax is designed so that poorer 
people who had invested in the financial markets to supplement their 
social security checks need pay no tax at aU on their annuity income, 
whereas the wealthy, although paying a high tax, can still enjoy their es
tates, yachts, and other assorted luxuries. What the latter can no longer 
do is control the overall direction of the economy by their investment 
decisions. That power has been taken from them: 

• To those who find it obscene that former capitalists should continue 
to maintain lifestyles far beyond the means of ordinary people (an 
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understandable reaction), it should be pointed out that the liveli
hoods of many working people now depend on the consumption of 
the rich, and that it would be exceedingly disruptive to try to change 
this situation abruptly. If consumption by the rich were sharply re
duced, the businesses that cater to this consumption would also suf
fer. People whose jobs depend on providing goods and services to 
the wealthy would find themselves unemployed. Our socialist gov
ernment would find itself not only having to deal with the "reserve 
army of the unemployed" inherited from capitalism, but it would find 
this army suddenly grown larger. (As it is, most of Wall Street and em
ployees of other financial institutions will find themselves out of 
work. It would needlessly complicate our government's task if it must 
also find jobs for the working people who now provide our capital
ists with the goods and services they enjoy.) 

• To the objection that we, as taxpayers, cannot afford to subsidize the 
rich, it should be answered that of course we can. We're doing it now. 
As was pointed out in chapter 1, the interest and stock dividends that 
now constitute the vast bulk of capitalists' income derive from the fact 
that workers are paid less than they otherwise would be. Since enter
prises under Economic Democracy no longer pay these dividends or in
terest payments, the amount they would have paid can be taxed away 
without decreasing worker consumption at all. (Ibe revenue generated 
by the capital assets tax will thus be divided into two parts: the bulk of 
it will constitute the economy's investment fund, and the rest will go to 
former holders of stocks and bonds-the great majority of whom are far 
from wealthy.) 

• It is crucial to realize that the fundamental problem with capitalism is 
not on the supply side. Almost all enterprises are run at less than full ca
pacity. The perennial problem with capitalism is lack of effective de
mand for all the goods it is capable of producing. The economy that 
Economic Democracy will inherit from capitalism can easily afford to 
maintain its ex-capitalists in the style to which they were accustomed. 
We need to be clear on this point: it is not the excessive consumption 
on the part of the capitalist class that generates our social and economic 
problems; it is what they do with what they don 't consume. It is eco
nomic control that must be taken from them, not their expensive habits. 

• Finally, we should remember that the capitalist qua capitalist is not an 
inherently immoral person, deserving of punishment. To be sure, many, 
perhaps most, will use their resources to block the coming into being of 
a genuinely democratic society. But most have made their fortunes by 
playing by rules that have been in effect for centuries. To be sure, these 
rules have been made, by and large, by the capitalist class-but not by 
the individuals whose holdings we propose to liquidate. Since compet-
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itive pressures have given them rather little room to maneuver in the 
economic sphere, they too may be regarded as trapped by the system
however gilded their cages may be. Economic Democracy has more 
leeway for generosity. (We might hope that this spirit of generosity will 
lessen the intensity of resistance on the part of at least some members 
of the capitalist class to the advent of a new order. Those who use vio
lence or other illegal means to thwart the democratic process should be 
punished, but those capitalists who participate fairly in the process will 
not be forced to alter radically their style of living "after the revolution.") 

6.4 A NEW COMMUNISM? 

I have sketched a program for revolutionary structural reform that could be 
brought about peacefully, if conditions are right One of these "conditions" is 
the coming to power of a leftist political party with a truly radical agenda. But 
how, given the enormous power of the capitalist class, could this ever happen? 

If a leftist political party with a radical agenda is ever to come to power 
democratically-and I see no other plausible way for such a parry to come 
to power, at least in an advanced capitalist society-the ground must be pre
pared. A sudden economic crisis will not suffice. Unless the counterproject 
is well developed, people will be tempted by simpler, uglier solutions, which 
will not, of course, be real solutions. Fortunately, the failure of racist, fascist, 
and militaristic experiments is well known, and this historical memory
which must be kept alive--provides an important counterweight to reac
tionary tendencies. But without a well-developed counterproject, this coun
terweight may prove insufficient. Although a moderate economic crisis 
might provide opportunities for meaningful reform, a severe crisis, too early, 
before the counterproject has become self-conscious, could give us fascism, 
not socialism. 

As indicated in chapter 1, t11e counterproject must bring together, at least 
in collective spirit, the various movements now struggling, often in isolation 
from one another, for progressive social change: movements for gender and 
racial equality, for ecological sanity, for peace; struggles against poverty, 
against homophobia, against militarism, and against prisons and executions 
as solutions to our social problems. 

It is dear that the labor movement will have to play a central role, since 
changing the nature and structure of the workplace is fundamental to the 
economic dimension of the counterproject. It is hard to imagine any of the 
economic reforms listed on our reform agenda being adopted without strong 
pressure from a revitalized labor movement. 

Of course, economic issues are not solely the province of the labor move
ment, nor are issues of race, sex, ecology, peace, or prisons outside the purview 
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of labor. None of these is.sues in fact can be treated in isolation from the ochers, 
although various movements will doubtless have distinctive emphases. 

How are we to achieve unity in diversity, a dialectical unity that involves 
a genuine commonality of interests (and not just tactical alliances) but avoids 
the reductive subordination of one movement to another? Let us dream a lit
tle. Let us return to that short text I continue to find so provocative and in
spiring, written 150 years ago by those two young men who had been 
drafted by their comrades to draw up a manifesto for their little, short-lived 
"Communist League." Let us dream of a New Communism. 

Communists do not comprise a separate political party opposed to other work
ing class parties. They have no interests separate and apart from those of the 
proletariat as a whole. They do not set up any sectarian principles of their own, 
by which to shape and mold the proletarian movement. 10 

This, we observe, is something very different from the Leninist model that 
came to be dominant on the Left. There is no talk here of democratic cen
tralism, of a tightly organized, tightly disciplined party with an unshakable 
confidence in its doctrinal correctness. Of course, "new communists" would 
be concerned not only with the "proletarian movement" but with the entire 
counterproject. 

Communists, say Marx and Engels, must be both internationalist and na
tionalist. 

In the national struggles of the proletarians of different countries, [communists) 
point out and bring to the front the common interests of the entire proletariat, 
independently of all nationality .... [}-lowever,) the proletariat must first of all 
acquire political supremacy, must rise to be the leading class of the nation, must 
constitute itself as the nation .... The first step in the revolution by the working 
class is to . . . win the battle of democracy. 11 

Notice, although communism is envisaged as an inte rnational movement, 
Marx and Engels do not call for the abolition of nation-states, nor do they de
claim on the futility of national struggles. On the contrary, they insist that the 
essential struggles must take place on precisely the terrain of the nation
state-and can be won only insofar as genuine democracy is truly estab
lished (which, as we have seen, is not yet the case). 

As the Manifesto makes dear, Marx and Engels are "reformists." They not 
only endorse a reform agenda, but they see such reforms as essential means 
to radical transformation. At the same time, they remain dear-sighted about 
the insufficiency of "mere" reforms. 

The proletariat will use its political supremacy to wrest by degrees all capital 
from the bourgeoisie .... In the beginning, this cannot be effected except ... 
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by means of measures which seem economically insufficient and untenable, but 
which, in the course of the movement, outstrip themselves, necessitate further 
inroads upon the old social order, and are unavoidable as a means of entirely 
revolutionizing the mode of production. 12 

To summarize briefly: The conception of a revolutionary movement that em
anates from the pages of Tbe Communist Manifesto is something different from 
the kinds of revolutionary movements that have in fact emerged in this century. 
Marx and Engels advocate an international association of committed activists 
who share a common global vision, who represent the most progressive e le
ments of all progressive organizations and parties, who work primarily within 
the confines of their own nation-state, but who keep the international dimen
sions of the struggle in focus, and who recognize that many reforms are possi
ble and desirable before global capitalism gives way to socialist reconstruction. 

Might not some such concept of a revolutionary movement once again 
take root? If we assimilate sufficiently the lessons of our history, we will be 
on guard against excessive dogmatism, reductionism, and sectarianism. We 
will also assimilate the positive as well as negative lessons of the other mon
umentally important movements of our century: feminism, antiracism, envi
ronmentalism, pacifism, movements for human rights, and struggles every
where against degrading and exploitative conditions. Perhaps this new 
revolutionary movement will see itself as something other than a "new com
munism." Perhaps it will want to eschew the word "revolution." The terms 
here are not important. What is important is that people regain that sense, 
which arises ever so often in human history, that we are faced with a collec
tive task that will require the combined efforts of masses of people in all 
walks of life, and that will, if successful, change the world. 

Nothing less will do. 

NOTES 

1. For an excellent critical analysis of the South Korea-Taiwan model that ante
dates and anticipates the crises of 1997-1998, see Walden Bello and Stephanie Rosen
feld, Dragons in Distress: Asia s Miracle Economies in Crisis (San Francisco: Institute 
for Food and Development, 1992). 

2. As David Ellerman forcefully points out, "voucher privatization" was pushed for 
political reasons, when it would have made far more economic sense to allow work
ers to lease or buy their enterprises from the state. A natural evolution toward some
thing like Economic Democracy was consciously blocked. "Lessons from Eastern Eu
rope's Voucher Privatization," Challenge: Tbe Magazine of Economic Affairs 
Quly- August 2001): 14-37. 

3. For these and other data on Chinese performance, see Peter Nolan, Chinas Rise, 
Russia's Fall: Politics, Economics, and Planning in the Transition from Stalinism (New 
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