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Introduction

Every book has its moment of conception and its period of drafting. This book has been a long time in the making, but its drafting began only very recently and at a particularly awesome moment. Drafting began in the interregnum between two US Administrations, just as Donald Trump was poised to become the forty-fifth president of the United States; and on the day in which, in the United Kingdom, the new Conservative Government led by Theresa May lost its first by-election in a strong Tory seat, as buyer’s remorse about the Brexit vote began belatedly to surface. Because of developments of this kind, early 2017 seemed to be both a good and a bad time to begin to write. Given all that was happening around us, it seemed a particularly appropriate moment to put together a systematic reflection on the future of both societies, and on the likely strength of the economies on which those societies rest. But it was also a moment at which such a reflection was bound to be difficult to deliver, because there was suddenly so much political novelty and uncertainty in both London and Washington, DC. Any reflection written to illuminate the times would, therefore, need to explain that novelty and uncertainty, as well as throw light on the continuities that make the novelty so disturbing.

For just twelve months earlier, when Barack Obama gave his last State of the Union Address and David Cameron returned from Brussels with his renegotiated settlement with the European Union, neither Donald J. Trump’s occupancy of the White House, nor Theresa May’s of No. 10, was visible on the political radar of any serious public commentator. But here we were, facing 2017 with both newly in charge: the one poised to substantially reconfigure America’s already inadequate welfare net (and to do an additional set of entirely unclear things to “make America great again”); the other poised to somehow negotiate the UK’s route out of the European Union without damaging still further the already vulnerable UK economy. Of course, neither of these political figures will necessarily be with us for long – May, if her weakened condition after her unsuccessful general election continues, Trump if he is eventually impeached – but even if either/both fall from power as sharply as they rose, the political volatility from which they both benefited will undoubtedly persist.

So, as we explore now the future of two economies under new and uncertain political leadership, it is initially worth noting the extent to which, for all their recently achieved solid rates of GDP-growth and job-creation – both the US and UK are running at near full employment as this volume goes to press – serious indicators are readily available to demonstrate just how fundamentally flawed both economies continue to be. Take the US economy for example, where:

• Total household debt is on the rise again – up by 70 per cent from its post-crash trough of 2010 – peaking in the first three months of 2017 at $12.7 trillion (a peak higher even than that realized in 2008). This, in the wake of over four decades of stagnant real wage growth for most Americans, and of steadily increasing inequality in the distribution of income and wealth.

• Post-recession manufacturing employment growth in the US economy that is still sluggish and low. The US manufacturing sector, which in 2000 absorbed 17.3 million American workers and by 2010 absorbed just 11.5 million, still only accounted for 12.3 million jobs by mid-2015, a 37 per cent drop from the June 1979 manufacturing employment peak of over 19 million.1 This at a time when the US trade deficit with what is now the world’s leading producer and exporter of manufactured goods – China – is running at a record level: $365.7 billion in 2015, and still $347 billion in 2016.

• Labour market participation rates for working-age men in America are down and falling, at the very time when death rates among those men are creeping up. In the US, some 11.5 million men aged 24–55 are currently neither employed nor looking for a job; but the white non-Hispanic members of that same demographic are reportedly consuming pain-killers at twice the rate of employed Americans,2 and – as Figure I.1 indicates – are now dying at a faster rate and at a younger age than did their equivalents in the generation before, and younger and at a faster rate than their equivalents abroad. It used to be only the black working class who died young in America, but apparently not any more.
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Figure I.1 Rising morbidity and mortality in midlife among white non-hispanic Americans in the twenty-first century

(Source: Anne Case & Angus Deacon, “Mortality and Morbidity in the 21st Century”, Brookings Papers on Economic Activity, Spring 2017, p. 406).

But the United States is not alone in supposedly facing a difficult and demanding economic and social future, one characterized by dire statistics on such things as income and debt, job security, and health. There are powerful signs of adverse headwinds in the United Kingdom too, if you know where to look for them. Among these are at least the following:

• Wage stagnation: just a month after the Brexit vote in June 2016, the Trades Union Congress (using OECD data) reported that average real wages in the UK had fallen by nearly 10 per cent since the onset of the financial crisis in 2008, a fall exceeded in the entire OECD – as Figure I.2 indicates – only by Greece, Hungary and the Czech Republic.3 If true, that means that the British are currently in the middle of their worst decade for wage growth since the end of the Second World War, and on average will not earn more in real terms in 2021 than they did in 2008.4 On the Government’s own figures, indeed, and because of Brexit, “real average earnings are now forecast to be £830 lower in the UK than expected in 2020 – thanks to a double whammy of weak pay rises and higher inflation”.5
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Figure I.2 International real hourly earnings growth, 2008–13

(Source: OECD Employment Outlook, 2014).

• Productivity shortfall: the productivity of UK workers – measured by output per hour – fell in the last two quarters of 2015 faster than at any time since the fourth quarter of 2008, when the UK economy was officially in recession. That shortfall left the UK with the largest productivity gap with the G7 average since records began, with UK output per hour now a full 36 percentage points less than the figure for Germany, 31 per cent less than that for France, and 30 per cent down on the figure for the United States.6 This is no small matter, given the critical role that labour productivity plays in sustaining and increasing overall living standards. It means that currently the British “are no richer relative to the EU-15 average than they were 15 years ago, and [that] the average Briton has to work more hours than the EU-15 average to achieve that income”.7

• Rising personal debt: what is even more troubling are the signs, emerging again, that in the UK those incomes are being inflated only by the acquisition of larger and larger quantities of personal and household debt. In the twelve months to July 2017, if the Bank of England’s figures are correct, “household incomes had grown by just 1.5 per cent but outstanding car loans, credit card balances and personal loans had risen by 10 per cent” as “terms and conditions on credit cards and personal loans had become easier”.8 So, it is not just in America that the ghosts of 2007–8 are beginning once more to stir.

[image: images]

With all this in mind, one important recent political experience shared by the US and the UK might now begin to make more sense than perhaps it initially did: their shared experience of two major elections/referenda in which the outcome came as a surprise, not just to those who lost them but to their winners as well. In both countries, new political leaders and agendas now hold centre-stage because of a widespread and largely unexpected rejection in 2016 of more mainstream candidates and programmes by first the British and then the American electorate. It is true that the margin of victory for the Leave Campaign was very tiny in the British case, and that Donald Trump’s winning margin was restricted to the electoral college (Hillary Clinton’s popular vote exceeding his by more than 3 million): but victories, however problematically earned, count in elections – because to the victors go the spoils.

The Brexit vote was quickly understood at the time, and is still largely seen now, as a protest vote against their persistent neglect (from many governments and over many decades) by communities situated far from London – communities that are currently full of non-college educated, predominantly white, working-class voters.9 The unexpected election of Donald Trump was equally grounded in a protest vote against economic neglect by their US equivalents.10 In neither case was white working-class anger the only factor in play: but in both countries it was in play, and being in play, it made the electoral difference. For the first time since at least 1945, the old political order in both Washington, DC and London was rattled to its core by the protest votes of those who found their present circumstances unsatisfactory – rattled by voters, moreover, who were prepared on this occasion to blame existing political parties for the things they found unsatisfactory. In each country, that is, elections held in 2016 demonstrated more clearly than in recent elections past that a significant section of each electorate found their circumstances to be intolerably flawed.

Which takes us to the title of this comparative text: Flawed Capitalism: The Anglo-American Condition and its Resolution. Long before Donald Trump and Theresa May came to dominate the political headlines, it was increasingly obvious to many progressive commentators on both sides of the Atlantic that there were flaws in both countries that needed to be recognized and understood, addressed and rectified.11 As we shall see, those flaws were (and remain) partly nationally-anchored and country-specific, and need to be dealt with as such. But they were, and are, also partly common to the economic model underpinning both societies; and to the degree that they are, are equally and similarly remediable. That much at least was clear before the 2016 political tsunamis.12 But what those unexpected developments have now added to this ongoing reform effort is both a new urgency and a new question. The new urgency comes from the new uncertainty, and the new question becomes this. Will the new centre-right solutions now on offer in Washington, DC and in London bring those much-needed remedies closer, or push them further away? As you will see as you read on, the answer on offer here is that the new politics of the centre-right will only make things worse on both sides of the Atlantic – that by shifting to the right in so unexpected a fashion, both countries have just scored spectacular own-goals – and that these are own-goals which are likely to undo much, and perhaps even all, of the limited progressive gains that had been put in place in both the US and the UK on either side of the financial crisis of 2008.

Donald Trump’s proposed retreat from globalization in the United States, and the Brexit retreat from the European Union in the United Kingdom, both suffer from what Ben Clift recently and properly characterized as “the dangerous illusion of ‘taking back control’”.13 Why that control will not come back the centre-right way, but can be recaptured by the development and implementation of more progressive politics, will be the focus of the second half of Flawed Capitalism. The book’s first task is more modest but equally vital. It is to take stock of where we are, of how and why we got here, and of the adequacy of our current condition.





1

The Anglo-American Condition: Similarities and Differences

“We have always been kin: kin in blood, kin in religion, kin in representative government, kin in ideals, kin in just and lofty purposes; and now we are kin in sin, the harmony is complete, the blend is perfect, like Mr. Churchill himself, whom I now have the honor to present to you.”

Mark Twain, introducing Winston Churchill at a meeting on the Boer War at the Waldorf Astoria in New York in December 1900: showing his own distaste for British and American imperialism1

“Anglo-American households are broke. Too many households have endured years of declining real incomes, bouts of unemployment, rising indebtedness and without sufficient savings: they are bearing the brunt of the economic downturn and are disproportionately paying for the costs of fiscal austerity without any evidence of a lasting recovery.”

Johnna Montgomerie2

There is nothing particularly forced or arbitrary about putting the words “Anglo” and “American” together in a single and hyphenated adjective. On the contrary, if only by dint of common usage, it is any opening moment of conceptual separation and doubt that requires some effort: a moment at which the apparent “naturalness” of the coupling between the two terms needs to be explored. But that exploration is necessary: because, as is immediately obvious whenever we stop to reflect upon it, the United Kingdom and the United States are very different places, and there is nothing preordained in the existence of any similarities between them. So, if we are going to study them together, as we are now – and particularly if we are going to make statements that encompass them both, as we definitely will – it behoves us first to justify the underlying design of the exercise upon which we are poised to embark.

Putting the two countries together and setting them apart

So why put the two countries together, separate them off from the rest, and seek out statements that encompass them both? Two different reasons initially spring to mind. The first is that we can undertake that exercise with some confidence because we are not moving into new territory – because there have been many occasions in the past on which governments in both countries have done something similar. They have acted together. They have separated themselves off from significant others; and they have made general statements about their shared conditions and interests. Putting “Anglo” and “American” together in a single hyphenated adjective captures verbally, therefore, the existence of something that is actually real, and something that on occasion has been extremely important in world history: namely a “special relationship” between the two countries, one firmly grounded in overlapping histories, similar institutions and shared languages and culture.

The second reason is this: that we can also put the two countries together because many other scholars have done so before us. In treating the two countries as a single and interconnected subject of analysis, we necessarily join an already existing large and rich literature on those interlinked histories, institutions and cultures.3 We also become a new player in a particular body of scholarship – in comparative political economy – within which it is now common to postulate the existence of an Anglo-American “model” of how to run a modern economy and society. This volume will contribute to that last body of work in particular: and in relation to it at least, the obligation of these opening pages will be less to justify talking about the two economies as similar than to justify characterizing them as being, because similar, equally flawed.

The United Kingdom and the United States go back together a long way in time. The 13 colonies that initially created the United States did so – as America annually celebrates – in rebellion against the British crown. What the fourth of July fireworks tend to illuminate less than the brave separation, however, is the extent to which the breakaway colonies, as just half of the 26 American and Caribbean colonies of the first British Empire, like the other 13 had been constructed internally under British direction. Each shared a language with the “mother country”. Each shared similar legal codes and judicial practices. Each shared similar commercial activities and constitutive social classes. And many of their leading citizens even shared – right to the very end of the colonial period – a common desire to be British: Benjamin Franklin in particular came to his own revolutionary break very reluctantly and very late in the day. For what linked the newly-independent United States most to the British Isles from which the former colonists or their forebears had once come, were the people who first populated particularly the northern-most set of the 13 breakaway states. After 1620, significant parts of the most progressive sections of the emerging British middle class ended up precisely there, freer in the new world than in the old to pursue their own religious predilections, and freer too to create a modern capitalist economy untrammelled by feudal legacies. They came for freedom, and most of them came as, and wanting to remain, British.

Yet in spite of all that, the relationship between the new nation and the old was understandably initially rather fraught – the two countries fought a brief second war, after all, between 1814 and 1816 – a war from which the United States then drew the imagery for the national anthem which it uses to this day. But thereafter, the linkage between the two grew. They grew in volume; they grew in regularity; and they grew in ease: as people continued to migrate from key parts of the United Kingdom to the United States (especially from Ireland); as UK technology and capital crossed the Atlantic in ever greater quantities to develop the post-Civil War American economy; and as the sharing of a common language between the British and the North Americans left each society particularly open to the exchange of intellectual products and to the creation of a shared cultural universe. As Jim Cronin rightly put it, “intercourse and exchange between Britain and the United States have been … constant and critical, and they have occurred at the very highest levels; and the two countries have chosen to be each other’s best ally in all the geopolitical conflicts that have dominated international relations in the [twentieth] century”.4

Throughout the nineteenth century, the United Kingdom was the senior partner in the emerging relationship between the two. Economically and militarily, the United States was the junior actor then – playing catch-up economically, and normally restricting itself globally only to interventions in its own self-appointed sphere, namely the Americas. That changed, of course, quickly after 1941. For by then, the US economy was already larger and more dynamic than the British – the economic imperative to “catch up” had already shifted across to the European side of the Atlantic long before the attack on Pearl Harbor – and by the end of the Second World War, the equivalent military shift had also followed. For by 1945, the decline of the British Empire was as visible to much of the rest of the world, if not always to key figures in the British political elite, as was the rise of its less formal but no less real American equivalent.

This resetting of leadership within the military and economic interplay between two great imperial powers was also reflected in a more subtle and nuanced shift in the interplay between the two socially and culturally: the thinning of the social and ideational relationship between them over time, with the emergence – especially in the United States – of social categories and localized histories that set the US and the UK apart. The two societies had never been totally similar, of course. The nineteenth century British one was heavily scarred (and the twentieth century one was still vestigially so) by a feudal past that America lacked, a feudal legacy that left a British aristocracy in place, if not a peasantry. From its inception, the United States was totally free of such feudal shadows, but it remains scarred to this day (and scarred even more severely than were the British by feudalism) by the legacies of the slavery it once consolidated in its southern states, and of the genocide it practiced on the native Americans who resisted the encroachment of European settlement on the lands they had occupied for millennia. The nineteenth-century British had their immigrants too – Irish immigrants fleeing famine in the 1840s just like the United States, and Eastern European Jews fleeing pogroms in the 1890s, again with American parallels – but the biggest difference between the two by then was the predominant composition of the labour forces filling the factories of the industrial economies that both societies were developing apace in the second half of the nineteenth century.

The nineteenth-century British drew their factory labour force, in the main, from their own urban and rural areas – at the end of a two-century period of conversion of an English and Scottish feudal peasantry into a wage-based agrarian (and then industrial) working class. The United States, by contrast, had neither a similar length of time within which to operate, nor the same internal sources of labour on which to draw. So instead, and on either side of the Civil War, its entrepreneurial class recruited to American factories the geographically-mobile sections of other countries’ displaced peasantries: taking labour first from Ireland, then from northern and eastern Europe, then from the Mediterranean basin, and always – on its west coast – from China as well. The eventual result was the emergence in North America of a society made up almost entirely of immigrants (both voluntary and involuntary in nature) and their descendants: a mosaic of peoples in the United States with their own non-British histories and cultures. It was a mosaic that pulled the two societies – the American and the British – increasingly apart over time: united for years in spite of the mosaic by the residual white, Anglo-Saxon and Protestant character of America’s ruling groups, but increasingly pulled apart after 1945, as America’s ruling groups slowly lost much of their waspishness.

The cumulative result, politically, of this different pattern of nineteenth-century working-class formation was the emergence in the twentieth century of two societies divided by a common language. In the United States, the term “liberal”, for example, means someone who is willing to use the state for purposes of social justice, whereas in the United Kingdom, the term “liberal” often means just the reverse. It can mean progressive in an American sense, but it more normally carries the connotation of “neoliberalism” – more Adam Smith than John Maynard Keynes. From a British perspective, both Margaret Thatcher and Ronald Reagan were liberals, the very thing that Americans know they were not! It can all be very confusing:* until we note the way in which the legacy of feudalism, and the weight of “class identity” in the UK case, has left the political centre of gravity in London further to the left – and in that sense, in a more commonly Western European position – than its American equivalent in Washington, DC. For the twentieth-century UK labour movement eventually shaped the way that British people still understand politics – and left a social democratic culture in place – to a degree not matched by the US labour movement, except in its brief New Deal moment of dominance. In consequence, current economic policy-choices are played out in the United States within a political framework heavily molded by libertarian ideas, and by mobilized religious conservatives, that have no easy UK equivalents; just as in the United Kingdom, those same economic policy-choices are now being settled by a minority Conservative Government, many of whose leading figures subscribe to an “one nation” Tory tradition that is simply not there in the modern American Republican Party. Barack Obama may have seemed far too progressive for many American conservatives, but ironically it is likely that he would have been politically comfortable in a UK context to have been simply a progressive Conservative.

These emerging differences between the two component elements of the Anglo-American world, that are so vital to the day-to-day story of politics in both, are not just “political and ideological”. They are also “political and institutional”. The United States is, after all, a very big country: whereas the United Kingdom, though smaller, is a European nation; and both size and geography matter here. The US political system is a federal one, with a written constitution and a well-established set of checks and balances. The UK political system has neither. Policy change at the national level is, in consequence, much more difficult to effect in Washington, DC than is policy change in the London-focused UK parliamentary system. But equally, the federal nature of the US political structure leaves a significant space for “state-led” initiatives that are far more difficult to orchestrate at the “local level” in the heavily-centralized UK equivalent. Political activists – both conservatives and progressives – if blocked at the national level, often turn down to exploit state-level opportunities in the United States, when their UK counterparts (pre-Brexit at least) would more likely turn out, to seek support in EU-based social legislation and development funding.* As we now watch these two economies struggle with a shared agenda of competitive difficulties, these variations of size and geography will ghost everything that follows. The United States is dealing with a globalized capitalism, from which it is separated by two great oceans. The United Kingdom is doing the same, separated from the rest of Western Europe only by the width of the English Channel.

The emergence of a similar economic model

The United States was, from its inception, a commercially-oriented society; and by the time it was created, so too was the Britain from which it broke. In fact, initially at least, Britain was the more commercially-developed of the two. The British aristocracy had long made their peace with an emerging capitalist class, converting the land it owned into commercial units worked by tenant farmers and wage-paid day labourers, while sustaining its own noncommercial style of life by increasing the rental income it drew from that farming. Aristocratic money sustained mercantile capitalism extensively in the years after the English Civil War, so that by the time of the American Revolution, British trade was a global force, British factory production was already on the rise, and British interest in the application of science to new forms of production was already evident. Indeed, in the mid/late eighteenth century Scottish Enlightenment that gave us Adam Smith and David Hume among others, Benjamin Franklin was also a major player: as commercially-minded and scientifically-curious middle classes emerged in both societies, divided by the Atlantic but linked by regular intellectual intercourse and intimate social networks.

The result in both cases was essentially the same: the emergence – first in the newly-named United Kingdom after 1801* and in the United States either side of its civil war – of an increasingly industrially-based capitalist economy led and owned by a new class of private entrepreneurs. This was not state-led industrial development. It was privately-initiated and middle-class owned economic change in industries as diverse as coal and textiles, iron ore and railways. Indeed, in both countries industrial development began primarily in textile factories relying on coal-driven steam power, only to be surpassed quickly by more broadly-based factory production driven by investments in iron and steel, railways and shipbuilding. In consequence, both societies had created a recognizably modern factory-based working class by the 1880s. Both by then had shed labour from agriculture, moved production from the countryside to the town, and sustained urban life by the development of commercial farming linked to its markets by railways and financed in its development by banks. And in all of this early industrial change, the state had played only a limited though essential role: disciplining labour, protecting property rights, and encouraging private investment and entrepreneurial activity without developing the strong capacity for leadership played by governments in economies that industrialized later such as Germany, Japan and eventually (in a different way) Russia.

The global economic leadership enjoyed by the British economy in the nineteenth century allowed its political class to develop an imperial role, and its leading financial institutions to act as a conduit between the British economy and the more developed parts of the global system it led. Aspiring industrial nations and companies came to London in the nineteenth century to borrow English money, to use that money to buy English-made goods, and to return home with those goods to develop industrial capacity of their own. The global leadership of the American economy after 1945 enabled its political class and its leading financial institutions to play a similar set of roles. In each case, that economic dominance lasted, at most, for one or two generations before the economies that had initially done the borrowing caught up with the technologies of the globally-dominant British or American firms, and then undercut that dominance with technological developments of their own.

But while the dominance lasted, similar patterns of institutional change bedded themselves in. Governments – first the British, later the American – opened overseas markets for their domestic producers by the force of their diplomacy, and where necessary by the force of their arms. To maintain that capacity to use force, each globally-dominant economy then developed its own military-industrial complex, and the preoccupations of government incrementally shifted from protecting the interests of all its producing sectors into one of protecting primarily those producing military equipment and financial advantage. For as foreign borrowers came first to London and then to New York, the size, importance and political weight of financial institutions grew within each globally-dominant economy in turn, and the major industrial companies in each looked increasingly outside the domestic economy for their resources, their markets and eventually even their production sites. The result in each case was the slow emergence of an economy – first in the United Kingdom and then in the United States – dominated by large financial institutions and globally-oriented transnational corporations, an economy in possession of a large and state-supervised engineering sector geared to military production, and a domestically-focused civilian economy that was increasingly vulnerable to foreign competition in both its overseas and its domestic markets.

When the Cold War was at its height, the relevant academic literature on types of modern economies tended to treat all capitalist ones as basically similar, and as necessarily superior to their state-socialist alternative. But when that superiority was underscored by the unexpected collapse of the Soviet Union at the end of the 1980s, and with it the disappearance of the Cold War, a new body of academic literature emerged – one focused on the relative strengths of different types of capitalist economy. In that new literature on comparative political economy, it has become conventional to treat the US and UK economies that we have just described here as broadly similar in kind, and to label them as “liberal market economies” (as “LMEs”, with the term “liberal” being used here in its European rather than its contemporary American sense) to be compared to the more “coordinated market economies” (“CMEs”) of the continental European and East Asian sort.5 In this literature, such liberal market economies are understood to be ones in which investment and production decisions are anchored overwhelmingly in the hands of the senior management of private companies, who are then:

left free to pursue their own short-term profit motives and to raise their capital in open financial markets. In such capitalisms, workers enjoy only limited statutory industrial and social rights, and earn only what they can extract from their employers in largely unregulated labour markets. State involvement in economic management is limited largely to the creation and protection of markets; and the dominant understandings of politics and morality in the society as a whole tend to be individualistic and classically-liberal in form.6

Such a view of a “liberal market capitalist model” is normally presented as simply that – a model, an ideal type, a framework to allow comparative analysis of economic performance over time. No economy – not even the two that concern us here – are ever presented in the comparative political economy literature as pure liberal market economies against that definition. But since the definition does capture key core elements of how the US and UK economies do indeed now operate, the label of “LME” is normally applied to them. Of course, the US economy was not always a liberal market one. It certainly was not during the New Deal; and some of its key sectors now – not least those linked to the Pentagon – do not fit the model to this day. And as we shall see, the UK was certainly not a liberal market economy in the heyday of state planning and incomes policy development when first Harold Macmillan led the Conservatives in Government and then Harold Wilson led Old Labour. But both economies do now exhibit many of the features of a liberal market economy as normally defined: and because they do, it is worth treating them together for comparative purposes, and worth understanding both their strengths and their weaknesses through the lens of this LME–CME distinction. That is certainly what we shall do here, in the chapters that follow.

But we shall also do one other thing that much of the literature on comparative political economy often does not do. We shall avoid treating liberal market economies as necessarily superior as a form of economic organization and practice. On the contrary, both the US and UK economies will be understood here as model types of liberal market economy, and for that reason, economies that are necessarily fundamentally flawed.

Flawed capitalisms in the making

To attach the label of “flawed capitalism” to a systematic examination of the Anglo-American condition is to take a particular position in an ongoing and often bitterly contested academic and political debate. It is to make a serious challenge to the claims about American exceptionalism and superiority that are currently such a feature of conservative political discourse in the United States; and it is to call into question the validity of the view, more generally held in America, that there is something different and special about the United States, a view that persists even in the minds of those who feel that currently things in America are not going in quite the direction that they should. It is also to challenge a parallel sense of difference, and even superiority, in contemporary British political culture – to call into question that often-expressed sense of the unique and important nature of Britain’s past and present global role, position, character and contribution. It is to challenge a view of British exceptionalism that remains particularly prevalent in much of the UK’s political class – a view that particularly afflicts British prime ministers of the Blair and Thatcher mould – and also a view (of what it means to be British) that in a more moderate form informs the worldview of broad swathes of the UK electorate.

In both countries, that is, something that we might term a “defensive nationalism” is widespread in the popular culture – one that was very evident in both the Brexit vote and the Trump victory in 2016. It is a defensive nationalism that does not take kindly to criticism from outside, and it is one that is linked in complicated ways in both cases to the past/present imperialism of their respective states. For as we have already seen, and as we shall discuss in much more detail later, both the United Kingdom and the United States possess a substantial and well-documented imperial past: and arguably the United States possesses an equally substantial and well-documented imperial present,7 even though the prevailing self-image projected by current US political elites regularly denies that central fact. By contrast, the self-image presented by past UK elites was never so coy about Britain’s capacity and willingness to strut its stuff on the world stage. On the contrary, the size of the British Empire was invariably presented by them as something to be universally celebrated and welcomed – and there is even now some residual nostalgia in ruling circles for what are still thought of there as Britain’s greatest days.

Denial of the existence and importance of imperial power goes only so far, however, even in a contemporary America that tells itself endlessly that it was (and remains) the first “new nation” – the first one born out of an anti-imperial struggle – so that paradoxically, popular culture in the United States is currently more imperial at the very moment when popular culture in the United Kingdom is becoming ever more visibly less so. You only have to note the greater willingness of contemporary Americans than of their British equivalents to sing their national anthem with gusto, and to honour both their soldiers and the flag at every public opportunity, to see that faith in the country’s imperial mission – with all its underlying notions of exceptionalism and superiority – is still widespread in the United States in ways it was once in the United Kingdom but is no more. The ruling orthodoxy remains in much of America that the United States is a country like no other, that its uniqueness gives it a moral superiority over the rest of the system of nation-states, and that because it does, America always conducts itself in the world as the model to which all others legitimately aspire. In the ruling orthodoxies of the day – in conservative America at least – the world has much to learn of a positive kind from the United States; but the United States, by contrast, has little to learn from those who live beyond its shores.

Indeed, in both countries – the one imperial, the other post-imperial – popular culture is still more self-congratulatory than it is self-critical; which is why anyone arguing that there are deep flaws in the economies and societies of both contemporary America and modern-day Britain will find themselves, as we shall do here, running against the dominant tide of popular sentiment and in tension with broadly-held understandings of conventional common sense. But run against that tide we must. For there are weaknesses in each economy and society that need to be addressed, and addressed fully – weaknesses which link back in important ways to the imperial practices that the British once celebrated and which many Americans still do. It is to the character and origin of those weaknesses that the opening chapters of this volume will be directly addressed.

Building a progressive alternative

There is a sense, of course, in which the term “flawed capitalism” is the ultimate oxymoron; because capitalism, no matter how it is organized, is inherently and inescapably flawed by the central contradiction around which it is fundamentally organized – that between capital and labour. The existence of that contradiction was, after all, why Marx and Engels both argued for the system’s entire replacement, and why later generations of Marxists remain dissatisfied with the politics of social democracy.8 But given capitalism’s apparent permanence in our modern condition, it is surely worth noting that some capitalisms are, in a less basic sense than that, more flawed than others: depending on the degree to which the private ownership of investment resources at their core escapes regulation by the democratic state, or subverts that democratic control by resetting those regulations to advance the interests of capital rather than those of labour. The argument to be developed here is that contemporary Anglo-American capitalism is flawed in precisely this undemocratic way; and that in consequence the job of the democratic left in both political systems is to call into existence a more inclusive form of capitalism – fundamentally resetting relationships between capital and labour, the better to leave their economies and societies significantly less flawed. Capitalisms that are managed only in the interests of the privileged few are damaged in ways that capitalisms managed in the interests of the majority are not; and the job of the Left now is to move us away from a capitalism flawed by privilege into one made less privileged by the assertion of popular control.

If your interests are simply in the detail of this less flawed and more civic form of capitalism, then please turn directly to the last chapter, where those details are explored. But if, as I hope, you are also interested is how exactly the Anglo-American model is flawed, the better to know precisely what those details should be, then please take the longer route to the conclusion by reading on.
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* There is also, of course, the colour-coding confusion. Across the entire world (and that included, it should be said, in the United States), for most of the twentieth century the colour “red” signified “leftness” in politics – the “red menace” of the Cold War era, “Red Square” in Moscow, the “red flag” celebrated in song at every Labour Party conference, and so on. In the UK at least, “blue” was the equivalent colour of the right: Margaret Thatcher dressed regularly in that colour. But somewhere along the line, around the year 2000 and in the United States alone, the colour-coding shifted. “Red” became Republican. “Blue” became Democrat. Readers following both political systems simultaneously need to remember that. It is all very confusing!

* The two biggest examples in the contemporary US being the use of state-level power by social conservatives to limit the availability of abortion, and by progressives in a state like California to slowdown the Trump Administration’s policies on climate change and immigration control.

* Countries that call themselves “United’ rarely are. If they were genuinely united, they would hardly need the adjective. The north-south divide left behind by the American Civil War is still very much alive and well in contemporary America; and the various labels used to describe the UK continue to confuse many. Prior to 1707, the London state was an English one, also ruling Wales and maintaining a less than total hold on Ireland through a parliament in Dublin. In 1707, England (and Wales) and Scotland voluntarily merged. The new political entity was called Britain – and as its first empire grew, eventually Great Britain. In 1797, aping the Americans, the Irish Protestants rebelled against English rule, basing their rebellion in Belfast in the north of the island. That rebellion was crushed, the Dublin parliament was closed, Irish MPs were redirected to the London parliament, and the whole system was relabelled as “the United Kingdom” – just in case any remaining Irish rebels were in any doubt. They were, of course, and more than a century later – between 1916 and 1922 – they forced the London Imperial Parliament to allow southern Ireland to break away from the British Empire, to become eventually the state we now know as (the Republic of) Ireland. To date, the remainder of the United Kingdom – England, Wales, Scotland, and Northern Ireland – remain part of the UK, even though lately the Scots have been having serious doubts about the wisdom of remaining so, and may now soon leave.





PART I
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Flawed Economies
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The Rise and Fall of American Economic Leadership

“Financiers live in a world of illusion. They count on something which they call the capital of the country which has no existence. Every five dollars they count as a hundred dollars; and that means that every financier, every banker, every stockbroker is 95 per cent a lunatic. And it is in the hands of these lunatics that you leave the fate of your country!”

George Bernard Shaw1

“The service and sacrifice of our men and women in uniform has promoted peace and prosperity from Germany to Korea, and enabled democracy to take hold in places like the Balkans.”

Barack Obama2

It is not too great an exaggeration to say that there was a time, in the decades immediately following the Second World War, when across the advanced capitalist world as a whole the vast majority of people looked to the United States as a model economy and society – one to whose affluence, freedoms and stability so many of them then aspired. It is also not too much to say that, in the decades since, America has continued to enjoy that status in the eyes of at least the more conservative sections of the electorate in each major industrial economy with which the United States now competes. But even in those circles, America’s reputation abroad is now no longer what it once was. There are flaws in the contemporary character and performance of the US economy – and in the society which that economy sustains – which are now too visible to be easily ignored. And because they are, if we are ever fully to grasp the contemporary Anglo-American condition and its resolution, it is essential that we begin with a careful examination of exactly why the American economy was once so untarnished a model, and why it is untarnished no longer.

The rise and fall of the initial postwar settlement

As we have just noted, the American economy in the immediate post-Civil War period was a catch-up one, industrializing behind a substantial tariff-wall as it borrowed technology and capital from the United Kingdom and a labour force drawn from primarily Europe. The late-nineteenth century “Age of the Robber Barons” in US economic history was one of extraordinarily rapid economic growth built on fierce internal competition and brutal working conditions, the interplay of which moved the economy as a whole from a position of global backwardness to that of global leadership within a generation. For as the size of the domestic American market grew, and as the leading firms servicing it grew with it, American corporate capital exploited the technology of the second industrial revolution (the 1890s revolution built on electricity and modern science) and the competitive advantages of the emerging managerial revolution to build an industrial base that was more advanced, and more productive, than the British one it had once sought to emulate. So productive and dynamic was this new American economy that by 1929 it fell into a decade-long depression that was ultimately rooted in the lack of levels of consumer demand capable of keeping American industrial companies operating at full capacity. It was only the political changes triggered by the New Deal – particularly those strengthening the bargaining rights of organized labour – and the mobilization of productive capacity required by global warfare that eventually lifted the entire American economy out of depression: moving it away from the mass unemployment and stagnant living standards of the 1930s, and placing it instead onto a postwar trajectory of sustained growth and rising wages for at least the unionized sections of the American economy’s by then fully-employed labour force.

Pessimists on the right and the left of the American political spectrum – drawing largely on the experience of continental Europe immediately after the First World War – had anticipated during the Second World War that the end of global hostilities would return the United States to the depression conditions of the 1930s. But their pessimism proved misplaced, as the surrender of the Axis powers in 1945 opened an era of American global economic leadership that both lifted living standards at home for a generation and eventually triggered an equivalent trajectory of economic growth and rising prosperity in a select and chosen number of leading economies abroad.

THE RISE

The international foundations for a sustained period of US global economic leadership were laid well before the war ended, in a series of negotiations between the allied forces that brought into existence a new set of international institutions that included the World Bank and the International Monetary Fund. Key to the way in which each of those would initially operate were negotiations held at Bretton Woods in New Hampshire in the spring of 1944. Determined not to see a return to the competitive devaluations and closed trade blocs of the 1930s – so essential to the prolongation of the inter-war depression – US-led policy-makers created the framework for a postwar system of fixed but adjustable exchange rates and open trading relationships based on the dollar. Cold War politics then unexpectedly divided the wartime allies into hostile camps, leaving the non-communist bloc fully dependent on US military protection and economic support.

In consequence, there was no return to isolationism for the United States in the late 1940s, in the manner of US foreign economic and military policy at the end of the First World War. Instead, the capitalist side of the Cold War divide was organized militarily in a NATO alliance that kept large American armies in position at each end of the communist bloc – in Germany at one end, in Japan (and later South Korea) at the other – and placed the dollar at the centre of a developing set of trade flows between non-communist economies struggling to rebuild after the ravages of war. To lubricate that rebuilding, and thereby keep Western Europe and East Asia free from communism, the United States settled into a new global economic role: as the emerging system’s “consumer of last resort” – one that initially ran a surplus on its balance of trade (American exports exceeding imports throughout the 1950s) but a deficit on its balance of payments (as US dollars flowed abroad to maintain US armies, and to fuel the demand for American products in economies still too battered by war from easily producing their own).

The willingness of the United States to play this expanded global role was largely a product of Cold War politics; but its capacity to do so was rooted in something entirely other. It was rooted in the superior productive capacity of the internal US economy. The semi-automation of wartime production systems in the United States had been key to the Allied victory, first in Europe and then in Asia, as the United States had transformed itself into the “arsenal of democracy” that FDR had advocated even before the dark days of Pearl Harbor. The Allies won ultimately because of that economic (and associated military) superiority; and in the moment of victory, the United States stood alone as the one economy totally mobilized for war that had not also been entirely decimated by it. In 1945, the economic infrastructure of both Germany and Japan had been bombed into temporary total collapse, and even the British economy (though less damaged) bore the scars of pre-war under-investment and heavy wartime damage. Only the US economy was full of undamaged factories and unexhausted resources: and because it was, its problems were qualitatively different from those of both its allies and its wartime enemies. What the United States faced was not wartime dislocation because of bombing, but rather the danger of postwar recession for want of adequate consumer/military demand.

It was a danger that the United States ultimately avoided by the unexpected fusion of a remarkable triad of developments. It was a danger that was avoided partly by the US decision to maintain a large and permanent military presence abroad. In that sense, the United States avoided an economic downturn at the end of hostilities by ensuring that hostilities did not entirely end! It was a danger – of domestic factory closures – that the US economy then also partly avoided by the federal government giving dollars to consumers abroad as Marshall Aid, so ensuring that those dollars would return to the United States in the form of demand for the output of American factories that might otherwise have closed. And it was a danger – of a downturn in domestic demand triggered by the scaling down of military spending and by the extensive demobilization of military personnel – that the US economy initially avoided by cashing in on the accumulated unspent wages of its wartime soldiers, and later by the development of a limited but distinct internal compact between its two basic contending classes. And in that very important sense, the United States economy flourished after 1945 in spite of the wishes (and indeed best efforts) of those who owned and directed it. It flourished because so many of the soldiers returning from war were sufficiently determined not to go back to the bad old days of the 1930s that they forced – through the trade union militancy they displayed – agreements on reluctant major employers that for the very first time in American history linked wages, productivity and profits together in a mutually supporting trajectory of growth.* American capital may have fuelled the continuing prosperity of the US economy after 1945 but it was American labour that made that prosperity happen.

In other words, the first postwar period of US global economic dominance rested on what later radical scholars categorized as a particular “social structure of accumulation”3 – an SSA – a particularly delicate balance between demand and supply in the US economy as a whole: one with both an internal and an external face.

Internally the prosperity enjoyed by more-and-more Americans in the 1950s and 1960s ultimately rested on the significant increase in the productivity of labour, within the American economy, created by the generalized application of semi-automated production systems into one manufacturing sector after another (the spread, that is, across much of the supply side of the American economy of what the relevant academic literature calls Fordism†). Generalized rises in living standards are only ever attainable if labour productivity itself rises. What stopped this particular rise from collapsing into another generalized recession was the maintenance of an appropriate level of aggregate demand via the limited capital–labour accord with which the spread of Fordism was accompanied. The demand side of the delicate balance between social classes in immediate postwar America was sustained, that is, by an accord between capital and labour that was both novel and limited. It was novel, as an accord linking rising productivity to rising wages through a series of collective agreements negotiated at the heart of the US manufacturing sector – particularly in the automotive industry – between large US corporations and well-supported industrial trade unions. It was also limited: partly because the unions traded off wage rises for the total surrender of the pace of work to corporate management, and partly because the accord did not stretch out to include non-unionized workers outside the manufacturing heartlands. Those limitations then gave a sharply regional dimension to the emerging prosperity: visible in the north-east, Midwest and California, hardly visible at all in the rural centre and the old south. It also gave a distinctive racial and gender dimension to the emerging prosperity: restricting it in the main to white unionized working-class men, and to the women with whom they lived. But among those groups, however, living standards once beyond the hopes of a traditional middle class became ever more generalized: decent housing, available consumer goods, the spread of car ownership and of modest family vacations, even a shortening of the average working week.

This internal prosperity rested additionally on what had become by the 1960s well-embedded patterns of external trade and power. Early in the 1950s, the United States fought one war – in Korea – to hold communism at bay, and thereafter oversaw a series of small-scale invasions and military coups to maintain pro-American governments in power in both South America and the Middle East. Policing the new global order was not America’s burden alone, however, although it quickly became a burden that was not equally shared. French, Dutch and particularly British imperial control was temporarily re-established after the Second World War in a string of colonial possessions across Africa and South Asia, in all of which this re-establishment was ultimately resisted and from which in the end colonial powers were unceremoniously expelled. But what remained in their place was largely political independence rooted in economic underdevelopment – the creation, that is, of a genuine third world, trade with which was undertaken on terms more favourable to the first world than to the third, and migration into and out of which reinforced northern white dominance there. Settlers from European colonial powers continued to hold key economic resources even in areas from which the colonial powers were now in retreat, such that non-white colonial peoples seeking a better quality of life had little option, in capitalism’s golden years before the Vietnam War, other than to emigrate into the northern industrial heartlands, settling there at the very bottom of increasingly racially-fragmented working- and sub-working classes. In the United States, those immigration flows in the immediate postwar years were initially internal ones – the movement of African-American rural workers into the cities of the north-east and Midwest – but also increasingly over time external and Hispanic: guest workers in south western agriculture, construction workers into states along the Mexican border, Puerto Rican unskilled labour into the cities of the American north-east.

The resulting success of the US economy in the decades immediately after the Second World War, as measured in conventional terms, was remarkable. The annual growth rate of GDP averaged 3.8 per cent between 1948 and 1966, “rivaling in pace if not in duration, the fast growth of the last third of the nineteenth century”.4 The overall growth rate slowed thereafter, but was still averaging over 2.5 per cent in the troubled decade of the 1970s.5 Behind that growth and on the supply side of the economy, as Robert Gordon has recently argued, were the long-term legacies of the full mobilization of economic resources during the war itself, what he described as “the productivity-enhancing learning by doing that occurred during the high-pressure economy of World War II”, inspiring postwar America to exploit to the full “the great inventions of the late nineteenth century, especially electricity and the internal combustion engine”.6 On the demand side of the same economic equation, as Robert Reich put it, “the nation implemented what might be called a basic bargain with American workers. Employers paid them enough to buy what they produced” – “mass production and mass consumption” proving to be “perfect complements. Almost everyone who wanted a job could find one with good wages, or at least wages that were trending upward”.7 The result? “While poverty and inequality were not eliminated, the economic growth of the period was widely shared as real hourly wages grew rapidly and consistently (with only one year of decline in 1959) and the degree of income inequality decreased over the period”.8 Labour productivity – average output/hour – doubled between 1947 and 1977. So too did the median income. It was, as Reich put it, “30 years of Great Prosperity”.

THE FALL

This initial period of American global economic leadership eventually disintegrated in the 1970s: first externally, and then from within. The major external consequence of the Cold War-inspired American decision to establish strong economic frontiers against the expansion of Soviet communism by overseeing the reconstruction of the economies of its former adversaries – West Germany and Japan – was that those two economies did exactly that. They reconstructed themselves: to such a point indeed that by the early 1970s the West German economy was exporting more manufactured goods into the capitalist bloc as a whole than was the United States itself; and that by the late 1970s rust-belts were beginning to open up in the Midwest heartland of US manufacturing as Japanese-made manufactured goods (particularly cars) began to capture a greater and greater share of the American domestic market. The US share of the manufactured exports of the six leading industrial countries stood at 25 per cent in 1955. By 1970, that percentage was down to 18.5 per cent, and falling.9 From running a positive trade balance and a balance of payments deficit, the United States by 1975 was running deficits on both of its main international accounts, deficits that were made significantly worse from 1966 by the cost of financing a major Asian land war in South Vietnam.

That war was itself no accident. Rather, it was the direct consequence of the United States’ Cold War willingness to take up the mantle of resistance to anti-colonialism that the collapsing empires of formerly hegemonic powers – the British and French in particular – could no longer sustain. The first sign of that willingness had come early in the postwar period, in the form of the Truman Doctrine: the US picking up the role of Middle Eastern anticommunist leadership from the UK as the Attlee Government made its own reluctant withdrawal from empire: first in Greece, then Palestine, and of course most visibly in Burma and in India. The defeat of a French colonial army at Dien Bien Phu in 1954 accelerated a parallel French retrenchment and opened up a political vacuum that the United States moved quickly to fill – a vacuum that eventually sucked the United States into the first of a series of ultimately unsustainable regional wars. A global power whose industrial might had enabled it to defeat both the German and Japanese empires by 1945 found itself, three decades later, entirely unable to make that industrial capacity produce a similar military outcome in South-East Asia, in spite of the Nixon Administration’s willingness to carpet-bomb whole areas of Vietnam and to totally destabilize Cambodia and Laos in the process.

By the early 1970s, therefore, the basic and stable international framework of American postwar economic leadership was basic and stable no longer. A global system built on low prices for basic resources that were provided by countries under direct/indirect colonial rule found itself by 1973 subject to powerful inflationary pressures: partly because the demand for those resources began to rise (each major economy by the 1960s beginning to expand and contract together); and partly because the most important resource of all – oil – found its price increasingly fixed by a new cartel of oil producers, namely OPEC. Moreover, a global system built on a system of fixed exchange rates tied to the dollar found itself by 1971 awash with dollars that were no longer in such great international demand; and because they were not, their international value began to fall. The West German state, for example, faced with an ever larger influx of foreign capital, floated the Deutsche Mark unilaterally in October 1969 and again in May 1971 – on each occasion trying but eventually failing to maintain the parity of the DM against the dollar.10 Faced with the inevitable, the Nixon Administration then allowed the dollar to float and the Bretton Woods system to fall, leaving the capitalist bloc as a whole with a system of fluctuating exchange rates (and the potential for competitive devaluations) that throughout the 1970s slowed significantly the growth rate of trade between the bloc’s leading constituent economies.

The Bretton Woods system had worked well internally for the United States when the best manufactured goods in the world were American made, and when foreign economies wanting to buy them were short of the dollars to do so. But in their years of easy global dominance – when major potential competitor economies were still disrupted by the legacy of wartime bombing and Allied occupation – key sectors of US manufacturing industry lost their competitive edge. By 1983 Robert Reich was complaining that “America’s basic industries had lost the habit of competing”, retreating into wage-cutting and protectionism in the face of the “first wave of low-priced Japanese steel, automobiles and television sets [that] hit America’s shores in the late 1960s” – trying, as he put it, “to preserve its old industrial base at the price of a gradually declining standard of living for its citizens”.11 The MIT-based research team exploring the weakening competitiveness of goods “Made in America” was equally underwhelmed by the quality and character of the response of large American-based corporations to their eroding hold on global and domestic market share: pointing by way of explanation to “outdated strategies, short-time horizons, technological weaknesses in development and production, neglect of human resources, failures of cooperation and government and industry [being] at cross purposes”.12

Things that worked well in the immediate past now worked less well or not at all – and became keys to failure rather than success – because the arrival of German and Japanese competition was said to have brought with it a new competitive paradigm: one in which economic success relied on things that American industry broadly lacked – patient capital, harmonious industrial relations, and investment (as Michael Porter told the incoming Clinton Administration) “not just in smokestacks and machines” but “also in less tangible assets such as research and development, training, supplier relationships, and the losses required to gain access to foreign markets”.13 Without those things, the strength of vital industrial clusters would weaken – and Porter’s research suggested that they were weakening in the United States because of inadequacies in the US education and training systems, because of the short-term dividend requirements of US institutional investors, and because of government indifference to the health of US-based civilian-focused manufacturing. Throughout the Cold War years, the focus of federal-level industrial policy was primarily military, orchestrated through the Pentagon, and there was no parallel industrial policy aimed at strengthening civilian manufacturing output; rather, as Porter put it: “American policy was based on the assumption that U.S. industry had a commanding position. Today, for often self-inflicted reasons, that assumption is a shaky one”.14

The assumption was shaky because beneath these emerging surface-level weaknesses, the tectonic plates underpinning the first postwar social settlement were moving out of line with each other by the 1970s. The growth rate of productivity across the manufacturing sector as a whole had by then slowed significantly, as the incremental advantage of adding more capital to already existing semi-automated production processes began to decline, and as the gap in labour productivity between the United States and its leading overseas competitor economies began to narrow. In the United States, “productivity had grown at a 2.8 per cent annual rate from 1947 until 1973. From 1973 to 1980, it grew at just a 1 per cent rate”. That meant, among other, things, that real wages could not continue to rise “at the same rate as they had in the golden age” without firms passing those higher wages on “in the form of higher prices, or a squeeze in corporate profits”. Both happened steadily in the 1970s “The inflation rate for the decade as a whole averaged 7.1 per cent annually … at the same time, the profit share of corporate income was squeezed to its lowest level in the postwar era, falling to 17.1 per cent in 1979 from an average of 20.7 per cent in the sixties, a decline in profit share of almost 20 per cent”.15

As the 1960s US triad of rising productivity, profits and wages began to break down, the resulting squeeze on corporate profits then obliged more and more large American corporations to re-examine the collective agreements struck with their unionized workers, and tempted ever more of them to relocate their production facilities: initially, mainly to areas within the United States where trade unionism was less entrenched; later, overseas. Simultaneously, both the exclusion of southern workers from any direct share in those northern collective agreements, and the underlying and unequal racial contract that the New Deal Democrats had left in place, came under challenge – first in the civil rights protests of the early 1960s, and then in the hot summers, the riots in major American cities, that were such a feature of the end of that decade – eventually helping to trigger a significant rise in federal welfare spending labelled by Lyndon Johnson as a long overdue “war on poverty”. Any elite consensus on the desirability and effectiveness of that spending in particular, and of Keynesian demand management in general, then fell away as the 1970s progressed: eroded, year after year, by the simultaneous explosion of the two things – large-scale unemployment and rapid price inflation – that Keynesian demand management could only treat as alternatives.

The rise and fall of the neoliberal settlement

So it was that a global and domestic economic and social settlement which had looked so stable and set in stone in the immediate decades after the Second World War suddenly looked neither stable nor set; and because it did not, the United States experienced a decade of internal political turmoil, as both political elites and their electorates struggled to make sense of this unexpected set of highly unwelcome developments. The 1970s in the United States witnessed a set of deepening crises that signalled the total disintegration of the first internal settlement underpinning postwar US economic growth and prosperity – crises simultaneously of Fordism, of Keynesianism, and of a racially-charged system of welfare provision – that few had anticipated would occur and that none initially understood when they did occur. But, by the end of that troubled decade, at least one half of the interlocking networks of political and economic elites in America thought that it had found the understanding necessary to the crises of the age: namely a non-Keynesian, uniquely neoliberal, answer to why the 1970s had “gone wrong” in so unexpected and so dramatic a fashion. It was an answer – circulating initially only in conservative elite circles – that over time would call up another internal social settlement and period of external economic leadership. And in this second iteration of postwar American power, other things not anticipated in the 1970s would play an enormously important role: internally, the unexpected development of computers, with their enormous impact on labour productivity; and externally, the unexpected collapse of the Soviet Union and the opening up of China to foreign direct investment and trade, which together would eventually guarantee that the scope of American economic leadership this time around would be a genuinely global one.

THE RISE

The new neoliberal settlement inaugurated by the Reagan presidency in the United States (and by the parallel Thatcher premiership in the United Kingdom) ultimately rested on a new self-confidence and assertiveness in leading business circles on both sides of the Atlantic. As the 1970s progressed, “entrenched business interests such as the auto companies, the petroleum industry, defense firms and big financial institutions worked hand-in-hand with conservative political leaders to construct a ‘free market’ regime of accumulation designed to bolster business profits at the expense of all other social groups”.16 This was a genuine “employers’ offensive”: one consciously designed to “regain manufacturing competitiveness at the expense of both labour and its overseas rivals, while seeking to defend and consolidate its dominance of international financial services”. It was an offensive which, as Robert Brenner later noted, “was marked by a two-decades long repression of wage growth, a secular fall in the value of the dollar, an accelerating shake-out of high-cost, low-profit means of production: and ultimately an important recovery of manufacturing profitability and investment”.17 It was an offensive, moreover, which in political terms aimed “to reverse almost all the key reforms of Roosevelt’s New Deal”.18

In consequence, an Administration came to power in Washington in 1980 determined to free American business of both federal government control and trade union-negotiated wage deals. It achieved the latter by challenging (and defeating) the union representing air traffic controllers, by facilitating the movement of productive capacity to union-free greenfield sites in the American south and west, and by quietly orchestrating the passage of legislation at state level that blocked trade union recruitment behind a libertarian rhetoric of defending the right to work. It achieved the former by steadily chipping away at the regulatory agencies created during the Keynesian years: filling them with appointees committed to free market ideologies, steadily underfunding the agencies they so inadequately led, and – by the 1990s – stripping away the divisions between different kinds of financial agencies that had been put in place after the bank collapse of the early 1930s. The deep cuts in income tax (and resulting large budget deficits) at the beginning of the Reagan presidency, and the scrapping of Glass-Steagall (and the attendant budget surpluses) at the end of the Clinton one, acted as the two bookends here to a fundamental resetting of the power-relationships between government, industry and labour in America. It was a resetting that left labour industrially weakened and government regulation of industry delegitimated. It was also a settlement that left large-scale American capital free to invest where and when it wanted, and able to reward its senior people as much or as little as it wished.

All this occurred against the background of a steady drumbeat of anti-statist rhetoric that incrementally but effectively shifted the centre of gravity of the common sense of the age: so that by the 1990s it was those wanting to use political power to manage private enterprise that had to justify their “interference” with free market forces that were everywhere presented as operating best when regulated least. Yet even so, the Reagan Administration continued to work closely with (and to subsidize heavily) key sectors of US industry that were central to its wider global mission: so the Pentagon continued to sustain US military engineering capacity; the Department of Energy continued to subsidize America’s oil giants; and the Department of Agriculture continued to subsidize American agribusiness. But there was no such largesse either for US domestic producers of consumer goods, or for the recipients of what was already by leading international standards only modest levels of welfare provision. The “war on poverty” was declared lost by Ronald Reagan because “poverty won”; and poverty won because “government was not part of the solution. It was part of the problem”. A new social settlement was thereby orchestrated into existence that blamed the poor for their poverty, denied workers the right to collectively bargain for their wages, and denuded regulatory agencies of their capacity to contain the worst excesses of unregulated market competition. It was little wonder then that the new social settlement, unlike its predecessor, broke the link between productivity and wages, and allowed poverty to rise and income inequality to widen once more – this time to levels last seen in the 1920s.

The new settlement – in place by the early 1990s – had its own internal and external face. Externally, the first decade of the Reagan revolution saw the United States boosting its military spending and offensive capacity significantly – this was the decade, after all, of the real “Star Wars” offensive – and using its still-unchallenged global clout to manipulate currencies in the interest of US-based manufacturers. The Plaza Accord of 1985, in which the United States forced a significant revaluation of both the Japanese yen and the German Deutsche Mark, marked the high-point of this initial move to protect US-based manufacturing industry as competition quickened and rust-belts opened up in the American Midwest. But by the mid-1990s, however, no such protectionism was necessary. The Plaza Accord so ripped the heart out of the rising home-based Japanese export machine that a decade later Japanese capital was pouring into the United States, as the main component of a flow of foreign direct investment that retooled much of US industry, and sustained a remarkable and unexpected explosion of American employment. For by then, it was not just that the Japanese postwar economic miracle had come to its end. By then, the Soviet Union had also unexpectedly collapsed, communist China was exploring its own route to a capitalist future, and the United States had unexpectedly found itself as the strongest major economy in a global economic order no longer divided into antagonistic blocs.

The first major internal consequence of the United States’ unexpected emergence as the last global power standing was this explosion in the volume of foreign direct investment flowing into the safe haven of major American financial institutions. That influx simultaneously strengthened the political leverage of those institutions – facilitating their extensive deregulation at home in the glow of their increasing international status – and fuelled a stock-market boom. That stock-market boom in its turn artificially increased the paper value of all kinds of US companies, provided them with extra collateral for domestic borrowing, and so stoked a bubble of investment, employment and rising wages that peaked briefly in the last years of the old century. “Stock-market Keynesianism” was how it was described at the time: aggregate demand in the whole economy soared “as stockholders splurged on cars, vacations, and other luxuries”.19 And well they might: for the scale of foreign direct investment in the second half of the 1990s was unprecedented and remarkable. Indeed, it is striking just how far the recovery of the US economy in the 1980s and 1990s was based on a financial bubble, as a boom funded by borrowing foreign money.20 “The net capital inflow of foreign capital increased from $59 billion in 1990–93 to around $140 billion in 1994 and 1995 and then increased again to $195 billion in 1996 and again to $264 billion in 1997. These amounts for 1996 and 1997 were roughly 20% of gross private domestic investment in the US economy during these years”21, helping fuel an internationally recognized American “job-creating machine” that added 22 million new jobs to the US economy during the years of the Clinton presidency.

The original Reagan settlement had looked for a return to corporate profitability and rising labour productivity primarily by intensifying the labour process – having Americans work longer and harder while holding their real wages steady or falling. The necessary limits of that strategy were then unexpectedly eased in the 1990s by the development and dissemination of a new computer technology: a diffusion that first raised productivity in the industrial sectors creating the computers and then across the big-box retail sector in particular, where the spread of computerization helped offset the decline in productivity normally associated with the rise of service industries and the decline of manufacturing employment. In consequence, and for a brief period, profits and wages rose together again in America in the late 1990s – this time not on the basis of strong trade unions but on a rise in stock prices that created the illusion of wealth by progressively widening the gap between the paper value of the companies being traded and their actual competitiveness and profitability. It was a gap that narrowed briefly during the end of the dot.com boom in 2000, and which vanished completely eight years later. The gap that remained was that between productivity and pay. As Figure 2.1 indicates, between 1979 and 2013 productivity growth in the US economy outstripped wage growth by a staggering 800 per cent – a 72.2 per cent increase in productivity but only an 9.2 per cent increase in hourly compensation for all but the top 20 per cent.22 Both gaps – the asset gap and the productivity-pay gap – served to differentiate the Reagan settlement dramatically from the postwar settlement that had preceded it.

For the underlying social settlement that emerged from the Reagan revolution did not rest ultimately on rising wages and the continuing industrial power of organized labour. It rested instead on exactly the reverse. The collapse of Russian communism, and the opening of the Chinese communist economy to foreign direct investment by multinational capitalist concerns, effectively doubled the size of the global proletariat between 1980 and 2000, and opened the way to its doubling again in the two decades that followed.23 Weakened globally by the competition with cheap supplies of formerly peasant labour, and at home by a steadily rising flow of undocumented Hispanic workers across the southern border, the trade union-organized American labour force – the bedrock of the American “middle class” in the pre-Reagan years – found itself after 1980 progressively trapped in a “race to the bottom” as large US corporations increasingly relocated their production facilities to non-union low-wage sites: first within the United States as we have already seen (going south and going west); then slipping below the border into Mexico before eventually shifting further afield still – primarily into China but also, where appropriate, into a string of smaller Asian economies from Vietnam to Bangladesh. All that American workers could do by way of survival, in the face of this global onslaught, was to work longer hours for lower pay, to send more and more family members out into the paid labour force, and to meet their immediate consumer needs by borrowing against future earnings, maxing out their credit cards in the process.
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Figure 2.1 Disconnect between productivity and a typical worker’s compensation, 1948–2014

(Source: Josh Bivens and Lawrence Mishel, “Understanding the Historic Divergence Between Productivity and a Typical Worker’s Pay”. Washington, DC: Economic Policy Institute, 2 September 2015, p. 4).

At the base of the new Reagan social settlement stood a middle class squeezed by foreign competition, unregulated immigration and a deregulated business community into a new mould. It was one in which “an enormous downward pressure on real wages … led to the emergence of longer working hours, second (even third) jobs, and larger numbers of multi-earner households in an attempt to maintain overall family incomes”.24 It was a settlement in which real pay rates/hour stagnated for a forty-year period, and in which real income growth was largely concentrated in the top 20 per cent of income earners. (Taking the period 1979–2013 as a whole, middle-wage workers’ hourly wage rose 6 per cent, the hourly rate for low-wage workers’ fell 5 per cent, while high-wage workers saw their hourly rates increase by over 40 per cent).25 It was also a settlement in which (at comparable points of the business cycle) the average hours worked on a yearly basis by the median American worker went up by 48 hours between 1952 and 1999: six extra days, or effectively an extra working week.26 It was one in which, by 2000, a majority of the US labour force was female, with 60 per cent of women with children combining paid work with unpaid childcare. In 1966, that figure had been 20 per cent. And it was one in which levels of personal indebtedness reached new and unprecedented heights: by 2007, for example, “the typical American owed 138 per cent of their after-tax income”.27

As David Brennan correctly notes: “In the final analysis, it is the shifting distribution of income away from median wage earners and towards top executives and the dramatic increase in workers’ debts that most characterized the period after 1982”.28 Under the terms of the Reagan settlement, that is, inequality became policy.29 The rich got richer, the poor poorer, and the middle class remained stuck; a middle class that then survived only by borrowing – to maintain/increase its private consumption – from the capital stocks and income holdings of the super-rich, in the process paying astronomical rates of interest on its credit cards for the privilege. It was a settlement that, as Fred Block said, was not only prolonged: it was also one that was “deeply flawed”.30

THE FALL

Those flaws accumulated initially around the external face of the Reagan settlement, as the “peace dividend” generated in the 1990s by the collapse of the Soviet Union was entirely shattered by the attacks on the World Trade Center and the Pentagon on 9/11. Instead of a peace dividend and the space to reorient priorities towards internal economic and social reconstruction, the United States found itself instead immersed, from 2001, in a never-ending sequence of wars in the Middle East. The events of 9/11 – horrendous as they were – could be seen in part as a blowback from one aspect of the Cold War itself: the CIA funding and arming of the mujahideen in Afghanistan in the last days of the Soviet empire there. But the bulk of the military involvement into which the United States was subsequently sucked was not of that kind. It was the product of the entirely independent decision to invade Iraq – to exercise American military hegemony under the cover of false claims about the origins of 9/11 – that then opened a Pandora’s box of anti-Americanism and global jihad from which even now there is no quick and easy escape. The full ramifications of that fatal foreign policy error will be discussed in Chapter 6. What we need to note here is simply the scale of military spending with which, after 9/11, both civilian-focused public policy and the American economy had to deal. In 2000, US military spending absorbed 3 per cent of GDP. By 2010 that percentage was 4.8 and rising; as a base Pentagon budget of $287 billion in 2001 had expanded to $530 billion a decade later. If you add to that basic budget the costs of the wars in Afghanistan and Iraq, official military spending was by then absorbing between a fifth and a quarter of the entire federal budget. Additionally, add the cost of homeland security, the cost of the 16 intelligence agencies, the cost of veteran support and interest on war debt, and it is likely that by the time the financial crisis broke in 2008 military-related spending in all its forms was absorbing nearly half of the federal budget and perhaps 10 per cent of US GDP.31

The other external contradiction that eventually undid the Reagan-created social settlement was more directly economic in nature. The collapse of the Soviet Union triggered – in communist China – a determined if heavily managed opening to the West. The Chinese Communist Party began to allow foreign direct investment into specified areas of the territories it controlled, foreign direct investment designed to strengthen the Chinese export sector; and did so at precisely the moment when a combination of business deregulation and new communication technologies were combining to facilitate the global movement of capital on a scale, and with a speed, never before seen. American corporate capital was heavily involved in that global mobility: relatively slowly as China began the opening of its labour markets to foreign capital in the 1990s, and more rapidly after that opening was widened in the first decades of the new century. More and more large American companies – attracted by the availability of huge quantities of skilled, disciplined and cheap labour – relocated parts or the entirety of their production facilities offshore: in the process opening up (as we first noted in the Introduction) a large and growing American trade deficit with China. That deficit was just $10.1 billion in 1991. Twenty years later, it was $301 billion.32 Any other country would have been obliged to cut back on domestic consumption in the face of such a shortfall: but not the United States. The US position as the last remaining superpower gave it a significant degree of financial arbitrage and deficit-tolerance: foreign funds flowing into Wall Street to help finance the deficit, and huge dollar surpluses building up in foreign central banks – particularly in Beijing.

But though cushioned in that fashion, the trade deficit set in motion two internal trends that ultimately eroded the economic superiority on which global hegemony ultimately always rests. It eroded the competitiveness (and indeed scale) of US-based manufacturing industry; and it pulled the rug from under the wage-structure of the American middle class, polarizing US labour markets increasing into a high-skill minority and a low-skill majority division, and exposing the latter to what elsewhere we have called “the Walmart effect”.33

US-based manufacturing industry – which had been the bedrock of rising American prosperity in both the first postwar settlement and in the 1990s boom of this second one – shrunk in size, employment-capacity and international competitiveness in the decade and a half that followed 9/11. As a proportion of GDP, home-based manufacturing contributed 18.7 per cent in 1980 but only 12.5 per cent in 2013, as its economic contribution was eclipsed by the rise of the service sector, particularly its financial division. As a source of employment (as again we noted earlier), US-based manufacturing industry shrunk: from 19.5 million in 1979 to 11.5 million in December 2011; and as a global leader, parts of the US-based manufacturing sector slipped even more dramatically, down into a second league. In 1991, the US economy led global competition in a swathe of manufacturing industries, especially those deploying the latest and most sophisticated technology.34 By 2008, it led only in five: “hardware, software, biotechnology, aerospace and entertainment”35 and by as early as 2002 a trade surplus in high technology goods with China had changed into an ongoing deficit of over $16 billion.36 This mattered: it mattered because without a strong manufacturing base, a strong and independent foreign policy becomes ever more difficult to pursue. And it mattered, because high productivity in the manufacturing sector has been historically the source of strong wage growth, so that a shift into a predominantly low-productivity service economy weakened that productivity- and wage-dynamic at the very core of the American economic system.

So it should not be a surprise – although it was understood as such at the time – to discover that the remarkable job-creating capacity of the American economy in the 1990s slowed significantly in the years of the second Bush presidency,37 and that the return of general wage stagnation forced more and more Americans into debt-financed personal consumption on an unprecedented scale. As the EPI reported in 2009, “the economic expansion from 2001 to the end of 2007 added jobs more slowly than any other expansion since World War II … 0.9 per cent a year, about one-third of the 2.5 per cent posted in the average postwar expansion”.38 American workers on low wages, and those without work altogether, were particularly exposed to the Walmart effect. The big-box retailers forced their prices down by squeezing their suppliers, who survived only by outsourcing more-and-more of their production to cheap labour sites abroad. That undercut American wages at home, obliging more and more Americans to survive by buying only the cheap goods that the big-box retailers could offer because of this retail-induced outsourcing of manufacturing employment. The result, during the George W. Bush years, was a Walmart induced “wage race to the bottom”, a race softened at the margins by the excessive use of credit cards (people consuming today by borrowing tomorrow’s salary, and paying high fees for the privilege), and a race that left Walmart effectively acting as the American end of the Chinese manufacturing export drive. A drive that was so successful, in fact, that by 2011 the Chinese economy’s production of manufactured goods had outstripped that of the United States in volume after a growth spurt of less than three decades in length, and Walmart had turned itself into America’s largest single employer.

There was only one economic sector that proved initially immune to all of this systemic economic weakening, and that was the financial sector. There, the contribution to GDP flourished under the light regulation of financial institutions instituted first by the Clinton Administration and then by the second Bush one: financial activity growing, as a percentage of American GDP, from 2.8 per cent in 1950 to 8.3 per cent by 2006. With that growth came income growth too, and the pulling of the brightest and the best away from American manufacturing into American finance. Average salaries (with bonuses) in major US financial institutions in the 2000s ran 70 per cent higher than in the rest of the economy – a gap that as late as 1980 had not existed at all;39 and not surprisingly, therefore, the financial sector managed to recruit in 2006 a staggering 46 per cent of the Princeton graduating class and 25 per cent of the one from Harvard.40 And with the money and the growth came the arrogance and the greed: arrogance that persuaded leading bankers that they required no regulation at all; and greed that locked the major institutions into fierce competition with each other for the market share (and flow of fees) that speculation in different forms of financial products could deliver. By 2008, indeed, maybe as much as 85 per cent of what Wall Street did was not functional to the rest of the economy.41 It was simply speculative behaviour using other people’s money as collateral; and it was speculation that in the end brought the whole edifice down.

The 2008 financial crisis that ended the social structure of accumulation designed in the Reagan years is best thought of as the monetary equivalent of a three-layered cake.42 The top tier was a housing finance system that by the first decade of the new century was literally out of control. The middle tier was the regulatory system itself, effectively neutered by three decades of anti-statist free-market rhetoric; and the bottom tier was the all-pervasive presence by 2008 of debt in the American economic system: especially international trading debt and personal debt. It was the scale of US overseas indebtedness – anchored in the growing lack of domestic competitiveness of US-based manufacturing industry – that then flooded the global financial system with unwanted dollars, dollars whose reinvestment in US financial institutions both inflated the supply of credit available for house purchase and ensured that a housing collapse in America would race out (tsunami-like) into the wider global economy. And it was the scale of personal indebtedness in the United States – anchored in the stagnation of real wages for the bulk of American workers since the mid-1970s – that made subprime loans so attractive to so many Americans, and yet made them so difficult to pay off when their “teaser” period was over. Mix into that fragile concoction a sizeable slice of “recklessness, corruption, failure, greed and arrogance at the very heart of American finance”43 and the result – in September 2008 – was the temporary collapse of the entire credit-creating system. Key financial institutions were by then so under-capitalized relative to their accumulated debt levels, the key players were so out of control and so overpaid, and the securitized financial products that they had sold to each other were so uncertain in value, that for a moment no one could tell which financial institutions were solvent and which were not. The Masters of the Universe on Wall Street, like the fabled emperor before them, had turned out to have no clothes: and in consequence a sustained period of economic growth based ultimately on faith in their capacity to generate an endless supply of credit came to an abrupt and a brutal end.

The nature of the current condition

And the end was brutal. The Reagan settlement crashed in a single month – September 2008 – a month in which a whole string of major US financial institutions either closed or teetered on the edge of bankruptcy, and a month in which the entire credit-creating system in the United States froze. It was a crash on a scale never seen since 1929, and a crash that was only ameliorated by swift intervention by a Bush Administration that entirely abandoned its deregulatory enthusiasms to literally order strong banks to underwrite weak ones, and used tax dollars to bail out first major Wall Street firms and then major auto companies.44 The Bush Administration (and later the Obama one) had to bail out the latter because the crisis of Wall Street immediately threw the rest of the US (and indeed the global) economy into a deep and prolonged recession. In all previous post-Second World War recessions in the US economy, recovery was well underway by the seventh quarter after the recession’s official beginning: normally, indeed, by that point the economy was running on average four percentage points higher than its pre-recession peak. But not this time: this time the US economy fell by 3.8 per cent in the last three months of 2008 – “the worst quarterly contraction in more than 26 years”45– and was still 3.2 per cent smaller after seven quarters than it had been at its 2007 peak.46 There were more than a million job losses in the United States in November and December 2008 alone: and US companies axed more than 72,000 jobs on just one day (8 January) in 2009, to leave more than 15 million able-bodied US adults involuntarily unemployed by the middle of 2009. “Almost one in six workers” in the United States “reported having lost a job in the 2007–2009 period” as the US economy lost more than 7 million jobs in total in just 18 months, and as the unemployment rate jumped from 4.4 per cent before the credit crisis to 7.2 per cent immediately after it.47 That rate later peaked at 10 per cent in the fall of 2009, with workers then reporting “very low rates of reemployment, difficulty finding full-time employment, and substantial earnings losses”.48 It was indeed the mother of all recessions!

However, not even a recession of this depth lasts forever, and this one did not. It was technically over by the middle of 2009: but its legacies remain, and the shadow it threw forward has yet to be fully shed. Those legacies, and that shadow, are evident in all the conventional measures of adequate economic performance.

GDP GROWTH, TRADE PERFORMANCE AND PRODUCTIVITY

The legacies are certainly visible in the long-term growth statistics. As late as 2013, overall economic output “was 13 per cent below its trend path from 1990 through 2007” with “2.2 per cent of that 13 due to slackness in the labour market, 3.9 per cent due to a shortfall in business capital and 3.5 per cent to continuing under-performance in total factor productivity”.49 Robert E. Hall, whose figures those are, put it this way in another jointly-authored paper: “Output grew substantially less in the recovery from the 2007–2009 recession than would normally have accompanied the healthy decline in the unemployment rate. It grew less than it would have given its normal relation to an index derived from many macro indicators. And it grew less than professional forecasters predicted, both at the time of the trough and throughout the recovery”. The key question is why: and their answer focused in on two “key facts: productivity grew substantially less than its historical growth rate … and labour-force participation shrank an atypical and unexpected amount”.50

Partly that undershoot to trend was a product of sluggish overall rates of economic growth. Between June 2009 (the official end of the recession) and July 2015, the US economy grew on average about 2.1 per cent per year, a very low number when compared to the equivalent six years of the Reagan expansion (4.6 per cent), the first Bush-Clinton expansion (3.6 per cent) or even the modest expansion under George W. Bush (2003–06, at 3 per cent).* At the heart of that sluggishness was a significant fall in the number of new business start-ups;51 and a parallel unwillingness on the part of existing businesses, in the face of uncertain levels of demand and in spite of unprecedently low rates of interest, to invest heavily in new plant and equipment, and in research and development. As the Council of Economic Advisers told the President in February 2016, “after being a bright spot early in the recovery, investment growth moderated in 2015”: a cause for concern primarily because “investment net of depreciation is required to increase the capital stock. In 2009, net investment as a share of the capital stock fell to its lowest level in the postwar era, and the nominal capital stock even declined. Although net investment has rebounded somewhat in the recovery, its level as a share of the capital stock remains well below its historical average”.*52 In company with business sectors elsewhere in the advanced capitalist economies, US investment levels are currently running significantly below pre-crisis trends53– with US economic growth held back by what in 2016 the IMF cited as “insufficient demand and an overhang of debt” – and castigated as a self-perpetuating problem: “debt overhangs depress demand and weaken banks, creating deflationary pressures and discouraging investment, both of which perpetuate or worsen the demand shortfall and the noxious legacy of debt”.54 But how could it be otherwise with total non-financial private debt in the United States standing at $27 trillion and public debt at $16 trillion in 2016, the former having nearly tripled as a percentage of GDP: from 55 per cent in 1950 to 150 per cent today?55

The main immediate casualty of that dearth of adequate investment has been the current rate of US productivity growth. From 1995 to 2005, as the arrival of the Internet weaved its magic, labour productivity in the US economy grew by an average of 2.5 per cent per year: between 2010 and 2015 that rate dropped to 0.3 per cent per year (see Figure 2.2).56 That would matter less if a dearth of private investment had been more than offset by an expansion of public investment – particularly investment in basic social infrastructure – but no such expansion followed the initial stimulus package. Once that initial stimulus was gone, public sector investment plummeted too: to the point indeed, as Larry Summers noted in 2015, that “at this moment … the share of public investment in GDP, adjusted for depreciation, so that’s net share, is zero. We’re not net investing at all” – just investing enough, that is, in bridges, roads, airports, rails and pipes to cover daily wear and tear!57 This, at the very time when the US economy needs an enormous injection of infrastructure investment to meet contemporary global competitive conditions – $3.6 trillion to bring US infrastructure to a state of good repair by 2020, according to the American Society of Civil Engineers58 – and when the US currently ranks only twelfth in global comparisons on the quality of infrastructure provision.59
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Figure 2.2: US productivity growth (annual percentage change in GDP per hour worked)

(Source: Sam Fleming and Chris Giles, “US productivity slips for first time in three decades”, Financial Times, 25 May 2016, used under license from the. Financial Times).

The other adverse consequence of under-investment, particularly in core US-based manufacturing industries, has been the continued shrinkage of manufacturing employment and the associated widening of the US balance of trade. As we noted in the Introduction, the number of US-based manufacturing jobs fell from 19.3 million in 1979 to 12.3 million in 2015 – a 37 per cent fall in a population that grew 43 per cent in those same years.60 We saw too that the main immediate cause of this loss of manufacturing jobs has been the increased outsourcing of manufacturing capacity and employment by large, shareholder-driven, US-based corporations. A whole string of scholars, indeed, has linked what Pierce and Schott labelled this “surprisingly rapid decline of US manufacturing employment”61 to the opening of trade with China and to the increased outsourcing of manufacturing jobs that accompanied it. Estimates of the “China effect” vary between a quarter and a half of all manufacturing jobs lost in the US since 9/11 depending on the source adopted, but at least 2–2.4 million of those lost jobs can probably best be explained in that fashion.62 And while there is some controversy about the scale of US deindustrialization linked to overseas trade, there is no equivalent controversy about the impact of that trade on America’s overseas accounts. On that, there is general agreement: employment-outsourcing, and the growing import of manufactured products and components, have combined to further erode the US economy’s already negative trade balance: negative with the rest of the world since June 1975, and at the end of 2016 still running at negative -2.7 per cent of US GDP.
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Figure 2.3 US trade balance, 1980–2014

(Source: US Census Bureau Foreign Trade Division).

EMPLOYMENT AND JOB CREATION

In line with patterns of recovery from previous financially-triggered recessions, it took a long time for employment levels to recover from the credit crisis and recession of 2008–09.63 In this instance, it took a whole 74 months (to April 2014) for the economy’s number of private sector jobs to reach the pre-recession peak of January 2008; and it did so because, as Alejandro Reuss later observed, the recession left America with a “triple-decker jobs crisis”: an enormous jobs hole, high unemployment blocking wage growth, and a diminution in the flow of high-quality jobs.64

From late 2009, the economy did begin to create employment again; but since the potential labour force in the United States grows steadily each month simply by the arrival of new workers leaving the education system, this belated return to pre-recession numbers actually masked an overall drop in the pre-recession trajectory of job generation. Six years on from the start of the recession, “the total jobs gap – the number of jobs needed to return the U.S. economy to pre-recession health – [was still] 7.9 million jobs (3.6 million for women and 4.3 for men)”;65 and there were only enough new jobs on offer in the entire economy to meet the needs of less than 40 per cent of the Americans then seeking them. At that point in the slow recovery, indeed, “more than one in six men between 25 and 54 [was still] without a job”66 and even as late as October 2015, the ratio of job-seekers to job-openings was still running at 1.5:1.67 In the event, it took nearly a full decade from the start of the recession in 2008 for the US employment level to return to its “demographically adjusted pre-recession level”68 – yet more proof, if more proof was still needed, of how uniquely severe the recession of 2008–09 turned out to be.

Then there is the important issue of the kind and quality of the jobs created in the wake of the Great Recession. What the data suggest is that many of these new jobs were ones paying wages so low that even covering housing costs could be a problem for those working in them. Job polarization within the American labour market intensified after the Great Recession, and continued to set different occupational groups on entirely different earning and work-experience trajectories. This was particularly so in the immediate wake of the recession, when employment in manufacturing and construction was slow to recover, while employment in restaurants, retail and routine administration rebounded more quickly. The result overall, was that while “low-wage industries accounted for 22 per cent of the jobs lost during the recession from 2008 to 2010 … they accounted for 44 per cent of the employment growth”69 between 2010 and the middle of 2014. Indeed, on some accounts at least, “a stunning 94 per cent of the 9 million jobs created in the past decade” in the US economy “were temp or contract-based gigs”.70 So at least one thing is very clear: whatever else on the jobs front the Obama Administration may or may not have achieved, it entirely failed to stop during its eight-year tenure of office this ongoing polarization of the US labour market into a limited number of high-paying jobs and a plentiful supply of jobs that paid less well.71
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Figure 2.4 The closing of the jobs gap: recessions and recoveries compared

(Source: Brookings, “The Closing of the Jobs Gap: A Decade of Recession and Recovery”, 7 August 2017).

But a simple measure of job numbers does not tell us enough about the content and occupancy of the jobs themselves. One marked feature of post-recession America was the way in which many employers hung on to core workers, and increased their hours, rather than add to their labour force at a time of uncertain demand. American working hours, already long and disproportionately anti-social by comparative standards – more night-work, irregular scheduling72 and weekend-working than in comparable western European economies – then lengthened and worsened still further as unemployment continued. Those fortunate to keep their job in post-recession America worked an average 47hours/week by 2014;73 and probably worked with a higher level of intensity too74 – certainly with a heightened level of job insecurity. And because (as we shall see), many jobs in the United States still did not pay a living wage, certain of the new jobs created after 2008 were occupied by the same person. The overall rate of workers holding multiple jobs is now falling – although recent Gallup data suggest that as many as 12 per cent of full-time workers have two jobs, and that 1 per cent even have three or more75 – but those that remain are far more likely to be held by women than by men, and by young women in particular: 6.7 per cent of all working women aged 20–24 had multiple jobs in 2015.76

It was not all doom and gloom on the employment front, of course. Things definitely improved in the latter half of the Obama presidency, with the private sector chalking up 75 months of small but regular job expansion by the spring of 2016, so that the Obama Administration was able to close out its term of office pointing to six years of rising job numbers and to the creation of over 12 million new jobs on its watch.* But the Democrats could spin the Obama employment story in that way only by downplaying the slowness of the recovery, the job polarization (and erosion of job quality) that had accompanied it, and the fact that – if the Hamilton Project estimates were right – “we may not reach our former level of employment, when factoring in new labor-force entrants, until as late as mid-2017”.77 And although the official rate of unemployment fell to a ten-year low in April 2017, so too did the level of labour market participation: down to just 62.9 per cent as more-and-more eligible workers sidelined in the wake of the recession gave up the hunt for further job vacancies.

UNEMPLOYMENT AND PART-TIME WORKING

The Obama presidency ended, and the Trump presidency began, that is, with the long-term employment legacy of the Great Recession still unclear: with it still not obvious whether this particular glass was best thought of as being half-full or half-empty. But one thing that was clear by then was that as the job-creation numbers crept back up in the latter part of the Obama presidency, the official unemployment numbers did begin to fall. And on paper at least, this fall was real and significant: a 10 per cent rate of unemployment at the end of 2009 down to 4.6 per cent by the end of 2016 and to 4.4 per cent by mid-2017, so effectively re-establishing full employment if the normal calculations on the residual unemployable core of any modern labour force are to be believed. But in truth the unemployment numbers flattered to deceive too, in at least these three important ways.

Firstly, they obscured the degree of involuntary underemployment hidden away in the growth of part-time employment – people taking part-time work because no full-time work was available in an economy in which “particularly for middle- and low-wage earners, the key problem is often too few hours and/or too variable hours … They would prefer to be working more hours, and to not have to navigate through erratic work hours or schedules”.78 There were still 6.5 million Americans trapped in this way as late as December 2016, as involuntary part-time employment embedded itself in certain key industries: most notably retail, and leisure and hospitality. Pre-recession, that number had been 4.4 million.79 Some of that part-time work was chosen voluntarily, of course – often by working women juggling employment and childcare in a society still scarred by patriarchy and under-funded welfare support – but much of it was not. Historically, part-time employment in the United States made up about 17 per cent of total employment, and was heavily gendered. The post-recession spike in part-time employment, however, took that proportion up by at least two percentage points, and involved male workers in disproportionately large numbers. In 2012, only 49 per cent of those working less than 35 hours a week and seeking full-time employment were able to make the switch within the year. In 2006, that percentage had been twelve points higher.80 And by 2015 the data was also showing “a significant rise in the incidence of alternative work arrangements in the US economy”. “Alternative work arrangement” is a euphemism for lousy and insecure working conditions, for jobs that invariably come without associated benefits such as healthcare insurance or pension provision – arrangements that are now being experienced by over 15 per cent of the total US labour force, all of whom are currently working as “temporary help agency workers, on-call workers, contract workers, and independent contractors or freelancers”.81

Secondly, as we noted earlier, the official unemployment figures also obscured the degree to which their fall was the product of diminished labour market participation rather than of genuine job creation: the numbers of the unemployed falling in part because people had given up searching for work, and in part possibly also – note this – from excessive opioid use!* The propensity of working-age adult men to drop out of the labour force entirely has long been a particularly US phenomenon: the president’s Council of Economic Advisers told him in 2015 that “since 1965, the prime-age male labor force participation rate has fallen by an average of 0.16 percentage point each year”, leaving the US with “the second largest decrease in prime-age male participation among members of the OECD since 1990”.82 The Great Recession and its aftermath then made that tendency worse. In early 2014, for example, 4.2 million of the 5.8 million American workers who would have been in the labour force if they could find work were aged under 55.83 They would work if they could, but they didn’t bother to seek work – primarily because the jobs available were so poorly paid that taking them still made supporting a family impossible.84 By then indeed, the rate of labour market participation by potential American workers – in the 1990s the highest in the advanced capitalist world – had slipped to a level lower than even that in the UK: dropping from 66 per cent in 2008 to (as we just noted) 62.9 per cent seven years later.85 Add those missing workers back in, and the official unemployment rate would have to rise by at least 3–4 percentage points.†

Thirdly, the official figures also obscured the full complexity of American employment patterns by drawing attention away from the much higher levels of unemployment still in play for ethnic minority populations, for young workers and workers over 55, and for the long-term unemployed: of the latter of whom in the middle of 2014 there were still at least 3.4 million, heading households that contained over 2 million children.86 As researchers at Brookings put it in mid-2017, “even in the midst of prolonged economic expansion with a low national unemployment rate, jobs are not always available and not everyone who wants work can find it. Both job availability and demographics vary markedly around the country, yielding diverse populations wanting and/or needing work”.87 In late 2015, unemployment among teens, for example, was still 17 per cent, among young workers was still 12 per cent, and among African-American men was still twice that among equivalent white workers. Workers of colour, older workers, unskilled workers and former felons – all remained disproportionately vulnerable to job loss even as the economic recovery quickened; for it was a particular feature of the long shadow thrown by the Great Recession that during it “unemployment trickled down to poorer workers”, as they were pushed out of the labour market by displaced “higher-incomes with more education [taking] jobs that [were] below their qualification level”.88 Job shortages in one kind of labour market – that for college graduates – then produced unemployment in another, that for high-school graduates. Workers in retail, and in leisure and hospitality, were also particularly exposed to involuntary part-time employment with erratic hours and poor/no benefits – and those workers were, of course, disproportionately black and Hispanic.

The important thing that we must therefore note is that by the end of the Obama Administration none of these embedded labour market characteristics had fundamentally changed. Hispanic employment levels had by then returned to pre-recession levels – largely due to the revival of the construction industry – but otherwise involuntary part-time employment, low rates of labour-market participation, and higher rates of unemployment for other key demographics, all continued apace.

WAGES AND WORKING CONDITIONS

Moreover, and broadly speaking, wages remained stuck for the vast majority of Americans throughout the long years of slow recovery from the Great Recession, and the gap between pay and productivity remained wide. Certain Americans prospered excessively, most struggled to remain afloat, and (as we shall note in more detail later) poverty continued to restrict the life-experiences and potential of at least one American in seven. US workers went into the recession with virtually no trade-union protection across the bulk of the private sector, and that lack of protection left them disproportionately vulnerable to an intensification of their work processes as the recession eased. The combination of wage stagnation and eroding union power helped explain why the share of GDP going to labour, as opposed to capital, dropped from 68.8 per cent in 1970 to 60.7 per cent by 2013;89 and why “between 2000 and the second quarter of 2015, the share of income generated by corporations that went to workers’ wages (instead of going to capital income like profits) declined from 82.3 per cent to 75.5 per cent” – effectively reducing the US wage bill by $535 billion, or $3,770 per worker.90

As late as September 2015, the official labour-market data was showing that the median male US worker – the one working full-time and year round – earned no more in real terms in 2014 than his/her counterpart had in 1973: four decades of economic growth and recession that had left the wages of the median worker at the end exactly where they had been at the beginning.91 Real wages then began to rise slightly – mainly because inflation fell away – but the benefits of that modest rise were not equally distributed. The rise was greater for skilled workers than for unskilled ones, for high-earning men than for low-earning ones, and for low-earning women than for those better paid.92 The two significant things here are the slightness of the rise, and its distribution. As late as September 2015 “measured from the end of the Great Recession, real wages [had] barely risen – real compensation per hour only by 0.5 per cent, much less than at this point in past recoveries”.93 And at the same time, real wages had actually stagnated – or indeed fallen – for “the bottom 80 per cent of wage earners, including both male and female college graduates”.94 As The New York Times put it in September 2015, “for younger people, pay has actually declined. The average hourly wage for recent college graduates in early 2015 was $17.94, compared to $18.41 in 2000”.95 Only in September 2016 did the wage figures at long last begin to improve for the mass and generality of American workers – recording a robust 5.2 per cent increase in median household income in 2015 and a further 3.2 per cent in 2016 (leaving the bottom 80 per cent of US households with incomes still “just at or below those of 2007”).96 That was welcome if belated news to hard-pressed American families, but it still left the median household making 1.6 per cent less in 2015 than it had in 2007, before the Great Recession struck. And since the heaviest burden of inadequate pay continues to fall on young workers, lifetime earnings in the wake of the Great Recession continued to show a decidedly generational imbalance: with “the median male who turned 55 in 2013” reportedly earning “$136,400 less in lifetime income, measured in 2013 dollars, than a 55-year old sixteen years earlier”.97

Low pay remained a major feature of many parts of the segmented US labour market throughout the recovery period. Over 4 workers in 10 nationwide still earned less than $15/hour in 2015: with that low pay heavily concentrated in low-skilled service industries.98 A truly remarkable proportion of those working in food services – some 95 per cent of them – earned less than $15/hour, as did some three million cashiers and two million retail sales people.99 Overall indeed, “for 12 of the 22 major occupational groups tracked by the Bureau of Labor … average annual pay in 2014 was [actually] less than it was in 2004”.100 Among those groups were workers in education, healthcare support, transportation, farming, sales and personal care. And as we saw earlier, jobs that went into the recession paying high wages came out of it paying lower ones: with more than 60 per cent of the jobs lost during the recession paying between $14 and $21/hour, while more than half of all the new jobs created between 2009 and 2013 paid less than $14/hour.101 In this regard, it is significant that the automotive industry went into the 2009 bailout paying existing workers $28/hour and more; but the industry returned to profitability paying new workers just half that rate, and less.102 It is also significant that, as we shall explore more fully in Chapter 4, the United States has a larger percentage of its labour force – some 24.8 per cent – earning less than two-thirds of the median wage than do any of the other leading OECD economies. The equivalent percentage in Belgium is 4 per cent (number 2 in this unfortunate list, just behind the US, is the UK at 20.6 per cent).103

Throughout the recovery, the gap between the wages of white and non-white workers remained firmly intact. “In 2014, the median black and median Hispanic wages were only 75 per cent and 70 per cent, respectively, of the median white wage” and “all three groups [had] median wages in 2014 lower than in 2007”.104 Throughout the recovery too, a long-established gap between the median income of the two genders remained firmly in place. Low pay was a particular feature of industries employing largely female staff, often on a part-time basis. Hotel housekeeping was one such – an industry in which pay had not kept up with the price of the service being provided. “In the 1960s and 1970s”, Monique Morrissey later calculated, “a housekeeper could afford a hotel room with her day’s wages; by 2012 her wages only covered 78 per cent of the average ($83/$106)”. Hardly surprising really, given that many of the housekeepers were women of colour or immigrants, earning in 2012 on average just over ten dollars a day.105 Overall indeed, “women and people of colour” in contemporary America remain “over-represented in jobs paying less than a $15 wage” with “more than half of African-American workers and close to 60 per cent of Latino workers [making] less than $15”.106 EPI researchers in August 2017 estimated that black women workers had to work 7 extra months – well into July 2017 – to be paid the same amount of wages as the white men they worked alongside earned in 2016 alone.107

Finally, this: working conditions, in the absence of effective trade-union cover, remained difficult for the bulk of American workers throughout the recovery period. As we have seen, the typical working week remained long, the proportion of the workforce with unstable work shift schedules reached at least 17 per cent, the number of Americans working as “temps” reached a new record high (2.8 million in 2014), and the number of jobs requiring anti-social working hours continued to grow. So too, at state level, did the legislative assault on the ability of workers to unionize. The data on the union effect over both the long-term and the immediate period is clear. As the EPI reported in 2016, “private-sector union decline since the late 1970s has contributed to wage losses among workers who do not belong to a union. This is especially true for men, particularly non-college graduates” whose “weekly wages would be an estimated 8 per cent ($3016 a year) higher in 2013 if union density had remained at its 1979 levels”108, while increases in the minimum wage in 16 states in 2016 raised the wages of more than 4.6 million Americans.109 Yet in spite of this (or in truth, actually because of it) during the Obama years tougher right-to-work legislation, now aimed at public sector workers like teachers and firemen, was voted through by re-energized Republican legislators in states as disparate as Wisconsin – the scene of the biggest fight – Ohio and Indiana. This legislative onslaught has left the heartland of the country and the American south broadly union-free:110 with residual pockets of effective labour resistance largely restricted to states on each of the country’s coasts. The adverse effect of this on wages remain significant and intended – in 2015, wage rates in the so-called right-to-work states were running 3.1 percentage points lower on average than in states lacking such anti-union legislation.111

Preliminary conclusion

So rather contrary to the claims for American exceptionalism and economic superiority with which this chapter began, by mid-2017 the US economy was looking neither exceptional nor superior. Indeed, Donald J. Trump entered the presidency in January 2017 claiming that he had inherited a “mess”, even though his inheritance was in truth better than that inherited by any of his three predecessors in the office, and in no way as severe as that inherited by Barack Obama.112 But campaign rhetoric aside, the economy which the Republicans inherited in 2017 was in no condition to be credibly offered as a trouble-free model for others to follow; and if it was exceptional, some elements of that exceptionality were hardly desirable ones. Even before the crisis and recession, average annual hours worked in the United States exceeded those in Germany by over 350 a year (nearly 9 extra 40-hour weeks!) and manufacturing pay levels in the United States had fallen so low as to place the US as eleventh out of 20 countries in terms of their generosity.113 The US also by then had “the dubious honor of being the only no vacation nation i.e. no legally required paid time off, and some weeks fewer actual days off per year than our European counterparts enjoy”114 and because of its lax labour laws, was actually losing more people to death from work-related illnesses and injury (50,000 annually) than it was to death by gun violence (a mere 30,000!).115 Americans do shoot themselves in excessive numbers by European standards, but to an even greater degree they also kill, poison and maim themselves at work with a depressing regularity.

The United States economy was also unable to be scored as totally “free” by Freedom House when that ultra-orthodox organization evaluated worker rights.* Forty-one countries were so scored in 2010: but not the US. Instead, the United States was relegated in the Freedom House survey to the subordinate category of “mostly free”, putting it – in the Americas – in the same group as the Dominican Republic and Costa Rica and behind the Bahamas, Barbados, Canada, Chile and Uruguay. As Steven Greenhouse rightly wrote as the crisis began, these were and remain “tough times for the American worker” – times that mean “more poverty, more income inequality, more family tensions, more hours at work, more time away from the kids”.116

The credit crisis created at the heart of the US financial system in 2008, and the deep recession to which that crisis then gave rise, only intensified these problems. Controversies remain about the causes of that crisis, and about the sluggishness of the economy’s response to it – controversies to which we shall return in later chapters – but what is not in doubt is the fall-out from the crisis itself: stagnant wages, heightened job insecurity, and deteriorating working conditions for more and more Americans. The capitalism responsible for that fall-out is flawed indeed: so flawed in fact that the United States is visibly in need of both a new social settlement and a new growth strategy to deliver it. As Barack Obama came to the end of his second term of office, and writing to a predominantly British audience, he put it this way:

Decades of declining productivity growth and rising inequality have resulted in slower income growth for low- and middle-income families. Globalization and automation have weakened the position of workers and their ability to secure a decent wage. Too many potential physicists and engineers spend their careers shifting money around in the financial sector, instead of applying their talents to innovating in the real economy. And the financial crisis of 2008 only seemed to increase the isolation of corporations and elites, who often seem to live by a different set of rules to ordinary citizens.117

This, from a president who had just spent two terms trying to create a more dynamic economy with a more equitable sharing of its records – but who had fundamentally failed in this transformative endeavour. The America he was leaving to his successors, so his note implies, remains flawed in important ways, and as such is still in need of serious and fundamental reform.

[image: images]

* Trade union membership peaked early in the United States: at 37.5 per cent in 1953. But as David Kotz observed much later, the impact of their collective bargaining was much wider than that: “… for two reasons. First, the number of employees covered by collective bargaining contracts exceeds the number of union members. Second, when a substantial percentage of companies are unionized, non-unionized companies are under pressure to offer wages and working conditions that approximate those won through collective bargaining in order to discourage their employees from unionizing.” (David Kotz, The Rise and Fall of Neoliberal Capitalism, Cambridge, MA: Harvard University Press, 2015, p. 27).

† The term developed by French Marxist sociologists from the 1970s to capture the complex character of modern economies: where production is based on semi-automated production systems of the kind first developed by Henry Ford, and where the viability of the firms requires both high productivity and output on the supply side and reliable and growing numbers of consumers on the demand side. On this, see David Coates, Capitalism: The Basics (London: Routledge, 2016), pp. 15–17.

* The rate improved slightly, to 2.9 per cent, by the third quarter of 2016, before dropping back, in the first quarter of 2017, to an annualized growth rate of 0.7 per cent. Second quarter growth in the US economy in 2017 expanded to an annual rate of 3 per cent again.

* It is worth noting that one important cause of underinvestment in post-recession America remains the high rate of corporate buy-outs and dividend distribution: the emergence, that is, in what was once the heartland of investment-based manufacturing, of a rentier-led capitalism that is now eroding long-term competitiveness by its zeal for short-term profit-taking. The US economy is now at such a point of concentration indeed that manufacturing, finance, utilities, and retail trade, are now all sectors where the top four firms account for at least 30 per cent of average industry sales – and so are under diminished competitive pressure to invest to capture a greater market share.

* August 2017 marked the eighty-second straight month of US job growth, the longest unbroken run on record.

* Alan Krueger speculates that maybe 20 per cent of the fall in male labour market participation rates, and 25 per cent of the fall in female labour market participation rates, could possibly be linked to opioid use. On this see his Where Have All the Workers Gone?, published in draft form in the Brookings Papers on Economic Activity, September 2017.

† “US prime-age female participation fell from 6th to 17th of 22 OECD member countries between 1990 and 2010. Over the same period, the decline in the prime-age male participation rate was the second most severe of the OECD countries, and is now the third lowest among the 34 member countries. The US trends are particularly pronounced for non-Hispanic black men and less-skilled adults. There is now an 11 percentage point gap in participation rates between men with a college degree and those with a high school degree or less – whereas 50 years ago, the two rates were very similar.” (Eleanor Krause and Isabel V. Sawhill, “What we know and don’t know about declining labor force participation: a review”, Washington, DC: Brookings, 17 May 2017).

* In 2016, Freedom House recorded a “downward trend arrow” on the USA “due to the cumulative impact of flaws in the electoral system, a disturbing increase in the role of private money in election campaigns and the legislative process, legislative gridlock, the failure of the Obama administration to fulfill promises of enhanced government openness, and fresh evidence of racial discrimination and other dysfunctions in the criminal justice system.” (The US was one of 15 countries so downgraded – a list that included Hungary, Turkey and Tajistan!) (Freedom in the World 2016: Anxious Dictators, Wavering Democracies: Global Freedom under Pressure, p. 23).
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Chasing Hard and Standing Still: The UK Economy in the American Shadow

“Productivity is not everything, but in the long run it is almost everything (Krugman). The UK has a high-employment, low-productivity economy. The good news is that productivity levels are so low, relative to the UK’s peers, that the potential for improvement is large. The bad news is that the UK is falling further behind.”

Martin Wolf 1

“Saying that productivity matters is not the same as saying we understand its determinants.”

Andrew Haldane2

Great powers that stop being great tend to find their new and depleted condition both surprising and unwelcome. Indeed, a common first reaction – particularly among elite circles in such powers – tends to be denial, followed then by resistance and eventually by nostalgia. Certainly that pattern is overwhelmingly evident in the politics of the United Kingdom in the decades after 1945, as the country which had once stood alone in the face of Nazi expansion, and whose armies had ultimately prevailed, was forced to come to terms with its reduced standing in a postwar universe framed by the Cold War standoff between its two major wartime allies.

The depletion was both economic and political. It was economic in the sense that, well before the Second World War began, the United Kingdom had already lost its mid-nineteenth century status as the manufacturing capital of the world. In 1860 that dominance had been near total, with the UK then – as “the workshop of the world” – producing “53 per cent of the world’s iron and 50 per cent of its coal and lignite”, and consuming “just under half of the raw cotton output of the globe”.3 As the US Civil War began, the UK economy “alone was responsible for one-fifth of the world’s commerce … two-fifths of the trade in manufactured goods [and] over one-third of the world’s merchant marine”.4 But that dominance did not last. From the 1870s, powerful economic competitors grew up in other areas of the emerging industrial capitalist “north” – with Germany at one end of the emerging industrial heartland and the United States at the other.5 Moreover, a second industrial revolution in the 1890s eventually generated new sources of power (electricity), new commodities (not least automobiles), and new competitive capacities (based on the systematic application of science to production) in which the UK economy did not excel. With its existing capital stock, organizational structure and managerial expertise increasingly anchored in the “old industries” of the first industrial revolution, and lacking any strong political leadership demanding major industrial change, from the late-nineteenth century onwards British-based industry retreated more and more into the safe protected markets of empire, and allowed comparative economic advantage to slip inexorably away.6

This growing erosion of comparative economic strength was initially almost entirely hidden from public view. It was hidden between the two world wars by the temporary dislocation of potential competitors in Western Europe, and by the embedded isolationism of the United States – and also, it should be said, by the ubiquity of British inter-war imperial possessions and by the continuing size of its navy. It was temporarily hidden again after 1945 by an equivalent dislocation of wartime enemies – neither Germany nor Japan regained their economic edge until well into the 1960s – and by the unexpected rise in general living standards that slowly built up in the postwar United Kingdom as its economy did at long last begin to produce on a mass scale much sought-after consumer products like cars, televisions and fridges. But by the early 1960s at the very latest, recognition of the relative decline of the UK economy – its decline, that is, relative to the best of the rest elsewhere – could no longer be avoided: and in consequence UK politics settled into the ongoing debate about how best to reverse that decline that has consumed it ever since, and which consumes it to this day.7

At the heart of that debate, as we shall see, stood the question of the state: of its role, of its size, of its focus and of its responsibilities. From the 1960s onwards, right-wing critics increasingly focused their ire on the first and second of those, finding in the post-1945 UK state a behemoth in need of slaying: slaying because its welfare provisions were too generous and too burdensome to finance; and slaying because the UK state’s weakness in the face of organized labour, and its propensity for over-regulation, left UK managers without the “freedom to manage” that conservatives hold to be so vital to the restoration of economic competitiveness. Left-wing critics of this same set of state institutions and practices increasingly focused in those same decades on just the reverse: on the failure of the postwar UK state to build a strong welfare-capitalism of the German or Scandinavian variety; and on the excessive preoccupation of successive UK governments with the maintenance of the UK’s military and diplomatic role in the world. But what both sets of critics have been forced to confront is that, over time, the UK’s economy has struggled to maintain the level of global competitiveness necessary to sustain a significant military and diplomatic capacity. It is not simply that the American economy has increasingly accumulated serious competitive flaws over time. It is also that the British economy – in so many ways its precursor and now its junior partner – acquired many of those same flaws earlier, and has struggled mightily but in vain to remove them ever since.

The rise and fall of the postwar settlement

The US economy emerged from the Second World War strengthened by the mobilization for war that the pursuit of military victory had made both necessary and possible. The UK economy did not. It emerged from the Second World War seriously depleted by the equivalent mobilization – with all the weaknesses of its previous investment patterns and levels fully exposed. The overseas investments built up in the late nineteenth century – the ones that had cushioned the impact of the UK’s diminishing trade balance over time – were all but liquidated by 1945.* The UK entered the postwar world heavily in debt, dependent for most of its foreign purchases on the continued existence of a sizeable flow of US aid – aid, in the form of the wartime lend-lease agreement, which the US Congress then abruptly cut off immediately that the war was over. The UK also entered the postwar years with a run-down coal industry as its main power source, with an over-stretched engineering industry still geared to wartime production, and with a population whose living standards, already low in the 1930s, had slipped further during the war and were now poised to fall yet again as lack of foreign aid reduced the ability of the UK government to finance the import of much needed basic resources, food and consumer goods. After the First World War, the UK had endured a twenty-year period of economic stagnation and depleted living standards. The fear in many quarters in 1945 was that the legacy of the Second World War would be similar. That it was not is testimony to the ongoing strength of the immediate postwar economic and social settlement put in place by the incoming Labour Government and then sustained by the Conservative ones that followed.

THE RISE

The economic and social settlement put in place in the UK by the Attlee Government immediately after the Second World War was a direct product of the war itself. Wartime mobilization had created full employment in the UK economy for effectively the very first time in its history, so that those managing that economy (and its individual units) could no longer rely on the threat of redundancy to keep wages down and workers in check. On the contrary, labour was now scarce, and had to be both retained and listened to. And those working in the factories and mines, and those returning to civilian life from the military, were in no mood to go back to the mass unemployment and generalized poverty of the 1930s. On the contrary, it is fairer to say that “as each year of hostilities gave way to the next, pressure built up for the creation, after the war, of a fairer and more socially egalitarian Britain, one in which the State would provide at least minimum levels of basic welfare for all”.8 As the British army demobilized the bulk of its men and women in uniform in 1945 and 1946, the soldiers returned to peacetime Britain expecting that this time – unlike in 1918 – politicians would deliver on their promise of a better Britain. They expected full employment. They expected better education and better housing. They expected basic healthcare. They expected to be treated with dignity and respect; and by an overwhelming majority they expected a Labour Government rather than a Conservative one to deliver on all those things. Winston Churchill had been acceptable to many of them as a wartime leader, but for peacetime they required politicians with a better track record than his on matters of social reform and economic justice.

The Labour Government that came to power in 1945 inherited, and maintained throughout its period in office, the wartime coalition’s commitments to full employment, education reform, and the creation of a modern welfare state. Labour inherited, and maintained for a while, a full set of wartime controls over the private economy, and their own commitments to replacing part of that private ownership by nationalization: the taking of basic industries like coal, electricity, transport, shipbuilding and even steel into public ownership. A little over 20 per cent of the economy was in state hands by the time the Labour Party lost office in 1951, and 2,000,000 people were employed in the new state industries.9 The incoming Labour Government also inherited the teachings if not the body – he died in 1946 – of John Maynard Keynes,* and spent their time in office replacing the direct control of investment and labour allocation of the war years by the Keynesian-inspired management of aggregate demand. The result – by 1951 – was an entirely new kind of political architecture around the struggling UK economy.

At the core of that architecture stood a social-democratic state. It was one charged with the active economic management of the entire economy – expected, that is, to both run basic industries directly itself and staff a whole new set of public institutions (not least, a new national health service and a much expanded public education system). It was also expected to simultaneously direct investment into key areas of private-sector economic development, and maintain full employment across the economy as a whole by altering levels of its own spending – Keynesian style – spending more when the business cycle was down, spending less when it was not. Even when the Conservatives returned to power in 1951, those expectations and those practices remained intact: and Tory ministers, no less than their Labour predecessors, proved willing to liaise closely with organized labour, to sustain a system of progressive taxation, and to measure their success domestically by how far general living standards rose, the housing stock improved, and public service provision flourished.

This new internal postwar settlement in the UK was matched by an external one that was hardly new at all. The Attlee Government, like the wartime coalition government of which it had been a part, remained entirely committed to the maintenance of the United Kingdom as an independent global power. Less intransigently imperial than the Churchill wing of that coalition, the new government oversaw the withdrawal of the British from a newly divided south Asian continent – India, Burma and Ceylon were all abandoned, and Pakistan created, by 1948 – but otherwise proved to be a doughty defender of British imperial possessions. As one of the three main victors in the war just over, the Attlee Government demanded (and won) a British seat at the top table of all the new international agencies created in the 1940s under American leadership: and that included the IMF, the World Bank, the UN Security Council and ultimately NATO. In that military alliance, the UK struck an independent note, acquiring its own nuclear weapons capability by 1952; but otherwise settled in to an important but subordinate position as America’s junior partner in the management of the capitalist side of the Cold War divide. A British army remained in place on the Rhine, and the British Treasury oversaw a sterling area within which the UK currency acted as a second reserve currency, supplementing the role played by the dollar across the capitalist bloc as a whole.

Because the British Treasury did play this oversight role, successive postwar British governments then took on, as a major policy commitment, the maintenance of the exchange rate of sterling against the dollar as the way of sustaining foreign confidence in London as a financial centre and in its currency as an international means of exchange. In the event, the first postwar exchange rate set between sterling and the dollar – modelled on the exchange rate that applied in the gold standard days of the 1920s – immediately proved too high to sustain, so that the Attlee Government was eventually obliged to devalue its own currency by 30 per cent in 1949, to a new and lower rate that subsequent governments then defended against overseas currency speculators right through to 1967, when yet another devaluation was forced upon a later Labour Government. This battle against devaluation would in the end cost UK manufacturing heavily. For defending the exchange rate of the pound meant keeping interest rates in London higher than would otherwise have been necessary; and the focus on sterling (and the City of London) pulled the attention of UK policy-makers away from the urgent need to strengthen the economy’s export position behind a lower exchange rate in the manner later of both Germany and Japan. It was a lack of attention that the long-term health of the UK economy could ill-afford, especially given the fact that between 1950 and 1966 the UK was still spending “four to five per cent more of its gross national product on defence than were” either the Germans or the Japanese and that “almost all of this difference went into productive capital investment which, at compound interest, meant that their industry was able to overtake and surpass Britain’s by the 1960s”.10

But hindsight is, of course, a wonderful thing; and there is no escaping the fact that at the time – between, that is, the dates of the two devaluations (1949 and 1967) – UK governments continued to think of the United Kingdom, as did many overseas governments too, as the capitalist world’s second financial power as well as its second military one: as a pale shadow of its former imperial self, that is, but still as a major and independent global player in the new American century. And for a while at least, that perception was not entirely illusory, as the United Kingdom enjoyed almost two decades of postwar internal economic growth and external superiority. The temporary dislocation of the economies of the major former Axis powers left the UK economy a brief competitive space. That space enabled both the old industries of Britain’s Victorian past to enjoy one last hurrah, and the UK’s new consumer-focused industries to consolidate themselves by developing a local version of American production techniques.

As late as 1961, there were still 200,000 British workers employed in the textile sector, and as late as 1956 there were more than 690,000 miners producing the coal that still powered 95 per cent of the UK economy. Yet by then the centre of gravity of the entire economy was on the move. It was on the move both spatially and sectorally as its heartland shifted south, away from the northern Victorian triangle of Belfast-Newcastle-Manchester (the home of coal and steel, textiles, and shipbuilding) into the English Midlands, the new home both of the capital-intensive and highly-productive light engineering industries of the postwar consumer boom, and of industries geared to maintaining the UK’s global role as a major military power. In the 1950s and 1960s, in that midland belt, investment and employment moved into airplane production and munitions, and into industries producing washing machines, fridges, telephones, televisions, motorbikes and – overwhelmingly – cars. By 1966, these new manufacturing industries provided employment for over 9 million British workers – effectively, one British worker in three – half a million of whom worked in the car industry alone. And by then, that industry had become the economy’s main source of exports, and the source of fully a third of the economy’s entire economic growth in the 1950s and 1960s.11 And there was growth – unbroken indeed for more than two decades – growth for the economy as a whole at a steady annual rate of 3.5 per cent between 1950 and 1955, 2.3 per cent between 1955 and 1960, 3.2 per cent between 1960 and 1965, and 2.0 per cent between 1965 and 1970.

However, it was not just employment in the privately owned manufacturing sector that flourished in the 1950s and 1960s. Employment in the public sector did too – employment in both the newly nationalized basic industries and in the UK’s expanding health and education sector. Indeed, over 7 million workers were employed in the UK public sector by 1975, including 2 million in the nationalized industries and over 3 million in education, welfare and local government services. Employment growth on this scale and width then helped successive British governments sustain full employment for a generation, and in the process triggered the emergence of a new and entirely unexpected industrial compact between those who owned and managed British industry and those who worked inside it. It was a compact in which, because labour was scarce, national wage rates negotiated between employers’ federations and national trade union leadership were regularly supplemented in core manufacturing industries by local bargains struck between the managers of individual firms and shop stewards representing the firm’s own and particular workforce. The resulting wage drift at the heart of this emerging economy then helped raise living standards across the bulk of the UK workforce for an entire generation – helped trigger so substantial a rise in living standards, indeed, that by 1959 a Conservative Government could be re-elected for a third successive time on the slogan that “you’ve never had it so good”. And they had not: the Conservatives were quite right. Per capita living standards that in the UK in 1950 had – in 1990 dollar terms – stood at only $6,847 were on their way by the late 1950s to doubling in a generation: on their way, that is, to $13,087 by 1979.

THE FALL

Sadly however, this newly found prosperity and self-confidence soon proved to be a false dawn – the glories of the past being no guarantee of equivalent glories in the future – so that, from at least the balance of payments crisis that hit the UK in the summer of 1961, the hunt was on for how best to modernize the economy and to reset the country’s global role.

In fact, the need for a resetting of that role became obvious to those in charge in London slightly earlier, when Washington’s refusal to back the British (and French) secretly planned invasion of Egypt in 1956 brought down a British prime minister, and forced from his successor both a humiliating withdrawal of British forces and the retention by the Egyptians of the ownership of the Suez Canal that the UK-led military operation had been designed to forestall. When almost immediately thereafter, the British government also discovered that Blue Streak – the missile system being developed by the UK’s own armament industry for the independent deployment of the country’s modest stock of nuclear weapons – was inadequate to the task, the die was totally cast. The UK government was forced to beg access to its US equivalent – Polaris – access which President Kennedy very reluctantly conceded to his British allies in 1962; and in consequence any pretence of great power status for the UK was finally gone. Instead of policing the world in alliance with the United States, UK governments by the 1960s were pulling UK troops back from east of Suez, and declining to give more than moral support to the US military operation in Vietnam. There was in fact a last hurrah for the UK as an imperial military power more than two decades later when, with tacit Washington support, Margaret Thatcher sent a naval force to retake the Falkland Islands from the Argentinians in 1983, and UK forces remained major contributors to NATO-led operations in the Balkans in the 1990s and in Afghanistan after 9/11: but this was all a pale reflection of what once had been the dominant and independent military presence of UK forces around the globe.

From at least the moment that the UK first applied for membership of the European Economic Community in 1961 (or the Common Market as it then was), the foreign policy question dominating British politics fundamentally shifted. It shifted away from how best could the UK be an independent global power acting in concert with Washington, towards how (if at all) to coordinate UK policy with a coalition of European nations among whom, at most, the UK could count itself as simply one of Europe’s “Big Three” – France and Germany being the other two. The UK political elite (and a section of their wider electorate) took at least a generation to come to terms with the diminished status involved in that repositioning, and visibly they have not fully adjusted to it even yet. Hence the speed and enthusiasm with which Margaret Thatcher “hand-bagged” the first Bush president to mobilize a coalition in the first Gulf War, and with which Tony Blair moved to ally the United Kingdom with the second Bush president and to have UK troops invade Iraq alongside American ones. Hence too the speed and enthusiasm with which at least a section of the British Conservative Party campaigned for a British exit from the European Union in the referendum in 2016, a referendum that the “Exit” camp was strong enough to win.

Where the adjustment was made more easily – because the need for it became so visible as to become literally unavoidable – was on the internal policy agenda: triggering a set of sustained attempts by successive UK governments to reset the basic shape of the UK economy. The first attempt at that resetting, initiated by the same Conservative Government led by Harold Macmillan that withdrew troops from Egypt and negotiated the purchase of Polaris submarines (and then carried to its logical conclusion by Labour Governments led by Harold Wilson and James Callaghan that Tony Blair would later label as “Old Labour”) was ultimately a corporatist one. It was an attempt to incrementally strengthen the competitiveness of the UK’s manufacturing base by negotiating small and steady adjustments with the major players involved in the industrial decision-making systems that were deemed in need of change: negotiations, that is, with major employers on the one hand, and with major trade unions on the other. Instead of breaking the industrial power of those players, as Margaret Thatcher would do when creating an entirely new social settlement later, first Conservative and then Labour Governments tried to retain the original postwar settlement while reforming it from within, and by actually strengthening the monopoly position of the private actors with whom the governments negotiated. The Conservatives gave a monopoly of labour representation to the TUC in 1962,12 and the incoming Labour Government urged the creation of a powerful employers’ organization, the CBI, in 1964. It was an attempt at corporatist deal-making that consumed British politics for at least two decades: from the 1959 election won by a government complacently asserting that its electorate had “never had it so good” to one lost by a government that had just endured “a winter of discontent” in 1979.

At stake was how to combine industrial modernization with ongoing job security, and how to combine full employment with price stability. The Macmillan Government sought the first of these combinations by building a structure of national planning modelled on French practice, creating a National Economic Development Council (NEDC) on which representatives of the business community and the trade union movement negotiated a set of economic plans under the supervision of politicians and civil servants from a newly created industry ministry. Later Labour Governments would supplement the main NEDC with a series of “little Neddies”– similarly constructed committees servicing separate industries – and with new government agencies of direct economic planning: particularly in the 1970s a National Enterprise Board charged with running a set of struggling industries and individual companies taken (or taken back) into public ownership to give them access to larger quantities of government-provided investment funds. By the mid-1970s those funds, and that scale of public ownership and investment in the UK manufacturing sector, reached record heights. Labour returned to power in 1974 committed to a new social contract with what was by then a heavily-unionized and industrially-militant labour movement. It was a contract – enshrined in a new Industry Act designed to regenerate British industry – that proposed an extensive system of voluntary planning agreements, strengthened institutions of industrial democracy, and large quantities of publicly-provided industrial investment funds.13 And yet, for all this activism, UK manufacturing continued to suffer from an incapacity to attract to itself the share of GNP for investment purposes characteristically attained by its key competitors. Gross non-residential investment as a percentage of GNP ran at 26.5 per cent in Japan between 1960 and 1973, and at 19.6 per cent in Germany. The equivalent UK figure never exceeded 14.6 per cent.14

The Macmillan Government sought the second of the corporatist goals – full employment without inflation – by trying to negotiate a limit on wage increases with national trade union leaders, so beginning (in 1961) eighteen years of incomes policies of different kinds negotiated annually between Treasury ministers and the Trades Union Congress. Over the years, the terms of those incomes policies toughened – pay settlements over the agreed norm eventually only being permitted in exchange for changes in working practices to boost productivity – and their use as a way of holding wage settlements below the inflation rate intensified. Time and again, governments tried to reinforce the power of national union leaders over shop stewards active at the local level, in order to slow the rate of wage drift then widely blamed for rising industrial prices. The Labour Government of the 1960s tried to do that by introducing a White Paper, In Place of Strife, whose implementation was blocked by opposition from backbench Labour MPs. The Tory Government of the early 1970s tried to effect a similar outcome via a direct legislative attack on the tactics used by those shop stewards – including unofficial strikes and flying pickets – only to be defeated (and ejected from power) by a general strike called against the legislation they passed. And the Labour Government of the late 1970s tried to get a similar grip on the rate of wage increases by holding wages down in the public sector as an example to private employers. It was that strategy that – for all its success in “bringing down inflation while holding employment essentially stable”15 – eventually triggered mass industrial unrest among low paid public sector workers, produced the 1978–9 “winter of discontent”, and eroded completely public confidence in the corporatist route to economic modernization in the UK.16

But if industrial unrest on the surface of British politics was the backdrop to the final collapse of the first postwar economic and social settlement in the UK, what ultimately brought that settlement to its bitter and debilitating end was the general and underlying crisis of Keynesianism experienced across the advanced industrialized world in the 1970s. As we briefly noted earlier, that crisis was partly triggered from outside, as the unequal terms of trade on which the developed world exchanged goods with the less developed one at the start of the postwar period was challenged – first by the oil producers of the Middle East in response to western support for Israeli military expansion, and then by the general rise in demand for basic commodities produced by the increasing impact of one “economic miracle” after another: first the German, then the French, then the Japanese, and even the Italian. The UK broadly speaking missed out on those miracles, but not on the economic price-pain caused by the resulting shift in global terms of trade. So much pain in fact that by late 1975, and again in the summer of 1976, foreign confidence in the trade performance of the UK economy, and in the value of its currency, was so fragile that the UK was obliged to twice call in the International Monetary Fund, twice take a loan, and twice suffer the indignity of having its domestic economic policy dictated to it from outside.17

But the main source of the crisis of Keynesianism in the UK in the 1970s was largely internal: the result of the slowing down of the rate of productivity growth in one part of the manufacturing sector after another as the full implementation of Fordist methods of production was achieved, and so could not be easily and regularly replicated. The introduction of Fordist production methods always gave workers on the semi-automated production lines greater bargaining power, so always involved a trade-off between the productivity gains made and the greater wages won. In the United States, that trade-off gave prosperity and job security to northern and midwestern unionized white workers for a generation, as we saw. But there, the unions were weaker, and the productivity gains greater, than in the commensurate UK case. The UK really experienced what commentators later called a more “flawed form of Fordism”.18 UK factories were smaller, the UK market was more limited, and UK workers more unionized and entrenched than their American counterparts. The result was a more acute form of Keynesian crisis in the UK than in the US: but still a crisis that in its essentials was the same in both places.

Keynesian demand management of a capitalist economy worked best when the choice on offer for both politicians and their electorates was one between unemployment and inflation. Keynesians attacked the first by increasing public spending and the second by reducing it. What Keynesianism had no answer to, however, was the simultaneous experience of unemployment and inflation. But that was exactly what hit the UK in the 1970s. Governments in power in the 1970s faced an economy scarred by stagflation, and had no effective policy solution to those incompatible imperatives; and because they had not, the political credibility of a non-Keynesian answer to dwindling economic competitiveness grew and grew. It grew so quickly and so well, indeed, as to sweep a Keynesian-inspired Labour Government out of power in 1979, and to open the way to the construction of an entirely different social and economic settlement – a neoliberal one.

The rise and fall of the neoliberal settlement

The wave of strike action that immobilized public services in the UK in the winter of 1979 gave Margaret Thatcher her opportunity for power. It was an opportunity that she then took, and used – took to close her Labour Party opponents out of power for three elections under her leadership and one under her successor, and used to entirely reset the distribution of power in British industry and the public perceptions of the role of government that underpinned it. In the process, Margaret Thatcher proved herself to be not simply a new kind of politician. She also became, like Ronald Reagan in the United States quite quickly afterwards, a major redesigner of her country’s political and social landscape, and as such a truly hegemonic force in national politics.

THE RISE

The Thatcher argument on entering office in 1979 was that the trade union movement in the UK had simply become too strong, and had used that strength to encourage Labour governments to pursue the wrong kind of economic programme. Trade union strength had been used in corporatist Britain to encourage the state management of the private sector, to its long-term detriment. Reducing that strength would, therefore, free up the space for the private sector to flourish without that management. It was Margaret Thatcher’s view that the UK’s processes of wealth creation had been weakened by three decades of Keynesianism, and that the economy’s investment performance had been eroded by the effect on labour costs of over-full employment, and by the impact of high rates of government borrowing on the cost of raising capital. It was axiomatic to Thatcherism that the economy’s entrepreneurial capacities had been undermined by the high marginal rates of tax made necessary by excessive government spending and by the state’s propensity for egalitarian social engineering, and that the work ethic of its labour force had been corroded by the dependency mentality/culture created by extensive welfare provision. The Thatcher wing of the Conservative Party entered government in 1979 convinced that the growth in state bureaucracies had tipped the balance of advantage in the labour market away from private capital, and had exposed particularly small- and medium-sized businesses to stifling levels of regulation and form-filling. And they believed strongly that the persistent willingness of politicians to take credit for postwar economic growth had fuelled the illusion that economic growth was something you could talk into existence, rather than something you actually had to create by investment, competition, hard work and the taking of risks.

The best route to economic competitiveness, from Margaret Thatcher’s point of view, was a market one: allowing market forces to run their course, and allowing unregulated competition to weed out the uncompetitive. The job of the government was not to oversee that process or to micro-manage it – let alone to act pre-emptively to soften its impact. The proper job of the UK government was different and more limited. Its job was to bring prices under control by cutting back on its own scale of economic ownership, spending and intervention, and by closing down the corporatist structures that previous Labour Governments had used to artificially balance inflation and unemployment. Margaret Thatcher entered office as a committed monetarist, convinced that if the government simply managed the money supply, private enterprise would quickly generate the growth and employment that corporatism had failed to bring. She left office more than a decade later less convinced of the simple and direct relationship between the money supply and economic growth, but even more convinced than she had been at the outset of the vital role of unregulated market forces in the generation of a prosperous economy and a harmonious society.

Between those two dates – 1979 and 1990 – Margaret Thatcher effected what Stuart Hall perceptively recognized from the beginning as “the great moving right show”.19 She shifted, that is, the entire centre of British politics away from corporatism and towards neoliberalism; and she achieved that shift by what her government did, by what it stopped doing, and by what it said it was doing and why. It was a shift that involved a fundamental resetting of domestic economic policy, a complete redesign of major economic institutions, and a total sea change in prevailing modes of political discourse. Margaret Thatcher’s programme was a genuine political revolution, one that – as John Major’s first Chancellor of the Exchequer said in the House of Commons on the day of her resignation – put the concept of “the market” back at the heart of UK political discourse and public policy-making. Indeed it was a measure of her impact as a truly hegemonic politician that Norman Lamont could legitimately make that claim: at the end of a decade dominated by her attempt “to articulate to her hegemonic principle (of unbridled individualism) all the important ideological elements in the society, and to establish a certain definition of reality as the common sense of an entire age”.20 If Antonio Gramsci had ever been a conservative, he would undoubtedly have singled her out for special adulation. Her supporters certainly did!

During her period in office, Margaret Thatcher effectively “rolled back” the British state – and did so consciously, and on principle. Her governments, unlike their predecessors, did not claim to guarantee full employment: in fact unemployment peaked at over 3 million in the UK during the first Thatcher Government. Instead, her governments focused on controlling inflation, which was running at an annual rate of over 13 per cent when she first entered office: initially by slashing public spending to restrict the money supply; later by cutting taxes and easing business regulations to trigger economic growth. Thatcher governments no longer negotiated incomes policies or consulted with national trade leadership: on the contrary, the Thatcherites moved quickly to shut down the corporatist institutions they had inherited from Labour, and to keep their distance from peak organizations of both capital and labour. Her governments closed both the National Enterprise Board and the Manpower Service Commission, and downgraded the NEDC. They closed industrial training boards, and they sold off a whole swathe of publicly-owned institutions and companies – starting with British Aerospace, and going through to the water companies, to electricity supply and eventually even to what was left of the coal industry after the year-long miners’ strike. They also passed a whole series of new labour laws – five in total in the 1980s21– that curbed the rights of workers to join unions and the rights of trade unionists to take industrial action without penalty.22

Then when (and only when) they were ready, the Thatcherite Conservatives took on the strongest of the unions (the National Union of Miners), endured and won a year-long dispute with the NUM that for a while brought the UK nearly to the status of a police-state, and then rapidly ran down the coal industry over whose wages they and the miners had fought. And although Thatcher governments retained public ownership of (and so direct responsibility for) the major welfare services – Margaret Thatcher was never able to privatize the National Health Service – they systematically exposed public sector workers and their managers to internal market forces, by recommodifying those services wherever they could: obliging local authorities to tender for services rather than to provide them directly themselves, obliging colleges and universities to bid for students, and requiring hospitals to charge for patient care. Privatization, deregulation and recommodification were all key Thatcherite principles of government; and when implemented steadily for a decade, entirely redrew both the boundaries of the British state and the electorate’s expectations of that state.

That is not to say that Margaret Thatcher’s governments were weak ones. They were not. They matched their “freeing of the market” with the “strengthening and centralization of the state powers” that were retained, effecting less a full-blooded rolling back of the state than presiding over a redrawing of its boundaries, and a pulling of power back towards the centre in whatever area of state regulation remained. Domestically, that meant – among other things – taking direct control of what was taught in UK schools, increasing police powers, keeping up strong ideological pressure on the national media, and shutting unions out entirely from sensitive security agencies and sites like GCHQ. And of course in foreign policy terms, Margaret Thatcher was neither a libertarian nor a shrinking violet in any form. On the contrary, her foreign policy made no break with what had gone before. In foreign policy at least, there was no Thatcherite revolution.

Instead, Margaret Thatcher combined her domestic resetting of UK policy from corporatism to neoliberalism with a reinforced commitment to the role of the United Kingdom as a major global force and as the leading ally of the United States in the fight against communism. In the area of foreign policy, Margaret Thatcher was indeed the “Iron Lady” – fighting socialism at home and communism abroad as she would put it. It was Margaret Thatcher who led the fight inside the European Union both for the extension of the single market and against any French-designed plans to build a stronger political union based on that market. It was Margaret Thatcher who took the high-stakes gamble of sending a modest UK naval task force to the South Atlantic to retake the Falkland Islands. It was Margaret Thatcher who supported the Reagan Administration’s firm stance against (and then welcomed the embrace of) the Soviet Union as it began its internal reform; and it was Margaret Thatcher who pressured George Herbert Bush into leading a coalition of forces against Saddam Hussain in the first Gulf War. No less than Winston Churchill before her, Margaret Thatcher did not seek to redesign the UK internally only to weaken it externally. On the contrary, one of the great drivers of her internal agenda was her steadfast determination to protect and extend the independent role of the United Kingdom as an international player.

THE FALL

The big problem for Margaret Thatcher’s neoliberal revolution, however, was that for all the fine rhetoric and brief period of sustained economic growth that accompanied it, in the end the policy changes failed to deliver. The UK economy after 1979 experienced periods of growth interspersed with first steep (1980–82) and then prolonged (1989–1992) recession, which kept levels of manufacturing output and investment below 1979 levels until the end of the 1980s and left the growth performance of the UK manufacturing sector well below that of key competitors. In fact, that first Thatcher-induced recession “was the deepest in UK industrial history: one characterized by a 20 per cent loss of manufacturing capacity, and a destruction of 1.7 million manufacturing jobs”,23 and as late as 1992, the volume of manufacturing output in the UK had only crept to a level one per cent higher than it had been in 1973, at the height of Edward Heath’s three-day week. Moreover, whatever slight rise in labour productivity the Thatcher decade saw in this now reduced manufacturing sector was not the result of any expensive industrial modernization. It was far more the product of “an intensification in the length and rate of work in the context of large-scale unemployment and the widespread closure of the least efficient plants”.24
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Figure 3.1 Manufacturing output in the UK, 1962–92 (1960 = 100)

(Source: Trade and Industry Committee, Second Report: The Competitiveness of UK Manufacturing Industry. London: HMSO, 1994, p. 16).

As we noted in earlier work, it was “true that investment, as a percentage of GDP, had by the end of the Thatcher decade risen beyond its 1979 level, and that investment in manufacturing did rise – by some 12.8 per cent – over the decade 1979–89; but that figure looks paltry when set against comparable investment in Western European manufacturing industry, and positively miniscule when set against the 320.3 per cent growth in the volume of investment in financial services in the UK in the same period”.25 In 1970 UK-based manufacturing industry had contributed over 30 per cent of the economy’s GDP. By 1995 it contributed just 22 per cent, and by then both its share of total world exports of manufactured goods and its employment levels had actually halved: from 16.8 per cent to 8.4 per cent of world exports, and from 8.5 million workers employed to just over 4 million. As the Select Committee on Trade and Industry reported to the House of Commons in 1994, “taking the last two decades as a whole, the UK is the only major industrial country whose manufacturing output has remained virtually static”.26 This “huge shakeout in manufacturing had the effect of strengthening those sectors of the economy based around the financial and service core of the South East and the major MNCs in oil, electrical engineering, pharmaceuticals and defense”.27 So, areas of competitive strength remained – in 1990 the management guru Michael Porter finding them still in UK-based finance, retailing, chemicals, aircraft production and defence goods among others – but even he thought few of them to be unusually strong relative to their German and Japanese competitors,28 and none of them were strong enough to meet the UK’s ever developing appetite for high-quality consumer goods, more and more of which were made abroad.

So, Thatcherism both worked and didn’t work. It worked in the sense of leaving private capital free to manage and to move. But it didn’t work in the sense that much of the capital that was deregulated did indeed then choose to move. It chose to move out of industrial investment, and it chose to move abroad. Steadily through the 1980s, large-scale British manufacturing moved offshore, and the pattern of UK-based investment increasingly shifted into finance and into general service provision, as the industrial part of the Thatcher economy increasingly became simply a production platform for foreign capital: one from which transnational corporations could sell products assembled in Britain into a more prosperous European-wide market – with them choosing the UK as an investment site not because of its prosperity, but because its labour codes were the weakest and its level of corporate taxation the lowest in all of northern continental Europe. Yet even this inflow of foreign direct investment, which did partially regalvanize the UK car industry in the last two decades of the century, could not prevent the UK from opening a substantial deficit on its balance of trade – a deficit in manufactured goods starting in 1983 which was unprecedented except in wartime and which is now apparently permanent. For as we noted in earlier work, “the scale of foreign direct investment (and its impact of employment) was actually tiny during the Conservative years, when set against the total movement of capital in and out of the UK. Between 1979 and 1992 the total flows of capital out of the UK exceeded those coming in for every year except 1987; and the employment effect of Japanese in-plants in particular (with 25,000 new manufacturing jobs created in the 1980s) were drowned by the destruction of 200,000 equivalent jobs by the top 25 British-owned transnationals”.29

For what the unregulated financial flows so powerfully advocated by Margaret Thatcher singularly failed to do, in spite of a decade of unabashedly pro-business public policy, was to regenerate British industry across the totality of its sectors. Instead those flows helped fuel an increasingly debt-based consumer boom in the 1980s, and a full-scale housing boom (of escalating house prices, followed by negative equity) in the early 1990s.30 And throughout it all, UK productivity remained low by comparative standards, UK living standards continued to trail those in the best of the UK’s European competitors, and a widening gap opened up between Britain’s rich and Britain’s poor. This, despite the fact that the Thatcher period as a whole saw a significant increase in the length of the working day (with the typical UK male worker putting in two extra hours a week, and the typical female worker an extra three hours a week, in the last ten years of Tory rule). The result was a steady fall in the UK’s position in key league tables of wages and living standards. In 1960, per capita income in the UK had exceeded that in West Germany, France, Italy and Japan: in the latter case by a factor of nearly three. By 1998 per capita income had slipped below that delivered by each of these key competitor economies, particularly the German. And at the century’s end, it remained the case that – for all the talk of Britain’s productivity miracle under Thatcherism – “British workers still worked the longest hours in northern Europe” and that the bulk of the jobs being created still “remained predominantly low paid, and low skilled, and in the service sector”.31

Indeed, it was a measure of how far short of economic success the Thatcher revolution eventually fell that many of its core assertions – on money supply, business deregulation and limited state involvement in industry – began to be quietly abandoned even by a Conservative Government just as soon as Margaret Thatcher herself had been forced from office. The Major Government that followed hers was far more active on the industrial front than her governments had been, far more socially concerned, and ultimately far more welfare-minded. But by then, the political gloss had entirely rubbed off the basic Thatcherite product. The years of power had corrupted parts of the Tory political class; and even in Margaret Thatcher’s heyday, UK public support for extreme pro-market views had never been total. On the contrary, strong residues of support for social democratic values remained for Thatcher’s opponents to tap into and to develop; so that as enthusiasm for the Tory Party wilted, a political opening reappeared for a new kind of Labour Party. It was one that Tony Blair’s New Labour took in style in 1997, returning from the political wilderness with a parliamentary majority of 179 seats as the Conservatives went down to their most traumatic electoral rejection since 1846.

But the stress here has to be on the “newness” of New Labour. Tony Blair’s arrival at Number 10 marked a political landslide, but not a fundamental break with Thatcher’s neoliberal settlement. On the contrary, New Labour was at most “Thatcher-lite”. The Blair years in opposition had been used to reset the party’s institutions and policies in ways closer to a Thatcherite vision. Gone were the close personal, organizational and programmatic linkages between the Labour leadership and the trade unions. There would be no new corporatist “social contract” from New Labour.32 Gone too was “Old” Labour’s tolerance of tax-and-spend social democracy. The incoming Labour Government – whose domestic policy was set by a Chancellor of the Exchequer as “iron” and “prudent” in his way as Margaret Thatcher had been – chose to operate initially within pre-set Conservative spending limits, eschewed any notion of more progressive taxation, and had no plans to tighten regulations around, or nationalize parts of, a privately-owned economy that New Labour proposed to energize by an enthusiastic adoption of market-strengthening policies.33 New Labour entered office fully committed to the new growth theory then becoming fashionable in policy-making circles – post neoclassical endogenous growth theory – the one that prioritized the transformation of the existing welfare state into a social investment state, and the transformation of education policy from a tool of social reform into one for strengthening human capital.34 As Tony Blair once put it, “the key to survival in the modern world is access to knowledge and information … information is the currency of our economies”.35 Hence his mantra at the 1997 Labour Party conference: “education, education, education”.

New Labour bought entirely into the neoliberal version of globalization: the one that rendered a Keynesian focus on the management of aggregate demand no longer nationally viable, advocating instead the development of public policies designed to attract foreign direct investment by improving local factors of production – reskilling labour, easing business regulations, and lowering levels of personal and corporate tax. And in true neoliberal fashion, the vision of economic success underpinning New Labour was simultaneously both post-industrial and post-Fordist. So, it was a New Labour Government after 1997, and not just the Thatcherite ones before it, which eulogized the new technology-based industries and did nothing to regenerate the UK’s remaining textile mills, coal mines or steel works. It was a New Labour Government after 1997, like the Thatcher ones, which maintained the independence of sterling, and the autonomy of the City of London, by remaining outside the Eurozone. It was a New Labour Government which regularly lectured other member states of the European Union on the need to deregulate labour markets and to lower rates of corporate taxation; and it was a New Labour Government, and not just a Thatcherite one, that regularly deployed UK military forces overseas in a series of initially minor (and ultimately major) set of “Blair’s Wars”.36

What New Labour brought to the table, that Margaret Thatcher’s governments had not, was a willingness to underpin market forces with extended welfare services: with a national system of childcare provision from 1997; with more spending on healthcare and education from 2001; and throughout, with tax credits to ease the financial pressure on the UK’s poor (particularly on pensioners and those on low pay). This was not old-style social democracy. Rather, it was neoliberalism with a softer face. For New Labour welfare policies were as market-oriented as Thatcher’s had been: hospitals were to be built with private finance, schools were to compete via published league tables, single mothers were increasingly pressured to rejoin the paid labour force as their children reached school age, and so on. And New Labour was just as keen as its Conservative predecessors had been to keep levels of business and labour-market regulation lower than those common in Western Europe, the better to attract to the UK foreign direct investment designed to increase the productivity of labour – a productivity goal to which Gordon Brown (first as Chancellor and later as prime minister) attached particular importance. And it was a focus that initially paid off: in that the UK narrowed the productivity gap with the United States to 33 per cent under New Labour, continuing a trend first begun under New Labour’s Conservative predecessors. The gap had been 43 per cent in 1979.

[image: images]

Figure 3.2 UK labour productivity relative to the G7 average

(Source: Richard Jones, “Innovation, Research and the UK’s Productivity Crisis”. Sheffield: SPERI Paper No. 28, April 2016, p. 3).

For a while, the whole strategy seemed to work. From late 1992 to early 2008, the UK economy experienced 66 quarters of unbroken economic growth. That pattern was not even disturbed by the end of the dot.com boom, or by the events of 9/11, as was its US equivalent. So steady was that growth indeed that Gordon Brown, in launching his last budget before becoming prime minister, could boast of the UK Treasury, on his watch, having beaten the cycle of “stop-and-go” economics once and for all. But this complacency was seriously misplaced, as events were soon to demonstrate. The economic growth over which New Labour had presided between 1997 and 2007 turned out to be based on the insecure foundation of excessive credit-debt, low wages and a dwindling manufacturing sector – on foundations no more stable than those prevalent at the same time in the United States of George W. Bush. As early as 2004, the volume of consumer debt in the UK broke the £1 trillion barrier for the first time, with 80 per cent of it in the form of loans secured against mortgages and remortgages – at the very moment when real incomes were falling under the impact of higher taxes, inflation and low salary settlements. The UK went into the financial crisis of 2008 immersed in a consumer boom underpinned by soaring housing prices, at the very moment when the UK wage gap between CEO pay and factory wages was the highest in Western Europe, and when those wages were lower, not simply than those in the United States and Japan, but also than those in Sweden, Germany and France.

So, when Gordon Brown spoke of taming the business cycle, telling the House of Commons that “we will never return to the old boom and bust”,37 he spoke too soon. Within six months of his declaration, “boom and bust” economics was back with a vengeance. For by September 2007, Northern Rock had triggered the first run on a UK bank in over a century – had become the first domino to go down – and the instability that its fate illuminated then swept the entire US and UK financial systems: sending the UK economy into a recession no less deep than its US counterpart, and making unavoidably clear the limits of a social and economic settlement based on light regulation, weak trade unions, and systematic deindustrialization. Far from lifting the UK economy onto a new, higher and more sustainable growth path, New Labour’s tolerance of light business regulation and Thatcher-like labour laws culminated in 2008 and 2009 in the worst economic recession the UK had seen since the 1930s, and by 2010 in the return to power of a Conservative Party keen to redesign a Thatcherite project for a post-Thatcher age.

The nature of the current condition

The Faustian pact that New Labour made with the UK’s financial institutions left Gordon Brown as prime minister unable to contain the fallout from the collapse of Northern Rock in 2007 and of Lehmann Brothers a year later. For by then, as we have just seen, it was increasingly clear that the surface prosperity of the UK economy under his stewardship had ultimately been constructed to an excessive degree on debt: on international debt, on private debt and, in the wake of the financial crisis, on government debt as well. Even before the crisis struck, the UK trade deficit was running at a record high (£93.1 billion in 2008), primarily with Hong Kong, France, Germany, Norway and China; and debt levels in the UK banking system had risen by more than 150 per cent in less than a decade.38 Although mortgage lending for consumption purposes was less of a factor in the UK crisis than in the US one, personal debt levels in the UK had also grown exponentially in the immediate run up to the financial crisis: rising another half trillion pounds from 2004 to 2009 in an economy that by then had more than 50 million credit cards in daily circulation. And by 2010 and in response to the financial crisis, public debt, at £185 billion (up from £30 billion in 2005/6) was taking up almost 11 per cent of GDP.39 That made UK public debt at the end of New Labour’s years in office the highest of any economy in the European Union: higher even – as a percentage of GDP – than that of Greece. For like the United States, the United Kingdom, as the other home of only lightly-regulated finance, took the full brunt of the recession that City speculation had triggered. New Labour’s lightly regulated UK economy experienced that recession on a scale and to a degree that economies like Canada’s, where “boring bank” had remained the norm, managed to avoid, and so in consequence New Labour was obliged to respond with public spending on a commensurate scale.

As Craig Berry later noted, “the deepest recession since the Great Depression officially began” in the United Kingdom “in the second quarter of 2008, with the economy shrinking by 0.9 per cent, then 1.4 per cent and 2.1 per cent in subsequent quarters. Results initially worsened in 2009 (-2.5 per cent growth in the first quarter) before finally stabilizing towards the end of the year”.40 By April 2010 – New Labour’s last full month in office – the official level of unemployment hit 8 per cent (2.5 million people out of work), wiping out all the job gains of the New Labour years by taking that number back to its highest point since the very start of the “Great Moderation”41 in 1994. The number of people economically inactive – those involuntarily unemployed and those not seeking work – was even higher that month: 8.16 million people in total, 21.5 per cent of the population as a whole. New Labour was already planning £6 billion of austerity cuts of its own – and hence more short-term unemployment – as it went down to electoral defeat: but those reluctantly designed cuts were as nothing compared to what actually was to follow in the deliberately-adopted austerity budgets of the Conservative-led coalition government that followed New Labour into power. For here was one key difference between the fallout from the failure of neoliberalism in the two economies: the immediate political legacy of the financial crisis in the UK was exactly the reverse of that in the US. The crisis in each case cost the governing party power – that much the two economies shared – but whereas the casualty in the US was the Republican Party, in the UK it was Labour.

As we shall see in more detail in Chapter 7, the coalition government elected in the UK in 2010 went in for austerity politics with enthusiasm and zeal. Its emergency budget in June 2010 cut planned public spending by £40 billion by 2014–15 (77% by cuts, 23% by tax hikes) – in what the Institute for Fiscal Studies called at the time, “the longest, deepest, sustained period of cuts to public services spending since World War II”42 – on the promise that the UK’s £149 billion public sector indebtedness would have largely disappeared by 2015. The coalition government then followed its initial budget with others on the usual annual basis – staying fiscally neutral in 2011, but planning a further £15 billion worth of cuts for 2016–17 – and then cutting £2.5 billion from public spending in 2013 as it proposed seven more years of austerity to bring government revenues and spending into balance. It persisted with this austerity strategy even though its initial projections failed to materialize, even though the UK economy over which it presided eventually lost its Triple-A credit rating, and even though august bodies such as the IMF repeatedly called on it to ease back on its austerity programmes.43 It was not, after all, as though the UK government had to cut spending to the degree chosen. Alternative policies were available to it – and were known to be available to it – including higher taxation, greater borrowing and a slow rate of programme-pruning.44 But finance minister George Osborne and the Conservative wing of the coalition proved to be both committed and persistent pruners of public programmes: so committed in fact that IMF projections had UK public spending – which in 2009 had been at German levels – dropping to levels lower even than in the United States by 2017.45 Ideology, not economics, drove the story in London at least as much as it did in the increasingly gridlocked politics of Washington, DC; and it was an ideology which many welcomed46 and of which Margaret Thatcher would undoubtedly have been very proud.

The results thus far, however, have not been impressive.

GDP GROWTH, TRADE PERFORMANCE AND PRODUCTIVITY

The conventionally-used figures on recent UK economic growth suggest gathering strength: gathering strength both in comparison to the economy’s performance in the years immediately following the 2008 financial crisis, and strength when compared to other leading (particularly European) economies over that same period. Prior to the 2015 general election that the Conservatives won outright, George Osborne could legitimately claim (as he did) that the UK economy grew faster in 2014 than any other advanced economy – slower, obviously, than China but way better than the growth performance of either the Eurozone economies or even the United States. That growth caused the IMF in 2014 and 2015 to publicly withdraw its critique of Osborne’s austerity strategy47 but that withdrawal was itself premature, because in truth the surface appearance of economic success in Osborne’s Britain only flattered to deceive.*

It was not that the return to economic growth came because austerity persisted. It was far more that growth came as the pressure of the austerity pedal was significantly eased. The Osborne pitch for the success of his growth strategy downplayed the extent to which the UK’s rate of recovery from the recession was actually impeded by his early and heavy culling of public spending. Far from growing rapidly as it came out of the 2008–9 recession, the UK economy experienced a double-dip recession in 2011–12 (its first since the oil crisis of the 1970s) and teetered on the edge of a triple one early in 2013 after making the slowest recovery from any recession in the last three centuries;48 and by 2014 was only growing by 3 per cent per annum, as UK GDP at last passed its pre-recession level. As late as mid-2013, the UK economy was still 3.3 per cent smaller than it had been in 2008, with its rate of gross fixed capital formation some 25 per cent lower than immediately prior to the financial crisis.49 Any balanced view of recent UK economic performance data, therefore, makes it abundantly clear that the rate of recovery quickened again in 2013 and 2014 only after the Coalition Government eased back on the austerity pedal;50 and that the initial adverse effect of the Brexit vote was softened by the May Government rapidly putting Osborne’s further planned austerity measures on hold.51 What the Osborne pruning of public services did instead was to move the UK into an unprecedented period of general deflation or stable prices; and deflation – if the Japanese experience is any guide – guarantees a lower than normal trajectory of growth as consumers hold back on purchasing and as saving rates disproportionately rise. As this volume goes to press, the National Institute of Economic Research’s projected annual growth rate for the UK economy for 2017–18 period remains stuck below 2.0 per cent – 1.7 per cent in 2017, 1.9 per cent in 201852 – as in April 2017 UK growth slowed to its lowest pace for a year, just 0.2 per cent over the first quarter (and then by July, 0.3 per cent for the second quarter53): opening up the prospect that secular stagnation may be the UK’s new normal as far as economic growth is concerned.54

Moreover, the economic growth achieved towards the end of the Coalition Government’s tenure in office proved to be built on as equally fragile a basis as that achieved by New Labour. Despite the Chancellor’s 2011 assertion that the UK economy stood poised to be “carried aloft by the march of the makers”, and the desire of the Coalition Government to rebalance the UK economy by strengthening the role of manufacturing relative to finance, the UK manufacturing sector did not improve either its size or its international competitiveness in any significant fashion in the years that followed the ejection of New Labour from power. On the contrary, “the manufacturing sector is now a smaller component of overall economic output – 9.7 per cent of total gross value added – compared to 10.9 per cent before the financial crisis”,55 and UK manufacturing output was actually down 5.7 per cent in the third quarter of 2016, as against the third quarter of 2007.56 The energy, pharmaceutical and agricultural sectors all continued to struggle as late as 2015; although there were bright spots, of course: not least the government-sustained aerospace industry (the second biggest after the US one), and the UK automotive industry, now almost entirely foreign-owned, where output hit a 10 year high in 2015, with 80 per cent of that output exported.57 And because manufacturing did not improve, the UK’s balance of trade did not improve either. On the contrary, the UK’s export sector continued the steady loss of market share of export goods visible from the late 1990s, a trend that was particularly marked from 2013, as the exchange rate of sterling began to strengthen against both the euro and the dollar. Because of the Brexit vote, that strength against the dollar has now gone: but the trade deficit remains undented. Taking all four quarters of 2015 together, the UK’s current account deficit – at £96.2 billion or 5.2 per cent of GDP – was the largest since 1948.
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Figure 3.3 UK current account and trade deficit as a percentage of GDP, 1970–2016

(Source: Industrial Strategy Commission, “Laying the Foundations”, SPERI July 2017, p. 11).

Nor did the Osborne austerity medicine in any way ease the deepest underlying weakness of the UK economy inherited from the years of neoliberal ascendancy: its less than competitively adequate level (and growth rate) of labour productivity. The UK productivity puzzle, first noted in the Introduction, remained fully in place. In fact, the Coalition Government presided over an economy with the weakest productivity record of any government since the Second World War: as the Office of National Statistics put it, “the absence of productivity growth in the seven years since 2007 is unprecedented in the postwar period”,58 locking GDP/hour in the UK on a trend line 15 per cent lower than that established from 1979 to 2008.59 Quite why productivity performance is so low and so entrenched is a matter of huge controversy, but clearly one factor in play since 2008 has been the hoarding of labour made cheaper by the fall in real wages that has accompanied it. What productivity growth per worker has occurred since 2014/15 has been the result of working longer hours, not of working more effectively per hour: with the result that the productivity gap between the UK and its major competitors remained firmly in place.

EMPLOYMENT AND JOB CREATION

The employment data for the UK under George Osborne’s guidance also flattered to deceive. Sarah O’Connor put it this way: “the labour market’s strange behavior remains the defining puzzle of the British economy. Whether you choose to call it a ‘jobs miracle’, a ‘productivity disaster’ or a ‘cost of living crisis’, you are describing the same phenomenon: very strong employment gains relative to economic output, with the corollary of dreadful productivity and wage growth”.60 For although on the surface, the employment record looks strong and improving, behind the figures serious structural weaknesses remain. Although the UK moved its unemployment rate down from 7.9 per cent in 2010 to 6.8 per cent in 2014 and to 4.9 per cent by the end of 2016 – when it reached an eleven-year low* – the TUC estimated as recently as 2012 that involuntary part-time work kept that official rate at only 50 per cent of its true value;61 as one in seven of those in work at the start of the recession lost their employment at some point in the years that followed. Those fortunate enough to retain their full-time job were now likely to work the third longest hours in the EU – 42.7 hours per week, behind only Austria and Greece62– while as many as 1.4 million of the part-timers working alongside them were on zero-hours contracts. In 2012, as the UK economy went into a second brief recession, the unemployment rates among 16–24 year-old workers in the UK stood at 22 per cent and among black and Asian migrants at a staggering 44 per cent.63 And although UK labour market participation rates have held up better than in the US since 2008, and at 63.6 per cent now exceed US rates for the first time,64 two features of this employment record remain of particular concern.

Firstly, recent employment figures have been improved in part by an unprecedented growth in “self-employment” – self-employment which accounts for a third of the increase in employment since the recession,65 now accounts for more than 15 per cent of the labour force, and is shifting the overall UK labour market in an eastern and southern European direction.* Some of this growth is genuinely entrepreneurial: but most is not, acting instead as a cover for “people working part-time and paid a fraction of the wage enjoyed by full-time employees”.66 On the eve of the June 2017 general election, indeed, the GMB union calculated that “up to 10 million Britons or nearly a third of the UK workforce” currently lacked secure employment, remaining trapped in “the gig economy, on zero- or short-hours contracts”, or surviving as “temporary workers, the underemployed, and those at risk of false self-employment”.67 That staggering 10 million figure included the rising number of officially-registered part-time workers who wanted but were unable to obtain full-time work. (Their number reached nearly 1.4 million in 2013,68 – as the rate of underemployment in the UK economy rose from 7 per cent before the recession to 10.5 per cent by the end of 201269– to by then match the numbers of those working on zero-hours contracts.)† What many employers did in the immediate wake of the recession was keep workers on the books but reduce their hours,70 and yet paradoxically the number of UK workers recording unpaid overtime also rose to record levels over the same period. There were 5.4 million of them in 2013, including one part-time worker in five71 and probably every schoolteacher and junior hospital doctor in the land: at the very time when long-term unemployment persisted for over five per cent of the total labour force and had risen sharply for 16–24 year-old workers from ethnic minority backgrounds.72 And remarkably, it was the OECD’s view in 2015 that “in the UK, non-standard work including zero-hours contracts accounted for all net job growth since 1995”.73 All!

Secondly, what made it worse was that the Coalition Government, as the centre-piece of its austerity drive, deliberately cut public-sector employment – by over 630,000 jobs with more in the pipeline74– without total employment growth doing more than keeping pace with the growth of the UK population in total. The scale and impact of those cuts are of historic proportions. If fully implemented as planned by 2018/19, there will be over one million fewer teachers, health workers, police officers, firemen and general civil servants employed than were in post at the end of the Great Recession. In addition to the attack that this represents on the quality of the UK’s welfare services, it also constitutes a serious erosion in the scale and job security of the UK’s public sector-based middle class. This restructuring of the entire UK labour force would be employment-neutral, of course, if all that slack was then easily absorbed by a revitalized private sector. But so far, that revitalization remains modest, and what job creation we have seen in the UK private sector simply gives cause for greater concern. It is true that some parts of the private sector have been recent net job creators – the tech sector, for example, now employing over one million workers out of the UK’s 28 million total, rather than the 915,000 it employed out of 27 million in 201075 – but that simply points to a labour market polarization of the kind also visible in the United States. The UK manufacturing sector’s general shedding of labour is gutting the English private sector middle class just as effectively in the UK as outsourcing is doing in the US, leaving a growing gap between high-paid, high-productivity, tech employment for the fortunate few, and for the rest, increasing exposure to what the TUC General Secretary Frances O’Grady has called “bad jobs”,76– jobs that pay badly, and jobs whose pay does not rise in line either with growing productivity or falling unemployment. In fact, even before the financial crisis, the UK economy was shifting more rapidly towards low-skill jobs and less towards high skilled jobs than was common elsewhere in Europe, a squeezing of the middle that employment trends post-recession can only have intensified.*

WAGES

If the post-2010 employment numbers were available to the Conservatives in 2015 as part of their defence of their record in power, the wage numbers most definitely were not. As we first noted in the Introduction, in the UK at the end of the period of coalition government average wages were still at 2004 levels, with no likelihood of their returning to their 2008 peak until well after 2020.77 It is true that, as the UK moved towards its second post-crisis general election, real wages which have been falling in the UK for six years did begin to rise faster than inflation again: but in the event, that rise was sufficiently modest and slow as to still leave the average UK family £1,600 worse off in 2014 than they had been in 2009. Things did then ease a little more: so that by the time of the third post-crisis general election (in June 2017), family incomes in the UK had “recovered to pre-crisis levels and done better in growth terms than wages, largely due to the tax and benefit system”78 that protected pensioners in particular (most notably through “the triple lock”† guarantee that the May Government would have ended, had that third election result turned out better from the Conservatives’ point of view!). But even then, there were features of the wage settlements left in place in the UK at the end of the neoliberal settlement that remain particularly concerning: two in particular – the depth and longevity of the fall in earnings in the wake of the recession, and its differential distribution between different parts of the UK labour force.

The inverse relationship between employment and wages in the post-2008 UK economic recovery was truly remarkable. If the TUC was right, as late as 2014 British workers were still “suffering the longest and most severe decline in real earnings since the mid-Victorian era”. The TUC data suggested that we have to go back to the 1860s “for a pay freeze as deep and as long as this one”.79 Certainly, living standards went through a severe and prolonged squeeze in the UK after 2008, the longest since records began, according to the Social Market Foundation.80 Compared to 2007, the average worker saw an 8 per cent decline in real weekly-earnings by 2014; and for the self-employed in the same period, real incomes fell 22 per cent. And if real wages then began to recover, as they definitely did in both 2015 and 2016, the improvement only represented the beginnings of a clawback to pre-recession levels. As a recent Resolution Foundation report put it, “average incomes in the low to middle income group were no higher in 2014–15 than in 2004–05, reflecting not just the turmoil of the post-crisis period but also a sharp pre-crisis slowdown in income growth”.81 And as late as December 2016, the TUC was finding emergency workers earning less at Christmas than they had five years before: nurses’ salaries down on average by £2,000, midwives’ by £3,300, police officers’ by £1,300, ambulance drivers’ by £2,200 and firefighters’ by £3,200.82 Little Christmas cheer there.

This prolonged fall in real wages helps throw light on the otherwise puzzling difference in the relationship between wages and labour productivity after 2008, when the UK experience is compared to that of other leading economies (including the American one). After 2008, the US “saw real wage stagnation and rising labour productivity”. The UK did not. It combined falling wages with slow productivity growth, in part at least because of a significant shift of “the labour supply curve … to the right” – because, that is, of the presence in the UK’s increasingly deregulated labour markets of “more individuals willing to work at any given wage”. As Blundell and his colleagues noted at the time: at the height of the recession in 2010–11, among workers who stayed in the same job one-third experienced nominal wage cuts and 70 per cent experienced real ones; and they tolerated this (no doubt reluctantly) because their heightened sense of job insecurity left more and more of them willing to “attach more weight to staying in work (because their expected time to find another job was longer than in the past) than on securing higher wages”.83 Young workers and the self-employed were especially vulnerable here, with the burden of wage adjustment falling particularly heavily on them. The typical weekly earnings of self-employed workers in 2014/15, for example, “were about £240 a week. After adjusting for inflation, that is less than in 1994/95, as far back as the data goes”.84 And “young workers have been the ones most affected since the crisis, experiencing a sharp fall in real weekly wages (of the order of 16 per cent for workers aged 18–21), linked to lower hours, part-time work and self-employment arrangements”.85
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Figure 3.4 Real-terms average annual earnings outturn and projections, 1997–2021

(Source: Stephen Clarke et al., “Are we nearly there yet?”. London: Resolution Foundation, March 2017, p. 25).

Little wonder then that, surveying the UK labour market towards the end of the Cameron-Osborne era, SPERI’s Craig Berry could treat the low unemployment numbers to which the Government attached such importance as, at best, a “Pyrrhic victory”, concealing “significant problems in terms of underemployment, precarious employment, stagnating wages, regional inequality and polarization between high-skilled and low-skilled workers”.86 As Theresa May’s government took over from that of David Cameron in mid-2016, the UK labour market was combining low levels of unemployment with, at best, modest rates of real wage growth. Since the two do not normally combine, it is the novelty that needs to be explained. Likely candidates included the growing number of non-UK born job-seekers (immigration accounted for about half the increase of total UK workers in 2015), the fact that the bulk of the jobs being created were in low-paying sectors (not least retail and hospitality), the persistence of large-scale involuntary part-time employment, and the tight squeeze on pay rates in the public sector (which still accounts in the UK for 18 per cent of total employment*). The growth in Uber-like self-employment might well be a fifth candidate; as overall, as Larry Elliott recently put it, “Britain specializes in low-wage, low-skill, low productivity jobs. That is why earnings growth is so poor”.87

Preliminary conclusion

This then is the economy that the Conservative Government must now somehow disconnect from its major market, the European Union. The long-term economic consequences of Brexit are still hard to establish, given the preliminary nature thus far of the negotiations on separation terms. But the immediate signs are not encouraging. Inflation is quickening again in the UK – more rapidly indeed in the UK than elsewhere in the G7 – and so already eroding the value of any significant gains in real wages; and transnational corporations are already beginning to relocate out of the UK and into the heart of continental Europe (even in the financial sector where historically London has been so strong). There was no immediate Brexit-induced collapse of business confidence or consumer spending, as the leaders of the “Remain” camp feared before the referendum,* but their pessimism about the long-term viability of a UK economy positioned outside the European Union remains a legitimate one: not least because, even before the referendum result was known, the UK economy was seriously scarred by what Martin Wolf recently called “longstanding supply-side failures”. His list included “low investment, particularly in infrastructure; inadequate basic education of much of the population and the numeracy of much of its elite; a grossly distorted housing market; over-centralization of government; and a corporate sector whose leaders are motivated more by the share price than by the long-term health of the business”.88 That list could no doubt be extended – we have just seen long-term underperformance on wages, living standards and the creation of well-paid employment; but for the moment, it is less the length of the list that is important than its similarity to equivalent lists addressed to the United States.

For what we are seeing here are not just inadequacies and weaknesses in one isolated national economy – or indeed in two. What we are seeing are the local manifestations – first in the US and now in the UK – of weaknesses produced by the establishment in each of a distinctive model of capitalism and an associated strategy for economic growth: one in which “domestic consumption is sustained by escalating asset prices and private debt, predicated upon the continuation of low inflation, low interest rates and deregulated financial institutions”.89 The impact of that model on key aspects of social life – not least in the UK case, housing – will occupy us in later chapters, as will the politics and mind-set that such a model helps to consolidate. What we need to recognize here, however, before we move to those later topics, are the defining features of the model itself – the features that the two economies broadly share. Colin Hay recently labelled the model as Anglo-Liberal and singled out the following characteristics:90

• The hegemony of an assertive neoliberal ideology;

• An elite policy community increasingly trapped in its own thinking within this narrow ideological framework;

• Substantial deregulation of markets and privatization of financial management;

• Huge dependence on the supply of cheap hydrocarbons, with seriously damaging environmental consequences;

• The systemic build-up of debt incurred principally to fuel consumption;

• An accumulation of risk within the economic system, with growth over time increasingly associated with accelerated exposure to that risk;

• The absence of a coherent theory of society, or social well-being, beyond the sum of individual, supposedly rational goal-setting;

• The consequent embedding of inequalities between and within countries;

• A limited view of global governance as requiring little more than rules to manage competition between national economies.

There is great virtue in treating both economies in this common fashion, because in both cases it is the underlying weaknesses of the model that now outweigh its strengths, and helps explain why the trajectory of GDP growth in both since 2008 has been so poor by recent historical standards. In the UK case, that underperformance has been, and remains, particularly striking: with the result, as Martin Wolf also rightly noted, that right now “this is no world-beating economy. It is not even a European-beating economy, except on creating what are too often low-paid jobs”.91 No less than in the United States, therefore, we are dealing in the UK with an economy that in its core defining institutions and practices is deeply flawed, and as such is in need of fundamental reform.
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* “The war had taken a heavy toll. The capital loss due to bombing and the inability to repair or renew machinery and plant meant that, at pre-war rates, it would take seven years to make good the damage suffered between 1939 and 1945. In the course of the war, financial assets of over £1,000,000,000 had been sold to finance the purchase of food and armaments, and this had cut net income from foreign investments from £175,000,000 a year in 1938 to less than £73,000,000 a year after 1940.” (David Coates, The Labour Party and the Struggle for Socialism. Cambridge: Cambridge University Press, 1975/2009, p. 67).

* “There is a considerable debate in the literature on postwar British politics about whether, and to what extent, there ever was a full-blown ‘Keynesian revolution’ in Britain. But this much at least is clear: that Keynes’s thinking had a huge impact on the Labour Party in particular, because he explained why passivity before market forces could be self-defeating. His writings in the 1930s “advocated cautious and well-controlled anti-cyclical policies, allowing deficits to finance productive public works during depressions and paying back the debt during periods of expansion … The Keynesian specification for the role of the State that emerged in the 1930s was one which required the government to manage levels of demand in the economy as a whole (by its instructions to banks, and by its own spending) in order to keep demand at a level that would generate high levels of employment. Keynes himself was quite cautious on how high ‘high’ could be without inflation setting in: some of his followers were less so.” (David Coates, The Crisis of Labour. Oxford: Phillip Allan, 1989, p. 15).

* Craig Berry correctly characterized this as only “a pseudo recovery”, arguing that “some indicators of economic performance are pointing in the right direction – notably, overall output growth … But others, such as levels of pay and investment, provide evidence of very worrying trends that have yet to be addressed. Furthermore, growth appears to have been driven by a recovery in the economic activities which fueled growth under the pre-crisis growth model. This indicates the failure of rebalancing [and] is also suggestive of a precarious future for the British economy, because some of the key features of the previous growth model, such as the ability of the mainstream banking sector to offer cheap consumer credit, seem unable to reclaim the role they previously played”. (SPERI Paper No. 7, “Are We There Yet?”, p. 1).

* It is even lower as we go to press: 4.1 per cent, a 42-year low.

* The FT put it this way in October 2016. “A focus of concern is the gradual shift from the traditional model of employment, on full-time permanent contracts, to more precarious forms of work – including temporary and zero-hours contracts, part-time jobs and the systemic use of self-employed staff by companies such as Uber and Deliveroo.” (Financial Times, 19 October 2016).

† “Since 2011, the number of people on zero-hours contracts has increased fivefold … the type of people who find themselves on these contracts. Typically, it is women, young people, and foreign nationals” (New Economics Foundation, 17 March 2017). Maybe now the number has peaked: a slight fall in the number of people confirming that their main job did not offer them a guaranteed minimum number of hours (883,000) was reported in September 2017, down from 903,000 a year earlier. (Financial Times, 20 September 2017).

* “For every 10 middle-skilled jobs that disappeared in the UK between 1996 and 2008, about 4.5 of the replacement jobs were high-skilled and 5.5 were low-skilled. In Ireland, the balance was about eight high-skilled to two low-skilled, while in France and Germany it was about seven to three.” (Financial Times, 19 January 2015).

† A guarantee to raise the state pension annually by the higher of either the rate of inflation, the rate of wage increases, or 2 per cent.

* “The restrictions on pay for Britain’s 5.4 million public-sector workers are particularly controversial. All but the lowest-paid public servants had their salaries frozen between 2011 and 2012. Their pay rose slightly in the following three years. Then the government announced that it would cap annual public-sector pay increases at an average of 1 per cent until 2020.” (The Economist, 8 July 2017). In July 2017, the headline rate of inflation in the UK was running at 2.6 per cent.

* By mid-2017, the validity of those fears was becoming ever more evident, however, as Brexit uncertainty impacted negatively on investment levels, employment prospects and consumer confidence across a swathe of UK economic sectors, from manufacturing and construction to financial and other services. (See, for example, Phillip Inman, UK services sector growth hits four-month low amid Brexit fears,” The Guardian, 5 July 2017).





PART II
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Divided Societies
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The Fading of the American Dream?

“The reason they call it the American Dream is because you have to be asleep to believe it.”

George Carlin1

“I know enough about this country to know that Donald Trump is not a fluke … that nothing will change until America reckons with race.”

Kali Holloway2

“The American Dream is back.”

Donald J. Trump3

Unlike any other major industrialized economy, the American one sits on top of a consciously-created society, one put together after 1620 by a mixture of voluntary and involuntary migration – the trans-oceanic movement of immigrants and slaves – into a land mass whose native inhabitants were an early casualty of that migration. Carefully editing US history to downplay the ethnic cleansing and forced slavery elements within it, contemporary American apologists regularly assert that – precisely because of its unique design – the society so consciously created turned out to be morally, socially and economically superior to the societies that the first generations of American transplants had left behind. As the American national anthem has it, the United States understands itself to be “the land of the free and the home of the brave” – understands itself, that is, as a country that possesses a unique trio of advantages: a unique set of dominant values focused around individualism and personal freedom, a uniquely prosperous economy based on private ownership, and a uniquely open social order in which individuals can progress entirely through their own merit. The continuing influx of immigrants seeking precisely those freedoms, prosperity and social mobility then only serves to reinforce the conviction – visible across the entire US political class, but particularly well-embedded in the belief systems of American conservatives – that the United States remains “the shining city on the hill” which all other countries and peoples seek to emulate.4

The reality behind such claims is much more complicated than their advocates imply: but in one regard at least the claim for American superiority has, until recently, had enormous force. For over the postwar period as a whole, living standards in the United States have been significantly higher than those enjoyed by the mass and generality of people living in other major industrial economies – not to mention higher than the living standards of those unfortunate enough to be marooned either in former communist countries or in the underdeveloped world. That economic superiority was not there in the 1930s. As we saw earlier, the American consumer boom of the “roaring twenties” completely collapsed after 1929: with horrendous social consequences. But in the immediate aftermath of the Second World War, America did see an explosion in general living standards of a kind not easily replicated elsewhere. For one generation at least, white male workers based in US manufacturing industries on either coast and in the Midwest attained a standard of living that had never been experienced before by working-class people. Well-unionized American workers gained access to consumer goods (televisions, fridges, telephones), to a quality of housing, and to a scale of leisure time that put them one generation and one class ahead of their equivalents in north-western Europe (including in the United Kingdom). What passed for a blue-collar north-eastern standard of life in the 1950s and 1960s looked middle-class to European eyes, and would not be matched by most working classes in Western Europe or Japan until the 1970s and 1980s.

But that gap in consumption patterns was never total. It was never total in part because it did not apply to everyone even in the United States: certainly not to African-Americans or to other minority populations, or to non-unionized white workers in the American south: and small-town America was never that affluent.5 And the gap was never total because, from the 1970s, there was a convergence of living standards on either side of the oceans: a convergence triggered by catch-up growth in Western Europe and Japan, and by stalled real-wage growth in the United States as the Reagan revolution embedded itself in US employment practices. There is now considerable controversy surrounding that stalling of real wages in post-Reagan America.6 There are plenty of economists challenging the claim that it occurred, and even more noting that – even if wage rates stalled – what those wages bought has become ever more high-quality and sophisticated. The cars bought by US wages in the 1970s, and their equivalents four decades later, were not the same; and four decades later, wages were also being spent on consumer goods that were literally unimaginable in the 1970s. They were being spent, for example, on sophisticated electronic goods that added to the quality of daily life even if financed by the running up of unprecedented levels of personal debt.

That controversy will no doubt continue. But certain things remain without dispute. One is that the United States is no longer the outlier here – standards of living and levels of social mobility are now higher in a set of other countries than they are in America, a list of countries that actually includes America’s neighbour to the north – Canada.7 A second is that much of the working-class income gains and wealth accumulation – the gains that enabled the bulk of white Americans to start talking of themselves from the 1970s as middle-class rather than blue-collar – were wiped away in the crisis of 2008 and in the recession that followed.8 A third is that the main legacy of the crash and its recession has been the growing recognition, by both politicians and their electorates in the United States, that key things are not as good at home as we all once thought. A decade away now from the financial crisis of 2008, deep fissures in American society remain – and remain visible. Five at least are worth exploring in detail here: the growing insecurity of the American middle class; the persistence of widespread poverty and cycles of deprivation at the base of American society; the embedded nature of racism that leaves class trumped by race in unique ways in the United States; the persistence of gender inequalities that block easy access to a proper work–life balance for the vast majority of both male and female American workers; and the generalized depletion of US social capital that threatens to intensify all these social vulnerabilities in generations to come.

As we first noted in the Introduction, mortality rates are currently rising for white non-Hispanic middle-aged men and women – non-college educated whites, aged 45–54.9 Death rates among similar working-class groups in other affluent economies, including those of Canada, Sweden, the UK and Australia, are actually falling, as they are in the United States for other groups of workers, including middle-aged African-Americans and Hispanics. But right now, as Figure 4.1 indicates, a key part of the white section of the American working class – and not just its men, but also its women – is literally smoking, drinking, eating, and drugging itself to an early death, in a society in which death rates per age group among non-whites continue to be higher than among their white counterparts. Anne Case, whose data this is, put the issue this way in a recent article in The Washington Post:

Policy makers often speak as if the epidemic will be over as soon as we tackle both legal and illegal opioids. Better control of opioids is essential, but even without opioid deaths, there would still be as many or more deaths from suicide and liver diseases. Opioids are like guns handed out in a suicide ward; they have certainly made the total epidemic much worse, but they are not the cause of the underlying depression. We suspect that deaths of despair among those without a university degree are primarily the result of a 40-year stagnation of median real wages and a long-term decline in the number of well-paying jobs for those without a bachelor’s degree. Falling labour force participation, sluggish wage growth and associated dysfunctional marriage and child-rearing patterns have undermined the meaning of working people’s lives as well.10

Race, gender, class, and early death all go together in contemporary America: which is why this particular data set – of growing mortality rates in the midst of one of the most affluent countries on earth – though shocking, should not surprise us. For as we shall now see, the contemporary United States is less a social model for everyone to emulate than a time-bomb for others to avoid; and avoiding that explosion will require a fundamental resetting of some very basic US social structures and practices, for they too are currently seriously flawed.
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Figure 4.1 Mortality by cause, white non-hispanic, ages 45–54

(Source: Anne Case and Angus Deaton, “Rising Morbidity and Mortality in Midlife Among White, Non-Hispanic Americans in the 21st Century,” PNAS, September 2015).

The growing insecurity of the American middle class

Definitions of the American middle class abound – and your view of its fate turns critically on the definition you deploy. In the 2012 Presidential campaign, Mitt Romney famously defined the middle class as anyone earning less than $200,000 a year, making 96 per cent of the entire US electorate middle class. The Pew Research Institute, by contrast, defines middle-income households as “those with an income that is two-thirds to double that of the US median household, after incomes have been adjusted for household size”.11 That definition put the US middle class in 2013 at 51 per cent of the entire population. Now if a class is to carry the label of “middle”, it certainly needs to be located between two social formations that carry different labels, which is why for purposes of comprehension here it seems more sensible to go in the direction of Pew than of Romney: by characterizing the American middle class as one that is socially located above the American poor and below the super-rich. Boundary problems will always remain – for members of the middle class as well as for those analyzing them – but focusing on people occupying income-positions between the fortieth and sixtieth percentile of the American income ladder does seem the appropriate place to start.

When you focus in on those income-earners, several things stand out. One is that the American middle class is shrinking relative to the classes both above and below it – so that the 120.8 million current middle-income earners are now matched by the 121.3 million adult Americans who are above or below them in income terms. Middle-class Americans no longer constitute the overwhelming economic majority in the contemporary United States: on the contrary, the approximately 50 per cent of Americans now in that middle position stands in sharp contrast to the 80 per cent there in 1971, a change reflecting the growth of both high-income earners and the American poor. Moreover, this shrinkage is occurring in every part of the United States: more than 80 per cent of metropolitan areas in the United States experienced some form of this middle-class shrinkage between 2000 and 2015, as median household incomes in 203 of 229 cities actually fell.12

Overall, the median income of this shrunken middle class was four percentage points lower in 2015 than in 2000, and its median wealth (assets minus debts) 28 per cent less.* One result? What the Pew research team labelled “the hollowing out of the American middle class” and the opening-up of an ever-widening gap “in income and wealth between middle- and upper-income households in the past three to four decades”.13 As Richard Reeves recently put it, “the American upper middle class [the top 20 per cent of income earners] is separating, slowly but surely, from the rest of society”; and “the separation is not just economic. Gaps are growing on a whole range of dimensions, including family structure, education, lifestyle and geography”.14 A second result? The United States slipping to twenty-seventh in the international league table on median wealth. In the calculus of assets less liabilities, the US average of $38,786 in 2013 was $150,000 lower than the top (Australian) figure, and even $77,000 lower than that for the UK (which ranked sixth).15 This is what Robert Samuelson called “the true middle-class squeeze” caused by the financial crisis of 2008 and its aftermath. “The Great Recession”, as he put it, “hurled incomes all the way back to the late 1980s and early 1990s” and dealt with assets in a similar way. The result: “people’s expectations about their living standards were set in the early 2000s, while their incomes and assets are stuck at levels 15 to 20 years earlier”.16
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Figure 4.2 Share of adults living in middle-income households in the US (%)

(Source: Christopher Degryse, “Digitalization of the Economy and its Impact on Labour Markets”. Brussels: European Trade Union Institute, Working Paper 2016:02, p. 42).

A second feature that stands out from the data on the current state of the American middle class is that so many members of that class now suffer anxiety and stress levels that were previously the monopoly of the American poor. Report after report makes this abundantly clear. When the Pew Research Center, for example, surveyed the middle class in 2012, it found “fully 85 per cent of self-described middle-class adults [saying that] it is more difficult now than it was a decade ago for middle-class people to maintain their standard of living”. Pew called that report, The Lost Decade of the Middle Class.17 Research data gathered by academics at Rutgers reinforced the Pew findings: reporting in 2014 that 42 per cent of their sample had less savings then than in 2009 and that 25 per cent had a lot less. They called their report, “Unhappy, Worried and Pessimistic: Americans in the Aftermath of the Great Recession”.18 And JPMorgan Chase, sampling the bank accounts and spending patterns of their own customers, concluded in May 2015 that the typical American “household did not have a sufficient financial buffer to weather the degree of income and consumption volatility observed in our data”.19 But this too should not surprise us, given that at least two-thirds of all adult Americans now live paycheck-to-paycheck, and that nearly a half of them are recently on record as believing that an unexpected bill of only $400 would actually tip them into acute financial difficulties.20 For them, as Robert Reich recently observed, “a downturn in demand, or sudden change in consumer needs, or a personal injury or sickness, can make it impossible to pay the bills”.21 Being middle class in America used to mean that you would know financial security for life; but clearly it does not mean that now. Just the reverse, in fact. Financial insecurity and anxiety is, for nearly half the US adult population, currently the dominant condition of the day.*

This is a financial insecurity – Neal Gabler called it “financial impotence” – that is driven partly by the fear of involuntary unemployment and by a general lack of available savings. Edward Wolff recently estimated, for example, that were a family on median income to lose that income, they would be able to continue their normal spending pattern for just 6 days!22 But it is also a financial insecurity rooted in the rising costs of the things that the American middle class habitually consume – what Patricia Cohen recently referred to as “the traditional bedrocks of middle-class life: adequate healthcare, college for the children and retirement savings, generally with a car and a regular summer vacation thrown in”.23 Three of those costs stand out as currently particularly burdensome: the costs of housing, education, and health care. All have recently been rising dramatically, as median income has stagnated. Indeed, between 2000 and 2012, “the costs of key elements of security rose dramatically, including childcare costs – which grew by 37 per cent – and healthcare costs – both employee premiums and out-of-pocket costs – which grew by 85 per cent”. As the Center for American Progress’s aptly named report, “The Middle-Class Squeeze”, from which these figures are drawn, concluded: “investing in the basic pillars of middle-class security – childcare, housing, and healthcare, as well as setting aside modest savings for retirement and college – cost an alarming $10,600 more in 2012 than it did in 2000. Put another way, [the median family] household’s income was stagnant – rising by less than 1 per cent – while basic pillars of middle-class security rose by more than 30 per cent”.24 Add to that the way in which inflation-adjusted tuition costs at public universities have risen by at least 250 per cent since 1982 – leaving an average student debt level of currently $25,000, making the class of 2015 the most indebted ever25 – plus the continuing presence in the US housing market of negative equity for still one homeowner in five, and it is little wonder that the Center for American Progress felt obliged to title its follow-up report in 2015, “The Middle Class at Risk”.26

This increasing sense of insecurity among members of what was once America’s core middle class is itself a product of at least three deeper processes at work in the economy and society surrounding that class, two of which we explored in some detail in Chapter 1 and one of which requires deeper examination here. The middle class in America is currently financially stretched because of the gap that opened up – in the Reagan and post-Reagan years – between the trajectory of labour productivity growth and that of middle-class wages (Larry Mishel and Heidi Shierholz recently and rightly labelled this decoupling of pay and productivity “as one of the most glaring failures of the American model”).27 The financial pressure created by that gap is now being compounded by the much lower trajectory of productivity growth which with the US economy has been burdened since the financial crisis of 2008 and its ensuing recession – a lower trajectory that the President’s Council of Economic Advisers estimated in 2015 to have lowered median income by as much as $30,000. Both these features of US productivity performance surfaced for analysis in Chapter 2.*

So too did the second driver of contemporary middle-class stress in the United States, namely the outsourcing of well-paid manufacturing jobs to labour forces abroad who were willing to work for less pay. As we saw in Chapter 2, that outsourcing both took middle-class jobs and wages away, and where manufacturing jobs remained, also helped to reduce the wages that employers now feel obliged to pay. The result, if the recent National Employment Law Project research report is accurate, is that manufacturing wages in the United States now rank “in the bottom half of all jobs”. “In decades past”, as the report put it, “production workers employed in manufacturing earned wages significantly higher than the US average, but by 2013 the typical manufacturing production worker made 7.7 per cent below the median wage for all occupations”.28 It may be – as Harry Holzer has recently argued29 – that this “hollowing out” of well-paid employment in manufacturing and construction is being offset to a degree by the rise of a new middle class based in healthcare and other services. But if it is, that new middle class is still insufficiently large or well-paid to entirely fill the gap left by the shrinkage of manufacturing employment. Indeed, and to the contrary, it is the rise of low-productivity service sector employment that is currently helping to pull American middle-class wages down, and the steady erosion of middle-skill jobs† that is triggering what Tüzemen and Willis recently called “the vanishing middle” – the polarization of an entire economy into a mixture of high-skilled and low-skilled jobs.30

What both those drivers – the productivity-wage gap and the outsourcing-wage cutting one – reflect is a changing balance of power between capital and labour in the US economy, one intimately linked to the deliberate erosion of trade union powers and worker rights under the Reagan settlement from the 1980s. But the main manifestation of that changing balance of power, as it effects the American middle class, is neither of those things: neither technology nor capital-export. It is the deliberate escalation of inequalities in wealth and income that accompanied rising productivity and the global relocation of production by American companies both before and after 2008. The inequality figures for the contemporary USA are truly staggering, are now higher than anywhere else in the advanced industrial world, and are reflective of a level of personal greed and sense of entitlement among America’s privileged top earners that has only one precedent in American history – that of the greed and vandalism of America’s late nineteenth-century Gilded Age. Right-wing figures are forever condemning the entitlement culture of the so-called welfare queens; but if they want to see an entitlement culture operating in all its glory, they should redirect their attention (and ours) towards the American super-rich, not the American super-poor.

In terms of wealth holding, in 2015 just 160,000 families (0.1 per cent of US households) “owned nearly as much as everyone from the very poor to the upper middle class combined – 90 per cent of the country, some 145 million families in total”.31 In both 2013 and 2014, the top 14 of those wealth-holders made more from their investments than the entire federal budget line for food stamps32 and the top 100 CEOs had as much retirement wealth waiting for them in old age as did the bottom 41 per cent of American families taken together.33 In terms of income, the latest data set available to us suggests that between 1970 and 2014, the real income of the 117 million Americans stuck in the bottom half of the income-ladder experienced virtually zero growth, even after allowing for taxes and benefits, while that of the top 1 per cent exploded. Similar Congressional Budget Office (CBO) data released in 2011 showed the average real after-tax household income of the top one per cent of US income earners rising by 275 per cent between 1979 and 2007, while the income of the bottom 20 per cent rose by only 18 per cent.34
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Figure 4.3 CEO-to-worker compensation ratio, 1965–2016

(Source: Lawrence Mishel and Jessica Schieder, “CEO pay remains high relative to the pay of typical workers and high wage earners”. Washington, DC: Economic Policy Institute, 20 July 2017).

The ratio of CEO pay to average wages in America’s largest companies reached 270.5:1 in 201635 – many times higher than in the United States in the 1960s and 1970s (the ratio was 20:1 in 1965) and many times higher than in Germany, for example, even though Germany has the stronger manufacturing and trading economy. This uniquely American scale of inequality is the product of a staggering 997 per cent rise in inflation-adjusted CEO compensation between 1978 and 2014. That was “a rise [that was] almost double stock market growth and substantially greater than the painfully slow 10.9 per cent growth in a typical worker’s annual compensation over the same period”.36 Greed on this scale leaves less in the salary fund for those lower down the corporate pecking order – and that includes the mass and generality of the American middle class. As the Pew Report on “The Squeezed Middle-Class” found: “fully 49 per cent of US aggregate income went to upper-income households in 2014, up from 29 per cent in 1970. The share accruing to middle-income households was 43 per cent in 2014, down substantially from 62 per cent in 1970”.37 But how could it be otherwise when “in the vast majority of US states, the top 1 per cent of earners captured at least half of the income gains during the first three years of the economic recovery” and “in seventeen states, the 1 per cent raked in all of the income growth”.38 And how could it be otherwise when, as incomes began to rise across the board (as they did in 2015), “the latest IRS data show that incomes for the bottom 99 per cent of families grew by 3.9 per cent over 2014 levels … but incomes for those families in the top 1 per cent of earners grew even faster, by 7.7 per cent over the same period”.39

The first result of this intensified and embedded income inequality has been that the United States now occupies an outlier position on “the Great Gatsby curve” showing the interplay of inequality and the intergenerational elasticity of income40 – an outlier on intergenerational social mobility not because social mobility is greater and easier in modern America than in other leading industrial economies (those with more egalitarian distributions of economic rewards) but because these days American social mobility is, relative to them, lower and more difficult. The other result has been and remains, as we saw earlier, depleted levels of personal consumption, and associated reductions in rates of capital investment and economic growth – what Larry Summers and others have labelled “secular stagnation”. A proper response to both these underlying weaknesses in the US model awaits us in the last chapter of this volume. All we need note now is that, although the American middle class is still a protected class – it remains a major beneficiary of America’s hidden welfare state,41 through the tax benefits that flow to it via mortgage tax relief and tax relief on healthcare premiums – those protections have not been sufficient to sustain its median living standard relative to the best of the rest abroad.

US upper middle-class living standards are still world beaters, but for those at the bottom of the American middle class (those in the 20 and 30 percentage bands of US income earners) standards have recently slipped badly in international terms. Far from being secure and prosperous, those occupying the bottom rungs of the American middle class now live, on a daily basis, just one personal financial crisis away from falling through the low-income trapdoor into the ranks of the American poor. It is this fear of downward social mobility, and despair at ever attaining the American Dream, that feeds support for right-wing populism of the kind captured so successfully by Donald Trump in 2016. It is a fear anchored in the reality of a receding American Dream for successive generations of Americans. Those born in 1940 had a 92 per cent chance of eventually earning more than their parents. The equivalent figure now for those born in 1980 is just 50 per cent.42

The persistence of widespread poverty

How much poverty exists in contemporary America is also – to a degree – a matter of definition. As late as 1963, the United States did not even possess an official measure of poverty. It took Michael Harrington’s book, The Other America: Poverty in the United States, with its estimate of 50 million Americans living in penury, to trigger the US Government into action.43 The result, as Lyndon Johnson announced his war on poverty in his first State of the Union Address, was the adoption of Mollie Orshansky’s calculations of the minimum food budget for families of different sizes and her assumption that food bills made up about a third of a typical family budget.44 The result was a measure of poverty as an absolute income number, varying by size of family. Later, in Europe, the official poverty level came to be set at 60 per cent of median income, and therefore went up as incomes rose: but not in the United States. Poverty in the United States remains measured the Orshansky way, with the figures varying by size of family and being adjusted year by year only in relation to inflation.

Needless to say, so crude a measure has its critics, many of which point out that as incomes rise, the proportion spent on food characteristically declines; that government programmes directing money to the poor are not counted by the Orshansky method; and that living costs (not least that of housing) vary enormously across the United States, making a one-size-fits-all definition all but meaningless. Even sterner critics, doubting the scale of poverty recorded and rarely being poor themselves, regularly point to the supposedly “affluent” life style of the contemporary American poor when compared either to poverty in America’s past or to middle-class living standards in large parts of the still developing world.45 And partly for all these reasons, the US does now have a supplemental poverty measure, issued by the Census Bureau annually since 2011 alongside the official figures – a supplemental measure that allows for regional variations in costs, for the impact of government policies on the incomes of poor households, the extra costs involved in taking a job and travelling to it, the impact of rising health costs, and the changing shape of the American family.

But measured in either the old way or the new, the same storyline comes over each time: that the US official rate of poverty was cut from its 1959 level of 22 per cent to 11.1 per cent by 1973 while the war on poverty was being seriously fought in the pre-Reagan years; but that since the war on poverty was abandoned by the Reagan Administration, the US poverty rate has largely stabilized at a higher percentage – anywhere between 13 and 15 per cent depending on the year, or at around one American in seven and around one American child in every five.* In 2014, “the nation’s official poverty rate … was 14.8 per cent, which means there were 46.7 million people in poverty”. Using the supplemental measure, the rate was 15.3 per cent and the total was 48 million.46 In 2015, things did improve slightly, as at long last the poverty rate dropped 1.2 percentage points, its largest one-year drop since 1999: primarily because – seven years out from the recession – the US economy did begin again to create a flow of new if low-paid jobs that enabled more of the unemployed to find work, and those caught in part-time employment slightly to increase their hours.

These are, sadly however, still world-class poverty figures: bigger by far than those in any other major industrialized economy. And yet even so, by focusing on the scale of poverty, the official count can help mask the degree of abject poverty in contemporary America – deep poverty measured by an income, before welfare benefits are factored in, of less than $2/person/day – a deep poverty that in 2011 affected 1.65 million US households containing 3.5 million children.47 These “very poor” Americans made up half of the official poor in 2011 – some 20.5 million Americans in total – living on an annual income of “$5,570 or less for an individual and $11,157 for a family of four”.48 They were central to the five per cent of American households who in 2015 experienced “very low food security, meaning that the food intake of one or more household members was reduced and their eating patterns were disrupted at times during the year because the household lacked money and other resources for food”. Overall in 2015, 12.7 per cent of American households knew some degree of food insecurity at some point in the year, and 87.3 per cent did not.49
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Figure 4.4 Poverty rate in the US, 1990–2015

(Source: US Census Bureau).

As overall totals, the official poverty figures mask two other things too. They mask the remarkable extent to which Americans move in and out of poverty, so underestimating the numbers of those who are regularly on the edge of poverty, threatened by poverty, or struggling daily just to avoid it. As data from the Census Bureau made clear in 2014, “a much larger subset of people slip in and out of poverty all the time. For instance, between 2009 and 2011, nearly one-third of the country – 31.6 per cent – fell below the official poverty line for at least two months. By contrast, only 3.5 per cent of the US population remained poor for the entire period”.50 Even before the financial crisis, when only one American in eight was officially poor, the Center for American Progress reported that “one third of all Americans [would] experience poverty within a 13-year period” and that “in that period, one in 10 Americans [were] poor most of the time, and one in 20 [were] poor for 10 or more years”.51 Likewise, the Economic Policy Institute calculated that a working family of four (two parents, two children) needed an income of over $48,000 in 2008 to meet standard family expenses (housing, food, medical bills, child care and other necessities), and that “over three times as many families fall below family budget thresholds as fall below the official poverty line”, particularly “young families, families with a low degree of education, and minority families”.52 In 2008, the official poverty threshold for a working family of four was just $21,834.

The overall figures on US poverty also mask the different ways in which Americans currently become poor. It is not just that the US welfare net is thin and ungenerous, so that to be “on welfare” is to be poor, although (as we shall soon see) that is certainly the case. It is also that at least one-third of all Americans currently trapped in poverty are poor even though they work full-time for wages; and at the height of the recession caused by the financial crisis of 2008, that another one-third of the American poor were in poverty because they were involuntarily unemployed. There is thus no single archetype for America’s poor: “they are low-wage workers, single mothers, disabled veterans, the elderly, immigrants, marginalized factory workers, the severely mentally ill, the formerly incarcerated, the undereducated and the fallen middle class”.53 In that medley of poverty sources, the big three (apart from incarceration*) are low pay, job-loss and welfare dependency. These three currently combine in contemporary America to create a semi-permanent underclass of citizens locked in poor housing, facing poor public services, cut off from anything but poorly-rewarded employment, and so denied full access to the high-quality consumption lifestyles that, from outside the United States, are often understood to be available to the entirety of the US population.†

Low pay – both its paucity and its volatility54 – is a huge problem in contemporary America, and a major source of contemporary poverty. As Peter Edelman, the premier journalistic source for work on US poverty, recently put it: “we’ve been drowning in a flood of low-wage jobs for the last forty years”.55 Low-wage work – understood as full-time employment generating no more than twice the official poverty level for the relevant type of family – is now the condition for 103 million working Americans: “fully one-third of the population”, that is, “has an income below what would be $36,000 for a family of three”.56 And the core working poor – those actually earning less than the official poverty level while being fully employed – rose by 1.4 million between 2007 and 2014, to grow beyond 10 million in total and to 6.9 per cent of all workers employed; as wage earners in the bottom 20 percentile of the US income distribution spent those seven years experiencing wage erosion in 45 states of the lower 48.57 Poverty wages are a reality in industry after industry in contemporary America: in retail, in fast food production, in restaurants, in transport, in farming and among housekeepers and cleaners, to name but a few. When the Working Poor Families Project last surveyed the US economy as a whole – in 2013 – they found 10.65 million families on poverty wages, families that included almost three children out of every five in the United States.58 This used to be a high-wage economy. It is not any more. On the contrary, and as we saw in Chapter 2, the United States now “leads the industrial world in the percentage of its jobs that are low-wage. Nearly 25 per cent of the workforce make less than two-thirds of the nation’s median wage – ahead of Britain (where just 21 per cent hold such low-paying jobs), Germany (20 per cent) and Japan (15 per cent)”.59 Raising the federal minimum wage in the United States to just $12/hour would bring salary relief to a staggering 37.7 million Americans – to 27 per cent, that is, of the entire employed labour force.60

If low pay was, and remains, one main source of poverty in the contemporary United States, involuntary unemployment remains another. That source of poverty was particularly potent immediately after the financial crisis of 2008, when eight million jobs were lost in a two-year period (January 2008 to December 2009) and unemployment peaked at 15.6 million Americans. For so too did poverty, increasing by 2.6 percentage points between 2007 and 2010,61 softened only by the extension of unemployment benefits beyond the traditional 12 weeks to a full year or even two. The big problem that the long-term unemployed have is getting back into full-time work at all. That is true in all recessions, but was particularly so in the recession that followed the 2008 financial crisis. In 2010, 2011 and 2012, “the share of the unemployed who had been out of work for 6 months or more averaged more than 40 per cent” and even as late as the spring of 2014, those out of work for more than 28 weeks represented fully a third of all unemployed persons.62 The long-term unemployed this time were older and more African-American even than the short-term unemployed, as involuntary unemployment locked excluded workers into a poverty that was first based on unemployment insurance and then on food stamps and charity. For although Congress initially extended unemployment insurance to up to an additional 13 to 20 weeks, that emergency legislation from 2008 was allowed to run out in 2013 (and at least nine states had simultaneously cut the maximum duration of unemployment insurance recipiency), so that at the end of 2014, the share of unemployed workers receiving unemployment insurance had fallen to a record low: to less than one unemployed worker in four.63 There are conservative economists, of course, who argue that providing unemployment insurance to the long-term unemployed only encourages them to remain jobless longer. But the bulk of the available evidence suggests otherwise: that “workers won’t magically find jobs if their unemployment insurance gets cut”.64 What they will “magically find” is genuine poverty. Indeed, in 2014, the Hamilton Project found that 27 per cent of those in poverty were working-age adults unable to find full-time work.65

Being “on welfare” is the other great way of ensuring that you are, and will remain poor, in contemporary America. You will be poor, because the welfare payments are kept deliberately modest to ease the tax burden on the more affluent, and to encourage recipients of welfare to seek gainful employment. You will remain poor because the gainful employment available to you, if it is available at all, will itself be low paid; and as you move towards it, not only will your costs rise (for transport, clothing and, of course, childcare) but your benefits will be cut.66 The American poor often find themselves in a classic welfare trap, effectively paying a rate of tax (losing benefits as they begin to earn) that is far higher than the rate of income tax that Republicans regularly cite as a disincentive to enterprise by the more affluent. This conservative “welfare to work” strategy, the one that was adopted by the Clinton Administration after the signing of the Personal Responsibility and Work Reconciliation Act of 1996, is often claimed to have worked. Bill Clinton himself defended it as such in 2006, when the policy was a decade old.67 But even the Clinton version of welfare-to-work did not lessen US poverty so much as move the poor around – off welfare-based poverty and into poverty wages – so that the poor remained with us even as the welfare rolls declined.

This is not to deny, however, the importance of that welfare safety net. It is only to bewail its inadequacy. For there is no doubting the fact that without it the level of poverty in the United States would be even higher, and by quite some margin. Earned Income Tax Credits, for example, lifted 6 million low-paid workers out of poverty in 2011. Those tax credits, when combined with child tax credits, took 2.9 percentage points off the 2013 poverty level, and 6.4 percentage points off the rate of child poverty.68 Food stamps (SNAP) “kept nearly 5 million people out of poverty in 2012 alone, and without it, the child poverty rate would have been three percentage points higher”.69 Even Social Security – normally thought of in the US as simply a payment to retirees – acts additionally “as one of the federal government’s largest antipoverty programs for children”, with its payments to the surviving dependent of a parent or guardian who had died/been disabled actually directly helping 3.2 million children in 2014 and indirectly helping 3.2 million more – helping, that is, some 9 per cent of all American children in total.70

Temporary Assistance to Needy Families (the cornerstone of the 1996 reform) was and is less potent as a poverty-reducer. Indeed, it is a feature of the post-1996 US welfare net that straightforward cash payments to the poor have largely been squeezed out of the system. Leaving California and New York to one side – as the two states that do make such payments (nearly half of all TANF payments, 1.4 million of them, are concentrated in those two states alone) – the other 48 states dispense cash these days to just 1.7 million Americans in total. In 1996, 68 families out of every 100 in poverty got cash assistance. By 2016 that figure is down to just 23 per cent.71 Certainly during the 2008–9 recession, while unemployment benefit spending rose by 139 per cent and food stamp spending by 29 per cent, spending in TANF programmes rose only 6.8 per cent.72 So this is not an overly generous welfare net. It is one that helps the temporarily unemployed, and the low paid, more than it helps the long-term welfare-based poor, and its main vehicle for that latter task these days is SNAP (food stamps). The average monthly food allowance/participant under SNAP in 2014 was a miserable $125.35 – somewhere between $4 and $5 per person per day. Some welfare net!

Yet for all these limitations, a systematic and careful review of the impact of the full set of US welfare programmes concluded in 2011 that those programmes had “a major impact on poverty rates, reducing the percentage of the poor in 2004 from 29 per cent to 13.4 per cent, estimates which are robust to different measures of the poverty line”73 – 50 million Americans in poverty rather than 90 million.74 A parallel study using the supplemental poverty measure (SPM) – the one that includes the impact of welfare programmes – estimated for 2012 “the deep poverty rate (the share of the population with incomes below 50 per cent of the poverty threshold) under the SPM to be only 5.3 per cent, while if no transfers were included the deep poverty rate would be 19.2 per cent – over three times higher”.75 Overall, the welfare net lifted 40 million Americans across the admittedly very low official poverty thresholds in 2010 – “about half because of Social Security and half due to the other programmes”.76 By the end of 2010, indeed, nearly half of all Americans (48.6 per cent) lived in a household receiving one or more welfare benefits; with the generous state benefits (and associated higher taxation) in blue states (Democratic ones) and the less generous (and the lower taxes) in red states (Republican ones).77 In the latter states in particular, conservatives like to claim that the welfare net reproduces poverty, with the implication that in its absence the poverty figures would go down. It is a measure of their flawed thinking, as well as of the flawed nature of the unregulated capitalism which they espouse, that the data run entirely otherwise. Without welfare payments, levels of poverty in the United States would likely be as high as nearly one American in three;78 but with welfare of the kind now provided, that ratio continues to be stubbornly high. The level of poverty is high in the United States because the welfare safety net is thin, not because it is thick: but the level is lower than would be the case if that safety net was not there at all.

Two final thoughts on the state of poverty in contemporary America. The first is this: that the consequences of poverty – either based on low pay or on welfare dependency – are everywhere the same, and are strongly negative. There is now a life expectancy gap based on income in the United States, and it is a widening one. Comparing men born in 1930 to those born in 1960, the National Academy of Sciences, Engineering and Medicine recently found a 7.1-year increase in life expectancy for the richest 20 per cent (to 88.8 years for those born in 1960) and a 0.5-year fall in life expectancy for the bottom 20 per cent (to 76.1 years). “The higher your income, the longer you live”.79 And before they die, the rich and the poor differ in the degree to which they experience food insecurity, mental stress, and exposure to depression and even to drugs. Currently, people living in poverty in the United States are twice as likely to be depressed as those who are not, perhaps in part because one household in seven was food insecure in the United States in 2014 – meaning that at some point in that year they lacked the resources to feed all their members.80 Such households were also more likely (by a gap of 7.3 percentage points in the Alternative Healthy Eating index) to be surviving on foods with low nutritional value; and they are also likely to be paying more than more affluent Americans for the poor food they buy and the limited amounts of money they borrow. If they are working, they are even more likely to experience higher commuting costs than better paid workers.81 Poverty is, in that sense, both entrenched and self-perpetuating in the contemporary United States. Breaking out of it, although possible, is extraordinarily difficult – particularly for the children of the poor – who find themselves the innocent victims of cycles of deprivation created for them by the adults with whom they live: cycles of deprivation created by the cumulative interplay of poor diet, inadequate schooling, lack of easy access to well-paying jobs when the school years are done, and social isolation in areas of intense material deprivation.82

The second final thought on the state of poverty in the United States is that it is intimately bound up with the issue of race: so bound up, in fact, that the racial dimension of America’s contemporary social crisis now needs separate examination of its own.

The ubiquity of race in America

Middle-class insecurity, and the fear and experience of poverty, are to be found everywhere in contemporary America; but neither the insecurity nor the fear is evenly distributed either by region, or by generation, or by ethnic group. On the contrary, wherever the US economy and society underperforms, you can be sure that your experience of that underperformance will be greater, the more that your skin colour is non-white. America, as it grew over time to economic and global greatness, always grew at the expense of its least favoured citizens and non-citizens – and those least favoured ones were invariably black, brown and red: much less often, white.

The data on this are very clear. It is widely conceded now that America’s slave past is and must remain a source of shame and regret – the only disagreement there being whether that shame needs, even now, to be accompanied by reparations. It is also widely conceded that ending slavery did not terminate the racism that slavery initially created and then sustained. Formally and officially now, after the civil rights campaigns of the 1960s, we are in a “post-Jim Crow” period in American history. But the legacies of a century of post-Civil War Jim Crow remain enormous, and indeed remain so potent that the struggle is still on to defend something as basic as the right of African-Americans to vote. The fact that the United States is “post-Jim Crow” means that outright statements of a racist kind are now widely condemned; but quietly and ubiquitously, deep-seated white racism is alive and well in America. Indeed, so alive and well is it that divisions of class are regularly overlaid with divisions of colour, to the point at which the latter obscure the former over and over again.

Take the unemployment data, for example. The recession that followed the 2008 financial crisis drove the unemployment rate up for all sections of the US labour force, as we saw: but the burden of increased unemployment fell particularly heavily on African-American and Hispanic workers at the bottom of the American income pile. Hispanic workers were burdened in part because of their heavy involvement in the construction industry – 14 per cent of all Hispanic workers were employed there in 2007, some 3 million people in total. Black workers were disproportionately burdened because African-American employment is skewed towards public sector jobs at both the federal and state level – roughly one in five black adults are so employed – leaving the African-American community hit twice: first by the recession, and then by the cutbacks in public spending that came with the austerity policies insisted upon by Republican legislators in Washington, DC and in a string of state capitals from 2012.83 At least half a million public sector jobs were lost between 2007 and 2014, and another million which might have been created in more normal times were not. As the economy then slowly recovered, and the construction industry with it, Hispanic Americans saw their employment rate return to 2007 levels by 2014: but the unemployment rate among African-Americans was much slower to follow suit. As late as the last quarter of 2015, white unemployment rates varied from 1.5 per cent in South Dakota to 6.7 per cent in West Virginia. Those for African Americans varied from 6.7 per cent in West Virginia to 13.1 per cent in Illinois. So even though, early in 2016, unemployment among African-American workers slipped under 10 per cent for the first time in a decade (the equivalent white rate being 4.7 per cent), it remained the case that even then “the lowest black unemployment rate in the country (West Virginia) [was] the same as the highest white unemployment rate (also West Virginia)”.84 For there is no escaping the fact that, in the US economy as it is presently constructed, “the black unemployment rate has been [consistently] twice as high as the white unemployment rate for 50 years”85 or more – and in that sense, that black unemployment rates are always at levels that for white workers would be called a matter of crisis.

Nor is it simply a matter of the ethnic structuring of exposure to unemployment. Disparities remain equally entrenched in the spheres of income and wealth. In fact, in those spheres, prevailing trends are currently making an already marked disparity even worse. This was a disparity that was already moving against African-American families before the 2008 recession: “on all the major indicators – incomes, wages, employment, and poverty – African-Americans were worse off in 2007 than they were in 2000”. The tight labour markets of the 1990s had “led to the largest decline in African-American poverty since the 1960s”, but those gains were then reversed in the jobless recovery between 2002 and 2007 when “African-American median family income fell by $404 or 1%”.86 Come the 2008 crisis, the resulting recession and the only slow recovery, and the income data then deteriorated further. As of 2013, “42.2 per cent of Hispanic workers and 35.7 per cent of black workers, compared with less than one-fourth (22.5 per cent) of white workers, earned poverty-level wages”;87 in the process helping to create currently a nearly $28,000 gap in median income between white households ($71,300) and black households ($43,300).88 “Among the 10.6 million low-income working families in America” in 2013, “racial/ethnic minorities constitute 58 per cent, despite only making up 40 per cent of all working families nationwide”.89 Indeed, it is a measure of the depth and embedded nature of racism in contemporary America that, for all the decades of civil rights agitation, “black-white wage gaps are larger today than they were in 1979”.90
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Figure 4.5 Racial gaps in household income persist

(Source: Pew Research Center, “Demographic Trends and Economic Well-Being”, 27 June 2016, p. 4).

The Pew Report, “The American Middle Class is Losing Ground” cited earlier in this chapter did see, in the data it gathered, one spark of improvement in the pattern of ethnic inequality in modern America: namely the emergence, from the 1970s, of a slightly larger black middle class whose creation increased the proportion of black families in both the upper-income tier and the middle one. But even Pew was obliged to concede that “this progress notwithstanding, blacks are still significantly less likely than adults overall to be middle income or upper income”.91 And the earlier Pew Report on the distribution of wealth between different ethnic groups underscored that modesty of progress. For by 2011 the bursting of the housing bubble – the one that had triggered the 2008 financial crisis – had also helped widen the wealth gap between whites, blacks and Hispanics to record levels. Between 2005 and 2009, inflation-adjusted median wealth fell, by “66 per cent among Hispanic households and 53 per cent among black households, compared with just 16 per cent among white households:” to leave “the median wealth of white households … 20 times that of black households and 18 times that of Hispanic households – lopsided wealth ratios [that were] the largest since the government began publishing such data a quarter century ago”.92 As things stand now, “the average black household will need 228 years to accumulate as much wealth as their white counterparts hold today. For the average Latino family, it will take 84 years”.93

The housing crisis of 2006–7 fell particularly heavily on African-American middle-class families because so much of the very modest amounts of wealth accumulated by black families is invested in the houses they have struggled so hard to earn. The bursting of the housing bubble left 10 per cent of black middle-class families facing foreclosure by 2011 and 2012 (the figure for white middle-class families was just 7 per cent), and it wrecked the college-planning of so many black parents who saw their wealth (and indeed their credit-worthiness) dramatically reduced by falling house prices. And yet tragically, even in the wake of the destruction of so much black wealth in America, and the associated struggle of black parents to finance higher education for their children, it remains the case that so many of the young black Americans who do make it through college then still run into the silent wall of job discrimination. The unemployment rate among young black college graduates (age 24–29) was still 9.4 per cent in May 2016. The equivalent rate among black high-school graduates was then 28.4 per cent – in both cases, rates that were far higher than their white equivalents.94 Those same black college graduates also run into a wall of debt, and again a wall steeper for them to climb than that facing their white counterparts. In fact, “the moment they earn their bachelor’s degree, black college graduates owe $7,400 more on average than their white peers ($23,400 versus $16,000 …) but over the next few years, the black-white disparity triples to a whopping $25,000”95 due to differential interest accrual and graduate school borrowing.

So being black and middle class is tough in contemporary America: being black and poor is even worse. The black poor were the greatest beneficiaries of the war on poverty in the 1960s – but then that was only to be expected, since poverty rates amongst black Americans have long been so much higher than among whites. “Black poverty fell quickly between 1959 and 1969, from 55.1 per cent to 32.3 per cent, but after that the drop was slower and more uneven”.96 By 2013 the poverty rate for the United States as a whole was 14.3 per cent but for African-Americans it was still 25.8 per cent (only native-Americans and Alaskan natives, at 27 per cent, had a higher rate of poverty that year). For as the war on poverty was replaced by the philosophy of welfare-to-work, deepening residential segregation – so-called “white flight” – reduced the number of mixed income neighbourhoods,97 effectively terminated the move towards desegregated schools,98 and increased the growth and spread of extreme-poverty neighbourhoods.99 The resulting heavy concentration of the American poor in large metropolitan areas then compounded the difficulties of leaving poverty behind, by exposing more and more African-American and Hispanic Americans to what, in 2016, Brookings researchers labelled as the five interlocking evils that give poverty in contemporary America such a multidimensional face: “low household incomes, limited education (less than a high-school degree), lack of health insurance, low income area, and household unemployment”. In 2014, “more than 3 million black and 5 million Hispanic adults suffer[ed] from at least three of these disadvantages”,100 with poor Hispanic Americans disproportionately likely to suffer from limited education and black Americans from unemployment.

It is at the bottom of the US class structure that race, income, housing, and education all come together in a daunting mixture of interlocking deprivations. Poor African-Americans, and poor Hispanic Americans, experience the highest level of spatial concentration and social segregation of any group of the American poor – isolated from their more affluent counterparts by being trapped in poor sections of towns and cities: sections that lack adequate social capital or the tax base to create it (so poor schools, run-down housing and inadequate transport networks) and sections from which white flight has removed well-paying jobs and the consumer economy that good jobs alone sustain. Add to that the resulting unemployment, particularly of young men, and the “black” economy that comes in to fill that space (an economy of drugs, petty-crime and prostitution). Mix into the cocktail too both a federally-funded and extensive war on drugs that we now know was initially designed specifically to weaken urban black radicalism,101 and a criminal justice system with a long and deplorable record of racial discrimination – and the result is the new Jim Crow: “more African-American adults under correctional control today – in prison or jail, on probation or parole – than were enslaved in 1850, a decade before the Civil War began”.102 The US now possesses a system of mass incarceration that has over 2 million inmates, having quadrupled in size since 1980 to currently lock-up nearly one adult American in every hundred. It is a system of mass incarceration that – among its other crimes – now takes one of every nine African-American men between the ages of 20 and 34 out of the ghetto and into the largest prison system in the non-communist world,103 and in consequence leaves one in nine black children with a parent in or newly out of prison.104

It is this extraction of young black men from civic life in the United States that makes a mockery of conservative claims that if only young black women would marry, they would avoid poverty. Because it is an extraction that, on the contrary, locks those women ever deeper into that poverty, as they are left alone to rear their children and organize their housing in urban communities denuded of adequate employment, childcare, and schooling of quality: and trapped in urban communities with a higher rate of male absenteeism (and therefore male role models for their sons) than the United States as a whole had between 1941 and 1945 when it had sent its young men away to fight fascism and racism abroad. “1.5 million missing black men” was how The New York Times labelled its 2015 discovery that early death and long prison sentences is now denuding African-American communities of one in six African-American men aged 24 to 54, and leaving a gender ratio there of just 83 men per 100 black women – the gender ratio for white men and women being broadly at parity.105 As Michelle Alexander recently noted, “a black child born today is less likely to be raised by both parents than a black child born into slavery … due in large part to the mass imprisonment of black fathers”.106* The latest consequence of this state-induced destruction of the African-American family to capture national attention, has been the rate of eviction from their homes of single African-American mothers unable to pay their rent. As Matthew Desmond’s Evicted leaves us in no doubt, in a city like Milwaukee with less than 105,000 renter households, “16,000 adults and children were being evicted every year … especially … in black neighbourhoods, where female renters were nine times as likely to be forced from their homes as women in poor white neighbourhoods”.107 “Poor black men were locked up,” Desmond wrote, and “poor black women were locked out”.*

Gender inequality and work–life balance

So being black and being female in the contemporary United States is to carry two heavy but distinguishable social burdens; and to be poor is additionally to carry a third. Which of those burdens is the heaviest, and most determining of both health and happiness, remains a matter of huge controversy – in both the academic community and the public square – but one thing at least is clear. It is that whether you are poor or rich, white or black, being a woman in modern America invariably restricts and diminishes the life-chances that you will enjoy, relative to those enjoyed by men of a similar social class and ethnic background. America may be the land of the free, but in practice male freedom and female freedom are still very different things.

There is nothing new about gender inequality, of course. It is as American as apple pie. Women did not even get the vote in America until 1919. But unlike apple pie, gender inequality has lately been challenged as un-American by what are now two generations of mobilized social campaigners – by the first wave of modern feminism in the 1970s, and by the children of those campaigners three/four decades later. That recent challenge remains a particularly important one because in relation to gender, as in relation to both class and race, embedded social inequalities remain. The feminist upsurge of the 1970s made blatant gender discrimination illegal in the United States, left blatant sexism socially unacceptable, and ate away at various kinds of glass ceilings blocking female advancement – that much progress is now a matter of record – but as the campaign rhetoric of Donald Trump made only too clear, systemic sexism is still alive and well in America, generating as it does so social problems that need urgently to be both recognized and addressed.

Gender inequality is particularly evident in the world of paid work, even though in the United States, as in most other advanced industrial economies, the last seventy years has seen a remarkable transformation in the social role and position of women. The US, like the UK, came out of the Second World War consciously reconstituting the “male breadwinner model” as the normal relationship between the world of work and that of home. Single women, ethnic minority women, and women without children, were still members of the paid labour force, as they had been before the war – almost always in subordinate positions and invariably concentrated in highly segregated occupations close in character to the domestic roles played by married women. But after 1945, married women (particularly white middle-class women with children) were encouraged to retreat from war work and remain at home, and as such to become entirely dependent on the wages brought back to them from the public world of work by the men to whom they were married. The associated changes in the welfare systems that also accompanied immediate postwar reconstruction – not least the expansion of secondary and higher education – then helped eventually to erode that male-dominated model: incrementally in the 1950s and 1960s, then more rapidly thereafter; so that by the turn of the century a full 50 per cent of the US paid labour force was female, and most married women with children returned to paid work at some stage in their children’s early years. That return then made a significant contribution to overall US economic growth and prosperity. CAP economists estimated in 2014 that “between 1979 and 2012, the increase in hours worked by women accounted for 11 per cent of the growth in GDP”, and that without that extra work “families would have spent at least $1.7 trillion less on goods and services a year – roughly equivalent to the combined US spending on Social Security, Medicare and Medicaid in 2012”.108
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Figure 4.6 The gender gap persists, but has narrowed since 1979

(Source: Alyssa Davis and Elise Gould, “Closing the Pay Gap and Beyond”. Washington, DC: Economic Policy Institute, Briefing Paper #412, 18 November 2015, p. 5).

Even now, however, the legacies of sexism and patriarchy remain as potent barriers to the full and equal participation of American women in the labour force of an increasingly deindustrialized America. Responsibility for childcare and unpaid domestic work still remain predominantly theirs, eased as a burden only by the slight increase in male participation in the traditionally female side of domestic life – childcare, cooking, cleaning and the care of the old.109 Technological changes and the greater commodification of household tasks have also helped. The contraceptive pill, the fridge and the automated washing machine must stand as three of the great triggers to female advancement in the modern period; but not even that trinity has removed fully the double-burden (of unpaid and paid work) now carried by most working women, nor brought women’s pay up to that of the men with whom most of them still cohabit. The excessive concentration of women in low-paid service and public sector employment, the breaks in their career path occasioned by childbirth, their resulting preference for part-time work compatible with school calendars, and residual male attitudes of superiority and resistance to role-sharing, all combine to leave most women in contemporary America still earning just 80 cents on the male dollar and still systematically underrepresented in senior positions across the bulk of the corporate world.110

The interplay of gender and pay in the modern period is a complex one, made more complicated still in the United States by the overlay on both gender and pay of race, education and age. So, for example, although “women consistently make less money than men of their race … white and Asian women” in contemporary America still “out-earn black and Hispanic men”.111 Moreover, while in 29 of 73 major college subjects recently analyzed, young white female graduates actually slightly out-earned their white male equivalents, in all 73 subjects taken together female graduates nearly achieved parity: 97 cents on the male dollar during their twenties. But the same research data also showed that this parity does not last: for college graduates by mid-career the pay gap is back to 85 cents on the dollar,112 and for all women (including non-college educated ones) the gap is wider still. In contemporary America, women earn less than men in all but five low-status occupations,* and the gaps are greatest for women of colour. In 2014, “Hispanic and African-American women working full time earned just 55 cents and 60 cents respectively, for every dollar earned by white, non-Hispanic men”.113 And it is a gender wage gap that persists within all racial and ethnic groups. Again taking 2014 as our data point, Asian women earned 81 cents for every dollar earned by Asian men, African-American women earned 82 cents for every dollar earned by black men, Hispanic 88 cents, and white non-Hispanic women 75 cents, on their equivalent male workers. Indeed, the older a woman is, the greater the gender pay gap she is likely to experience; and that expanding gap cannot be fully explained by her job choice or by her decision to pull out of paid-work for a while to have children (there is a substantial cost there: “women’s earnings are reduced by about 7 per cent per child”). The Center for American Progress recently estimated that “38 per cent of the [gender pay] gap is unexplainable by measurable factors” such as these, and that accordingly “gender-based pay discrimination is still a significant cause of the discrepancy in pay between men and women” in contemporary America. It is a discrepancy that over a 40-year career costs women on average $430,000, and costs women of colour even more – over $1 million in the case of Latinas.114

If women in the United States do still retain the edge on their men in any one key aspect of the contemporary income distribution, it is their disproportionate exposure to poverty and to low pay. The much-discussed transformation of the traditional American family115 is now at least two generations old, and one of its most striking features is the increase in out-of-wedlock births from one child in 20 in 1970 to one child in three today. So it is not simply the case that by 2012, 63.3 per cent of American mothers were the sole, primary or co-breadwinners for their households.116 It is also that there are now more single women than married women in the United States, that there are at least 12 million families (containing over 17 million children) that survive with only one breadwinner and care-giver, and that 80 per cent of those single-breadwinner families are headed by a woman.117 It is also that race factors in here too – and does so in a significant way. Today, as Valerie Wilson has recently reported, “more than two-thirds of all African-American working mothers are single moms, making them the primary, if not sole, economic providers for their families. By comparison, 29.6 per cent of white working mothers and 47.9 per cent of Hispanic working mothers are single”.118

It is not that the act of marriage per se is the best defense against poverty in modern America. It is rather that families protect themselves best against poverty by having two full-time income earners living together, married or otherwise. For in 2012, two in every five of those female-headed single-breadwinner families in the United States were living below the poverty line, with half of those families living in extreme poverty (with incomes below half the federal poverty level),119 as single women with children in contemporary America continued to be disproportionately exposed to low pay, and disproportionately dependent on welfare support at the very moment when that support has been eroded away under the welfare-to-work regimes put in place since 1996. And even the single/married mothers who avoid that level of welfare dependency have still found themselves on a wage/salary trajectory lower than the one they were on before childbirth, and at the end of their working lives less well positioned to live well on an adequate pension. The latest pension data suggests that currently older women in America “live on just three-quarters of the retirement income of men” and that “as a result are 80 per cent more likely to be impoverished than men”. Women over eighty are even more vulnerable to poverty. For them, the median income gap has recently widened to 70 per cent.120

Finally in this section, this: if greater exposure to poverty in their childbearing years, and then again in old age, is still the lot of far too many lower-class American women, their more prosperous contemporaries face other burdens as well. Two burdens in particular are of great contemporary relevance: the absence of adequate public support for their balancing of work and life – the balancing of their responsibilities as paid workers with those linked to their unpaid roles as parents, and (often) as care-givers to their aging relatives as well – and their growing inability to combine saving for their own retirement with the costs of higher education that kick in for middle-class American families as their children graduate from high school.

The United States is the only major industrial economy that does not have a nationally mandated and funded paid-maternity leave, let alone paid leave for the fathers of the children concerned.* The United States is also an outlier on legislation to allow flexible working and job security while pregnant. “Nearly 40 million American workers – 39 per cent of all employees – still lack access to a single paid sick-day”, and “workers with young children or elder care responsibilities are no more likely to have access to paid leave than comparable workers without the same family obligations”.121 The United States is an outlier in the other direction too, in that American workers (lacking a strong trade union base) are currently disproportionately exposed to irregular scheduling at work that makes the planning of childcare so difficult,122 and exposed to childcare in the United States that is – by the standards of the best of the rest abroad (in this case, Scandinavia) – woefully underfunded and inadequately supervised.

Good quality American childcare is, in consequence, hard to find, patchy in availability, and extremely expensive when available. The White House Task Force on the Middle Class reported in 2010 that “since 2000, child-care costs have grown significantly faster than inflation and twice as fast as the median household income”. It found that those costs still varied by state, but that in 2010, 126 million Americans lived in states where the annual cost of childcare exceeded $10,000. It also found that in every state of the union “monthly child-care fees for two children at any age [were] higher than the median cost of rent”.123 The resulting cross-pressures created by the necessity, yet difficulty, of combining paid work with high-quality childrearing is now acute across the entire millennial generation; but this being America, it is particularly acute for black families which, relative to their white counterparts, “work more, earn less, and face difficult childcare choices”.124 It is, after all, women of colour who provide the highest number of female breadwinners, the highest number of single-parent families, and yet are less equipped than white families with the income (and access to support) vital to the creation of an adequate work–life balance.

Given the costs of childcare* even where it is available, it is hardly surprising that the Center for American Progress felt obliged to report in 2015 that many US families – and particularly the women within them – were having to choose “between spending a sizeable portion of their paycheck on child care, finding less expensive – and possibly lower quality – unregulated childcare, or leaving the workforce to become a full-time caregiver”.125 (And not just to children too, but to be care-givers to elderly relatives also, as the cost of long-term care for the old continues to soar.) Nor is it surprising that the burdens of that choice still fall most heavily on families with the lowest of incomes – “families living below the poverty line who pay for childcare spend an average of 36 per cent of their annual income on childcare”126 – or that the rate of labour market participation by American women, a rate that as late as 1990 was the sixth highest in the OECD, had by 2010 fallen back in rank to seventeenth out of the OECD top 22.127 Pulling those two themes together – high childcare costs and low family income – CAP recently estimated that “in 2016 alone, nearly 2 million parents of children age 5 and younger had to quit a job, not take a job, or greatly change their job because of problems with childcare”.128

When in November 2015, Pew researchers explored stress levels among two-parent households in which both parents work full-time (which is currently nearly half of all such households) they found that “for many mothers who work full-time, feeling rushed is an almost constant reality” and that “among all working parents with children under age 18, more than half (56%) say it is difficult to balance the responsibilities of their job with responsibilities of the family”.129 And of course they do, for America has a hidden and submerged childcare crisis of a significant scale, one that is only now beginning to become an electoral issue even though it is currently lived every day as a source of pressure on hardworking and financially-pressed parents – a daily source of stress for young adult men and women trying to make ends meet while striking a proper balance between their duties at work and their responsibilities at home.

Then add this – a uniquely American addition to the costs of family life and to the daily pressures associated with it for both slightly older and slightly younger Americans – the exploding costs of higher education in the United States and the linked growth in the volume of student debt. That debt now exceeds in scale the credit card debt carried by the students and their parents, and is the one major new addition to family expenditures experienced by American families in the second half of their typically 20–40-year period of childrearing responsibilities. For as the cost of college continued to rise faster than the general rate of inflation, in the context of broadly stagnant wages for a generation, total student debt in the United States rose to fill the gap. Total student debt in America exceeded $1 trillion for the first time in 2012 (it reached $1.5 trillion by April 2017), with the average student leaving college then owing $25,000 in unpaid bills and with one in ten owing more than twice that amount.130 The rate of debt default among students in the United States, at over 11 per cent, is now running three times higher than the rate of default on mortgages; in a federally-regulated debt-system in which student debt is the only debt that cannot be removed by bankruptcy and under which “the average monthly payment for borrowers in their 20s is $351. If you’re making minimum wage, that’s 48 hours of work for your loans alone”.131 Since the bulk of both the debt and the default is currently falling on the shoulders of Americans under 40, this particular indebtedness is having a seriously negative effect on the ability of an entire generation to buy homes and to begin families.* So, this too will need to be factored in as a major issue when, at the end of this volume, we take a full stock-taking of our contemporary condition and of the routes to its adequate resolution. Student debt is not the only burden carried by many contemporary American families, but it is a very real and very recent one nonetheless.

The crisis of the American family

Taken together, this chapter’s review of middle-class stress, of embedded poverty, and of entrenched discrimination by both ethnicity and gender, paints a very bleak picture of modern American society. Both its tone and content certainly run counter to the social optimism invariably associated with claims about American exceptionalism and the potency of the American Dream. It also runs counter to histories and analyses of recent social change that prioritize progressive developments, of which of course there have been many. Gender divisions may remain, but blatant sexism is now widely criticized across the entirety of the United States. Racial divisions and tensions still run deep, but the original Jim Crow is over and multicultural demographic change in contemporary America is now both rapid and irreversible. Poverty and stagnant wages still constrain the life chances of all but a few privileged Americans, but the absolute standard of living of the vast-majority of contemporary Americans is now so much greater than it was a generation ago. That progress is not being denied here. On the contrary, such positive changes need to be recognized, celebrated, and then defended, for social trends can be reversed if the forces driving them are systematically reconfigured. And that is the argument here: that such a reversal is possible; that because of its flawed economy, America is now at a social as well as at an economic tipping point – one at which public policies on a long set of social issues are likely to be fundamentally reconfigured. And because we are at such a tipping point, that the question which now looms in the United States is primarily one of “reconfigured in which direction?”

There is a very real danger – as the Administration of Barack Obama fades into memory, replaced in power by that of Donald J. Trump – that the crisis of the family will be resolved in the American case in a conservative rather than a progressive manner (unless the American Democratic Left takes that crisis on board and responds to it in its totality) because of two features of that crisis that are uniquely American. Not every dimension of this crisis is unique in that fashion – and the features that are shared with families elsewhere in the advanced capitalist world, including families in the UK, will be added next. But what needs to be recognized here, before turning to those UK parallels, are the dimensions of the growing American social crisis that are specific to the United States. Those specificities include, at the very least, unique American community divisions and unique American cultural concerns.

The very fact that America is a composite nation – one consciously created by welcoming waves of immigrants – means that the growing economic pressures experienced by American families are invariably understood by those families as falling on them as members of ethnically distinct communities. The large degree of cross-community marriage down the years means that, particularly for Caucasian Americans, their family lineage is often a complex one, taking several minutes to explain (“Italian and Greek on my father’s side, Irish and Polish on my mother’s”, and so on). But that mixing rarely stretches across the oldest of America’s racial divisions – that between African-Americans and the rest – or between mainstream America and the latest wave of immigrants from south of the Rio Grande.* Instead, powerful divisions of interest and self-definition often set these groups of Americans apart from each other, and create a space for a politics of ethnic animosity. Add to that the rapid demographic shifts now occurring in contemporary America – shifts that for the first time will leave white Americans as a minority population within the American mosaic by 2050 – and sprinkle on top economic insecurity and financial pressure; and the result is a political mixture almost perfectly designed for the return of white insecurity-based nativism, “know-nothingism” and intensified racism. The 2016 Trump presidential campaign exposed those tensions in a way that no other recent presidential campaign had ever done, but Donald Trump did not create these divisions. He simply gave them a voice and a legitimacy they had hitherto lacked.

Before Trump, the growing insecurity of white America had found expression elsewhere, as indeed it still does, through at least two other uniquely American phenomena, both of which will need to be fed into the final analytical mix. One route was and is through the whole issue of guns and gun rights in America. The other was and is through the recent political impact of white Evangelical Protestantism.

There is a very strong libertarian streak in conservative political culture in the United States, one that is largely absent from conservative political thought in other major industrial capitalisms. It is a libertarianism that prefers states’ rights over federal ones, and individual rights over both; and it is a strand of conservative thought that is particularly resistant to any attempt (at either state or federal level) to restrict the right of the individual to bear arms. For guaranteed, as they are, the right to bear arms by the Second Amendment to the US constitution, contemporary Americans have chosen to bear those arms in phenomenal numbers. There are currently nearly 300 million firearms in private hands in the United States, and many of those firearms are particularly lethal ones. They include military-style assault weapons and semi-automatic assault rifles, as well as a plethora of smaller handguns that states often allow people to carry concealed into many public places (and even these days to carry openly in a growing set of public spaces). Not all Americans own or carry guns, of course. In fact, a majority of Americans do not; and indeed, the number of Americans with licensed firearms actually fell during the first Obama presidential term. But those who do own guns tend to own many of them, and they actually increased the total volume of gun sales during that same first term, inspired to do so by the nonsensical claim, from leading gun advocates, that the Obama Administration was set on eroding their Second Amendment rights.

For any attempt to lessen social tension by restricting access to the more lethal of the extensive weaponry currently available to private gun owners now generates a fierce political backlash – one that is currently orchestrated so well by the powerful gun lobby in Washington that no conservative politician (and only a few liberal ones) will propose even minor restrictions on gun use – and when they do, even those modest proposals fail. The vast majority of Americans (including the vast majority of gun owners) remain in favour of greater gun control; but the political class is immobilized on this issue, as on so many others, by the stridency of the minority who oppose reform. Which means that when American society faces real community tensions (as it does now), and when individual American families deal with increased levels of stress (as so many do now), the extra dimension of potential or real violence stalks their struggles. Americans kill each other – for personal and social reasons – on a scale and with a regularity unknown elsewhere in the advanced capitalist world: currently 30,000+ gun deaths a year (including the accidental killing of 214 children in 2016132), plus 80,000 gun-related injuries – the vast majority of which are the product of domestic disputes and petty crime, and not of terrorism either domestic or foreign.133 The threat and reality of random violence and death is a dimension of the social problem on this side of the Atlantic that is still fortunately missing from the equivalent social problems in the UK; and it is not an American export that any society should voluntarily copy.

Then there is the small matter of religion. Although the American constitution is clear on the separation of church and state, and though several of the Founding Fathers were at most deists, the America that their constitution created was not a secular one. Nor did the formal separation of church and state enshrined in that constitution later prevent a generalized Christian religiosity being constructed around public institutions and ceremonies in the United States. In consequence, religion – and especially the varying forms of the Christian religion – still matters to many Americans in ways it once did to people in Western Europe, but now largely does not; and American churches have their own politics. For our purposes here, the important thing to note is the way in which, over the last four decades, the politics of many evangelical Protestant churches have changed, particularly in the American South and West. There, white evangelical Protestants have become a major force for social conservatism, standing out strongly against new forms of marriage, against abortion in all its forms, and against extensive provision of welfare services to the “undeserving poor”. Not all of this is uniquely American, however. British readers of a certain age may well remember how unease with the erosion of traditional gender roles, and with new hedonistic cultures focused on the young, led many older and more conservative British voters to enthusiastically support Margaret Thatcher in the 1980s. Well, they and their concerns had their parallels in the United States in that same decade, in the increasing fusion of Protestant evangelicals with the socially conservative wing of the Republican Party. So that when we then move forward a generation, mix in a dash of libertarianism, put a black president in the White House, and see undocumented immigration grow and overseas military involvements bring individual acts of terror back home, the ultimate ultra-right-wing American cocktail comes clearly into place. It is one of “God-inspired” opposition to a whole swathe of liberal and progressive proposals from immigration reform and the Affordable Care Act to gay marriage and a woman’s right to choose – opposition that replaced a progressive Democrat in the White House in 2016 with a narcissistic misogynist prone to bigotry. Which is why, when we are examining later how to create a progressive coalition for change in America, we will need to remember that America already has its conservative, Tea Party, equivalent – one that will be even more energized by any attempt on the Democratic Left to use public policy for socially progressive purposes.

Tea Party America is, however, still a minority voice in the contemporary United States. Tea Party Republicans are vocal, and they are mobilized. But they are also outnumbered by the current majority of Americans who actually favour the use of government policy for socially progressive ends.134 That progressive support grows as we drop down the generations – it is weakest amongst the old, strongest among the young. And that should not entirely surprise us, because there is more in play in the social crisis of contemporary America than merely class, race, and gender – powerful as all those are, as determinants of life chances in the land of the free and the home of the brave. There is also age. For as we began to see when touching on student debt, the heaviest of the burdens currently generated by a flawed American capitalism are now being borne by the millennial generation. It is millennials who now demonstrate an increased propensity to return to live with their parents after graduating from college, and (where they can) to depend on them financially well into their late-20s.135 It is millennials who are struggling to find affordable accommodation as renters, and who feel increasingly shut out from the possibility of home-ownership. It is millennials who are struggling to break free of low and stagnant wages,136 and who are in consequence pushing marriage, childbirth, and owner-occupancy back later and later into their 30s.137 America may be exceptional in its gun culture and in its relationship to the Almighty, but it is entirely in lock-step with the United Kingdom in its depleted treatment of its young adults (regardless of their class or colour). There are still differences, of course – until recently, student loans were a bigger problem in the United States than in the United Kingdom, and the housing crisis is currently even deeper in the UK than in America138 – but there is significant convergence on both those fronts and on others, as we shall now see as we turn to examine the social consequences of a similarly flawed capitalism on the other side of the Atlantic Ocean.
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* The income figures for 2016 corrected that shortfall slightly, but even though most families are now nearly back to 2007 income levels, inequality continues to grow, with the top fifth of earners taking more than half of all overall income in 2016 – itself a record.

* Echoing findings we will see later for the UK, the Consumer Financial Protection Bureau’s first national survey on the financial well-being of US consumers – released in October 2017 – found “more than 40 per cent of adults struggling to make ends meet … 43 per cent … struggling to pay bills. Additionally, over one-third – 34 per cent – of all consumers surveyed reported experiencing material hardships in the past year … (examples include running out of food, not being able to afford a place to live, or lacking the money to seek medical treatment).” (CFBP, 4 October 2017).

* This analysis is echoed in the introduction to the 2010 “Report of the White House Task Force on the Middle Class” that drew the president’s attention to the existence of “two very different growth regimes over different periods of history. Between 1947 and 1979, for example, real median family income grew at an annual rate of 2.4 per cent, which amounts to about a doubling of real income over this period. After 1979, however, this trend decelerated significantly, as real median family income grew only 0.4 per cent a year, for a total increase of 14 per cent … in the later regime, since 1979, the growth of family income has become increasingly disconnected from the broader growth of output and productivity. While productivity has continued to grow robustly, middle-class families are no longer getting their share of that growth.” (p. 3).

† These middle-skill occupations include sales, office and administrative support, production, construction, extraction, installation, maintenance and repair, transportation, and material moving.

* Using the European 60 per cent of median income definition of poverty, the proportion of American children living in poverty rises to one in every three – putting the US behind 35 other leading economies. The equivalent Norwegian figure, for example, would be one child in every twenty.

* The US prison population, at 2.3 million, is the world’s largest; 11 million Americans cycle through jails and prisons each year, and a full 75 million Americans have a felony on their record and so are vulnerable to employers’ background checking. “Men with criminal records account for about 34 per cent of all non-working men ages 25 to 54, according to a recent New York Times/CBS News/Kaiser Family Foundation report.” (New York Times, 25 February 2015).

† The Hamilton Project found, for 2014, that 13 per cent of those living in poverty were in full-time employment, and that just over a quarter of the American poor were in work but unable to find full-time employment. Eighteen per cent – a third of the non-working poor – were disabled; 26 per cent – just under half of non-workers – were either care-givers or students, and 6 per cent were retirees.

* “Across the United States, [those same] black infants die at a rate that’s more than twice as high as that of white infants.” (Zoe Carpenter, “Black Births Matter,” The Nation, 6 March 2017).

* This also. “The irony is that the scourge of eviction is a function of inequality. As Desmond notes, in 2008, [the year of the evictions he studied] tax benefits for middle-class and affluent homeowners exceeded $171 billion. This figure dwarfs the $22.5 billion that he estimates would be needed to give every poor renter in the country a housing voucher.” (Press). As The Washington Post put it: “the geography that we live today – where poverty clusters alongside poverty, while the better-off live in entirely different school districts – is in large part a product of deliberate policies and government investments. The creation of the Interstate highway system enabled white flight. The federal mortgage interest deduction subsidized middle-income families buying homes there. For three decades, the Federal Housing Administration had separate underwriting standards for mortgages in all-white areas and all-black ones, institutionalizing the practice of “redlining.” That policy ended in the 1960s, but the patterns it reinforced didn’t end with it. “Exclusionary zoning” to this day prevents the construction of modest or more affordable housing in many communities.” (14 April 2014).

* Wholesale and retail buyers (except farm products); police and sheriff’s patrol officers; bookkeeping, accounting and auditing clerks; general office clerks; and data entry keepers.

* At the state level, only California, New Jersey and Rhode Island currently have fully-implemented family leave policies. New York’s new legislation is scheduled to begin in 2018, and now at least 23 cities and five states have statutes on the books that give some rights to paid sick leave.

* “At nearly $18,000 per year, the average cost of centre-based care for an infant and a preschooler amounts to 29 per cent of the median family income. Analysis by the US Bureau of the Census shows that the average weekly cost of childcare for families with employed mothers is about 30 per cent higher than it was 15 years ago.” (Center for American Progress, “Child Care Deserts”. Washington, DC, 27 October 2016).

* But not only on their shoulders. The fastest growing group of student-loan defaulters are actually defaulters over the age of 60: a trend that “not only reflects borrowers carrying student debt later into life, but also the increasing number of older consumers that have borrowed or co-signed student loans for the children and grandchildren. A recent government report found that an increasing number of older Americans … have been subject to offsets of their Social Security benefits in-order-to repay this debt.” (http://cardtrack.com/wp-content/uploads/2017/01).

* “6.3% of all marriages were between spouses of different races in 2013, up from less than 1% in 1970. Some racial groups are more likely to intermarry than others. Of the 3.6 million adults who got married in 2013, 58% of American Indians, 28% of Asians, 19% of blacks and 7% of whites have a spouse whose race was different from their own.” (Pew Research, 12 June 2015).
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The Slow Disintegration of the UK’s Postwar Settlement

“People are fed up. They are fed up with not being able to get somewhere to live, they are fed up with waiting for hospital appointments, they are fed up with zero-hour contracts, they are fed up with low pay, they are fed up with debt, they are fed up with not being able to get on with their lives because of a system that’s rigged against them.”

Jeremy Corbyn1

“My generation has not served its children well”.

Will Hutton2

Modern economies can be very similar in their basic principles of organization and in their associated strengths and weaknesses, and still sustain very different kinds of societies. Economies have their logics, but societies also have their histories. The logics may be similar but the histories can be different – and in the US and UK cases they most definitely are. They are different in the ways in which the two societies were originally constructed and have developed over time. They are also different in the ways in which they now struggle to cope with the common set of economic problems released upon them by the shared nature of their flawed capitalisms. This overlap of the similar and the different is what allows so rich a cultural exchange between the two societies, with the similarities facilitating the exchange and the differences making the exchange perennially fascinating. Americans play baseball. The English play cricket. Nothing could be more different than that; and yet each sport carries the marks of a shared experience of imperialism. American baseball calls its end-of-season play-offs “The World Series”, although only North American teams are permitted to participate.3 The Japanese and the Cubans play baseball too – a legacy of previous decades of American dominance – but they are not invited. The English now regularly lose at cricket to teams from countries that only play the game because once they were British colonies. In the heyday of empire and as late as the early-1950s, the English always won at cricket, unless playing teams from the white dominions; but as this is being drafted, the national test team just lost a series of five-day games 4-0 to the Indians. Only an empire could sustain a game that lasted five days – the colonial masters had to find something to do to while away their time – but only an empire long gone could regularly lose its defining game to former colonists of all colours, as is the English practice now.

Jeremy Paxman, when writing of “The English” in the 1990s, spoke of “living all his life in the England which emerged from the shadow of Hitler”, and of having “to confess an admiration for the place as it seemed to be then, despite its small-mindedness, hypocrisy and prejudice”.4 We are of a similar age, he and I: and I too remember growing up in the 1950s in a society with very low levels of consumption – one that had only recently left war-time rationing behind, one that was just beginning to absorb the television age, and one that still took an annual weekly vacation to the local town on the seashore. It was a society in which most married women with children stayed home to rear them – washing on Mondays and ironing on Tuesdays, their clothes drying on a nation of outdoor clothes-lines whenever the British weather allowed. It was a society that was still predominantly white, and one that was profoundly insular. It was a society that was slow – and in the early 1950s reluctant indeed – to shed the habits and attitudes that had bound people together during the years of war, including those of deference to individuals of a higher social class; but those habits and attitudes did slowly begin to change, and for good reason. After all, the major domestic legacy of that war, as we saw earlier, was the creation of a universal welfare state that had not existed before or during the Second World War, and a guarantee of full employment for the soldiers returning from war that had been entirely absent during the Great Depression. It was that Keynesian-based welfarism which then slowly raised living standards for the wartime generation itself – changing attitudes as it did so – and from the 1960s sustained a new generation of better-educated, better-fed and better-resourced Britons who remain with us now as the ageing baby-boomers.

They, and in their turn their children, then lived through an ongoing set of interlinked but quiet economic and social revolutions. They experienced the unexpected economic upheavals of the 1970s, witnessed the Thatcher revolution that pulled the British state back from the direct ownership of core industries, and participated in the debt-based consumer explosion that eventually followed. They saw the economy move from one based on manufacturing to one based on services. They saw the rise and fall of UK trade union power, and the eventual re-entry into paid work of more-and-more married women with children. They saw successive waves of immigration, initially from Britain’s former colonies, but more recently from an expanded European Union and a traumatized Middle East. And they saw the emergence – just before the unexpected financial crisis that started in September 2007 with the failure of the English equivalent of Bear Stearns, Northern Rock – of what we described in 2005 as “a gridlocked economy and society: gridlocked on interest rates because of the contradictory requirements of the manufacturing sector, the housing market and the trade deficit; and gridlocked – literally gridlocked – on its road system by the very volume of imported cars that low interest rates and soaring house values have enabled UK consumers to buy”.5

Reviewing that set of changes in the early 1990s, when many of them were still only embryonic in form, it was possible to write of life-chances in the UK still being “unevenly divided … between generations and within generations, between ethnic groups, genders and classes” with “the contemporary UK [being] run in the main by middle-aged white males”; and of social privilege being “transmitted between generations mainly by the inheritance of wealth and participation in privileged forms of education”.6 Yet even before New Labour took over in 1997 from a by-then largely discredited Thatcherite project, Will Hutton was able to describe “The State We’re In” as “a 40:30:30 society, one in whose labour markets a privileged 40 per cent experienced rising incomes and high levels of job security, 30 per cent experienced far less security in both employment and wages, and a bottom 30 per cent were locked into various forms of social disadvantage”.7 New Labour inherited a society overwhelmingly divided by class – as well as by ethnicity and by gender – but it also inherited one in which the prosperous 70 per cent expected their rising living standards to continue, while remaining largely wedded to the continuation of the broad institutional structures set in place by the Attlee Government a generation before. Public support for the NHS, for example, remained either side of 2008 greater in the UK even than support for the monarchy – and that support (which had dipped briefly in the aftermath of the death of Princess Diana) continued to outstrip support for most major private civil institutions. UK society, as the financial crisis broke, was one with its own unique fusion of rising expectations and traditional identities. How else are we adequately to explain the decision to build the opening ceremony of the London Olympic Games in 2012 around a celebration of the British welfare state?

Both then and now, the general UK population expects things to get steadily better. They expect their social options to widen; and to a far greater degree than their American equivalents, they expect their politicians to deliver that economic growth and steady social reform. And if those politicians do not so deliver, they expect them to go. Indeed, the Conservatives outstayed their welcome so badly by 1997 as to fall to the largest electoral defeat in their party’s history since 1846; and the party that defeated them, New Labour, met a similar fate just 13 years later, dropping from an overwhelming majority to opposition status in just three election cycles. The collapse, over seven decades, of two major political projects – one Keynesian in the 1970s, one neoliberal three decades later – left key sections of UK society by June 2016 alienated from both political parties to such a degree that, as the United States would demonstrate on an even grander scale five months later, for a majority of the electorate any change was thought preferable to a continuation of the status quo. Why that political volatility should have come to affect even old stale Britain is the underlying question we shall explore now as we trace the stage-by-stage disintegration of the UK’s postwar settlement.

Families just managing

Americans and the British tend to use the term “middle class” rather differently. In the United States these days, it is conventionally used in a catch-all way – particularly by politicians on the stump – to encompass everyone not on welfare or part of the super-rich. There is a tighter American definition, of course: one that we discussed at the beginning of Chapter 4. In the UK, however, the term has a more precise popular as well as academic meaning, because there both the culture and the academy are still comfortable using the term “working class” in ways that contemporary Americans apparently are not. (Indeed, when UK social attitudes were last surveyed in 2015, a full 60 per cent of those polled declared themselves to be “working class”, even though in the UK now only 25 per cent of workers are in manual occupations).8 The official statistics in the UK used to split the population into five/six categories by income (A, B, C1, C2, D, E) with the lower-middle class as category C1 and the upper-middle class as B. That has changed lately – the new schema splits the population into eight categories, in recognition of the decline of manual work and the proliferation of service employment* – but still the term “middle class” is generally applied to just a limited set of people. It is used to encompass people in managerial, professional and semiprofessional positions, and shades away at the bottom into lower administrative and service positions (into a white-collar working class) and at the top into very senior managers and professionals (the UK’s famous Establishment).9 There are clear US parallels here, as well as clear US differences; underscoring the fact that the bigger differentiation between the US and UK experience of middle-classness lies less in the labelling itself than in the label’s structural underpinnings. For to a far greater degree than in the US, in the UK it still makes sense to think of there being two middle classes, not simply one: a middle class of managers and small entrepreneurs in the private sector, and a middle class of public sector employees with university education behind them – teachers, doctors and nurses, social workers, civil servants, and health-care administrators. The two differ by the sectors in which they work – the private or the public – but currently they are united by the fact that they are both being squeezed.

The most recent evidence for this has come from a string of reports from the Resolution Foundation focused on the lower-middle class and their closest working-class equivalents: particularly their 201110 and 201311 reports. The consistent message coming from what are now a string of annual reports from the Foundation on low- and middle-income families* is that the majority of such families were and are just getting by – just managing. Indeed JAMs (“just about managing families”) entered the political lexicon in 2016, as the group most in need of help from the new Conservative Government led by Theresa May. Theresa May recognized that herself when, in her first public statement as prime minister, she said this to what she termed “ordinary families”:“You have a job but you don’t always have job security. You have your own home, but you worry about paying a mortgage. You can just about manage but you worry about the cost of living and getting your kids into a good school. If you’re one of those families, if you’re just managing, I want to address you directly”.12

As early as 2011, the Resolution Foundation found “worrying signs for people on low-to-middle incomes” as “the highest earners take more-and-more of the proceeds of limited growth and so-called ‘middle-skilled’ jobs are replaced by advancing technology”. Echoing the findings of Tüzemen and Willis cited in the previous chapter, their reports point to causal forces in play here that include, among other things, “the rise of mass automation and the digitalization of production, twinned with greater globalization”, with “harsh consequences for millions of workers, particularly those in mid-level jobs in administration and manufacturing, who have seen their roles displaced”. The next change, they think, will be “the levelling-off of the growth in female participation in the labour market, not least as the punitive cost of childcare takes its toll”: not to mention “recent cuts to the system of tax credits and benefits” that were “bringing to a screeching halt the growing role of the state in lifting household incomes”.13

The Foundation’s chief economist in 2011 tried to capture the impact of these three daunting headwinds – globalization, falling labour market participation rates, and capped welfare spending – through the experience of one household: one positioned, as he put it, at “the top end of the 11 million adults living on low-to-middle incomes”. The experience of that household is worth recording here in detail:

Both work full-time, Karen for a children’s centre and Darren for a software company, each earning a bit less than the average wage, making for a decent household income. The proud parents of four children … they nurture high hopes for their future. But scratch the surface, and there is palpable frustration. Life has not panned out how they thought it would: in their mid-30s, they still can’t afford to buy their own home, the cost of running a family is escalating, the constant grind of financial insecurity takes its toll, and – underneath all this – is their entrenched belief that their living standards are flatlining, and will continue to do so. ‘My mum and dad’s generation saw their wages go up ahead of prices, with us it’s the other way round,’ says Darren.

As Giles Kelly then reported, Karen and Darren were “not alone – indeed in many ways theirs is an ordinary tale. Millions of people … coming to terms with the sense that their living standards are falling short”.14 A later Resolution Foundation report (this one from 2016) put it this way: according to their data “a 28-year-old couple with a baby, with one parent on low pay, were £760 worse off in 2016 compared with 2008. When the couple are older, aged 35, with two children and both working full time on a medium and low wage, they are still £530 poorer”. The report also found that these “just managing families” were “more than twice as likely to rent privately rather than own their own home” and were now spending “a quarter of their income on housing costs alone”, cushioned by “less than a month’s income worth of savings”.15
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Figure 5.1 Number of months’ net income held in savings/financial assets by low- to middle-income families in the UK

(Source: David Finch, “Hanging On”. London: Resolution Foundation, September 2016).

Moreover, what Giles Kelly did not report in 2011, but others later did, was the degree to which, for families like Karen and Darren’s, family living standards were being sustained in the wake of the 2008 crisis and subsequent recession (if they were being sustained at all) only by the acquisition by the adults within those families of alarmingly large quantities of personal debt. And not just mortgage debt – getting a house (as the Kelly example indicates) is less and less an option for more-and-more middle-class members – no, as we first mentioned in the Introduction, what is accumulating here is predominantly credit card debt and student debt. Accumulating so quickly and in such volume that by 2016, according to NEF’s recent report,16 it will take the average Briton until they were 69 to be free of all debts. As the report said, “average personal debt has grown by a fifth since the financial crisis: not including mortgages it is now £9,000 per household, with 1 in 10 indebted household’s consumer debts exceeding 60 per cent of their incomes”. Recent TUC data is similarly alarming: consumer credit, which had peaked in the UK at £230 billion before the financial crisis, was back to £212 billion by the end of 2015; and total unsecured debt for UK households (including credit cards, payday loans, car loans and student loans – but not mortgages) that had peaked pre-crisis at £364 billion, was up £48 billion between 2012 and 2015, to total £353 billion again.

Behind these daunting total figures stand two particularly disturbing trends. The first is a rise in households that are over-indebted (that is, have debt repayments that consume more than 25 per cent of their gross income). That figure was up 28 per cent between 2012 and 2014. The TUC estimated for 2014 that “3.2 million households (one in every eight in the UK) were paying out more than one quarter of their gross incomes to their unsecured creditors” and that “half of those households were extremely over-indebted: required to pay out more than 40 per cent of their gross income”17 in this fashion. The second is this: that the latest driver of rising debt among these hard-pressed middle-class families is not the purchase of immediately-consumable goods and services. It is student loans – a relatively new phenomenon in the UK but one that is now rising fast. Student loans in the UK still attract a lower rate of interest than do other unsecured loans, and are only paid back after certain earning thresholds are reached: but even so, student loan debt in the UK rose in 2015 by 17 per cent, to £86.2 billion, as the first cohort of students to pay higher fees graduated, and crossed the £100 billion threshold for the first time in March 2017.18 Current estimates suggest that those graduates will leave university with an average of £44,000 of debt/head – compared with an average of only £16,200/head for those graduating five years earlier.19 If true, that makes their debt levels “higher, on average, than their peers in any other English-speaking country, including the US”.20 If true, it also means that perhaps 70 per cent of them will “never pay off the debt … instead they will have to make repayments for 30 years before then having the unpaid loan written off”.21

What figures of this kind also suggest is that it is now more difficult for most middle-class families to climb up the social ladder at the top than it is to slide down that ladder at the bottom: more difficult, that is, to go from rags to riches than it is to go from modest affluence to genuine poverty. This was not true for the baby-boomer generation. Then, the proliferation of new managerial jobs in both the public and the private sector that had to be filled for the first time allowed the brightest of working-class boys (and it was almost exclusively boys) to move – via grammar school normally, rather than via university – into the bottom ranks of the middle class, thereafter to rise by the quality of their managerial performance. But those days have largely gone, as both the data on income and wealth distribution in the contemporary UK, and on the current scale of social mobility, make abundantly clear. It is not simply that this first generation of postwar private- and public-sector managers had sufficient children to fill its vacancies as its members began to retire. It is also that the gaps in income that now need to be bridged as individuals seek to climb have – in the UK as in the US – recently become ever wider: and for much the same reasons in both cases. This, for example, is Will Hutton on prevailing trends in the distribution of income in the UK:22

For twenty years, the great British inequality machine has hurtled on, driven largely by the burgeoning incomes of the top 0.1 per cent – almost all of whom are directors, bankers or work in business services and real estate – who captured the lion’s share of any gains in real productivity. In 1995, they took 3.2 per cent of all income; by 2009 that had more than doubled to 6.5 per cent, falling back to 4.8 per cent in 2011 as bonuses fell during the recession. The other top 0.9 per cent were not slouches: together with the 0.1 per cent, the top 1.0 per cent saw its share rise from 10.8 per cent to 15.4 per cent over the same period, then fall back to 12.9 per cent, impacted by the same cyclical effect on bonuses as the top 0.1 per cent. But 70 per cent of the rise in the income share of the top 1 per cent was driven by the top 0.1 per cent.
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Figure 5.2 Consumer debt growing faster than incomes

(Source: Frank Van Lerven, “Northern Rock Ten Years On”. London: New Economics Foundation, 15 September 2017).

The pattern of income inequality in the postwar UK is not quite the same as that in the US. Income inequality increased sharply in the UK through the Thatcherite 1980s, but stabilized through the 1990s. “The Gini coefficient, a scale on which zero is absolute equality and one is pure inequality, rose from 0.25 in 1979 to 0.34 in 1991”.23 What has happened to income inequality since then is a matter of dispute – recent academic research suggesting a sharpening of inequality again, the latest ONS figures suggesting the reverse. Either way, income inequality in the UK remains significantly higher now than it was in the 1970s, and higher than is common today in other advanced economies in Europe.24 As the chair of the government’s Social Mobility Commission reported in June 2017, since the financial crisis, “the gap between the highest and the lowest paid [has] increased dramatically. In 1998, on average the highest earners were paid 47 times that of the lowest. By 2015 the equivalent gap was 128 times more”.25 What we are currently witnessing, in relation to income inequality at least, is possibly a degree of “re-convergence” with the United States. Certainly in 2011, the High Pay Commission in London estimated that “if current trends continue, by 2025 the top 0.1 per cent of [UK] earners will take home 10 per cent of the national income and by 2030 we will have gone back to levels of inequality not seen since Victorian Britain”. A top executive in a FTSE 100 company “is currently paid 145 times the average wage. If we return to trends seen before the crisis”, the Commission reported, “by 2020 that differential will be 214 times”.26 And with income inequality rising on this scale and in this manner, wealth inequality inevitably rises also. In fact, the Institute for Fiscal Studies recently showed the UK to be more unequal a country when measured by wealth even than when measured by income: a Gini coefficient for wealth inequality in 2015 in the UK of 0.65.27
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Figure 5.3 Weekly net household income at each percentile point, 2015–16 (UK)

(Source: IFS and Rowntree Foundation, Living Standards, Poverty and Inequality in the UK, 2017).

In such a climate, it is hardly to be wondered at that the wage-premium accruing to core middle-class jobs (all uniformly “graduate-only … examples include academics, natural scientists, mechanical engineers, accountants, and teachers”) should now be falling.* “A teacher, for example, earned 24 per cent more than the average in 1975, but only 6 per cent more in 2013”.28 Nor is it surprising that the UK now records a lower rate of upward social mobility (defined as people ending up in a different occupational or social class, or a different point on the income scale, to their parents) than do a string of other major industrial economies with more equal income distributions. For all the claims that the Thatcherites made about freeing up the entrepreneurial spirit by removing the dead hand of government, we now see that “those born in the 1980s – the Thatcher generation* – are the first to start with lower incomes than their parents”.29 As the government’s Social Mobility Commission put it, in November 2016:

Britain has a deep social mobility problem which is getting worse for an entire generation of young people … Our country has reached an inflection point. The rungs on the social mobility ladder are growing further apart. It is becoming harder for this generation of struggling families to move up … People born in the 1960s, 1970s and early 1980s have lower incomes than their predecessors did at their age. The twentieth century expectation that each generation would be better off than the one preceding it is no longer being met.30

The Institute for Fiscal Studies summed up the current condition of the UK middle class in this way:

In key respects, middle-income families with children now more closely resemble poor families than in the past. Half are now renters rather than owner-occupiers and, while poorer families have become less reliant on benefits as employment has risen, middle-income households with children now get 30 per cent of their income from benefits and tax cuts, up from 22 per cent twenty years ago.31

The persistence of poverty

If you drop out of the middle class in the contemporary UK, where do you end up? You end up in the growing ranks of the British poor; and sadly, there are currently plenty of such ranks for you to join.

As we saw earlier, official America only recognized the persistence of poverty, and began to wage a war upon it, in the 1960s. By contrast in the UK, a sensitivity to the problems of the poor, and to the extent of poverty in particularly the emerging industrial and commercial cities of a by-then imperial Britain, stretches back in modern times to at least the late-Victorian period; at which point (and forever thereafter) poverty-resolution settled in (generation after generation) as a major target and motivating force for British radicals of many political persuasions. But there is a sense too that in the UK, as in the US, this long-recognized poverty was also “rediscovered” in the 1960s: in that as general living standards in Britain began incrementally to rise as the baby-boomers came to their maturity, it became increasingly obvious to their political leaders that certain groups of British voters were being left behind. The poverty of those groups – the impaired nature of their living standards relative, that is, to those around them – became too visible for politicians easily to ignore; and so it was from the 1960s that official UK, like the EU more generally later, began to define poverty not against an absolute minimum standard of living (fixed by a money amount and varied only by family size) but as any standard of living that was significantly lower than that normal in UK society as a whole. In that way, poverty in the UK came to be measured as an income level of less than 60 per cent of median income – it became a moving target, that is, rising as incomes rose – and understood in that fashion, became also an unavoidable reality for New Labour as the Blair-led government came to power in 1997.

To its credit, New Labour entered office determined to tackle the varying kinds of poverty that had built up in the Thatcher years, an accumulation that had helped ultimately to discredit her acute form of deregulated capitalism.* New Labour entered office convinced that the main source of poverty was not income inequality per se, but the exclusion of the poor from mainstream sources of income. Leading Labour politicians were not foolish, of course. They recognized that the sources of poverty compounded each other over time, to leave in many UK towns and cities certain areas of acute cumulative social deprivation; and so initially created a Social Exclusion Unit to plan what they called “joined up” policies to bring extra resources to the communities in greatest need.32 But over time, New Labour came to put the weight of its anti-poverty initiatives elsewhere: not into community regeneration of the Social Exclusion type, but into welfare-to-work programmes modelled on those developed by successive American administrations from the Nixon years on; into “stealth socialism”,33 as Gordon Brown was want to term it, tax changes and welfare spending to guarantee improving minimum living standards for both the old and the low paid; and – most of all – into a string of initiatives to break the cycle of deprivation generation-by-generation, through policies to halve the rate of child poverty by 2010, and to end it entirely by 2020. This last was particularly important, given that “in 1998 the UK was bottom of the European League, with the highest child poverty rate in the EU”.34

Prior to the 2008 financial crisis and its subsequent recession, New Labour made significant progress on at least some of these anti-poverty fronts. In its first decade in office, it moved a quarter-million welfare recipients from welfare to work.35 It raised living standards among the elderly poor, taking the bulk of British pensioners out of poverty entirely for the first time in UK history; and it significantly lowered the scale of poverty amongst children. Between 1997 and 2010 “relative child poverty fell from 26.7 per cent to 19.7 per cent, or by some 800,000 children”.36 That was to be welcomed, of course, but even before the financial crisis broke, the tenacity of poverty in the UK was already creating a significant New Labour undershoot. There were 1.5 million poor children living in households with a full-time working adult in 1998; and that number had not altered a decade later; and as Richard Dickens put it at the time, “poverty among children would have to fall another 900,000 children in just one year in order to achieve the … target of halving child poverty over ten years”.37 In the event, that simply proved impossible, leaving the Institute for Fiscal Studies reporting that child poverty, pensioner poverty, and income inequality were all up and rising even before the financial crisis then accentuated them all.38 The ultimate tragedy for New Labour’s anti-poverty ambitions was that the financial crisis of 2008 not only wiped away in one year all the gains of the previous eleven on employment, fuel poverty, and the number of children living in poverty homes.39 It also eventually triggered the replacement of New Labour in power by a Coalition Government whose deliberately adopted austerity policies combined to eradicate the rest of the modest anti-poverty gains that had been made since 1997.
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Figure 5.4 Relative poverty rates (after housing costs) among individuals in working households since 1961 (GB)

(Source: IFS and Rowntree Foundation, Living Standards, Poverty and Inequality in the UK, 2017).

The resulting scale of contemporary UK poverty is both striking and disturbing. “The proportion of the population living in poverty, after taking account of housing costs, has been about a fifth for more than a decade”.40 According to the Resolution Foundation’s latest figures, 13.5 million people in the UK are currently living in poverty: 21 per cent of the entire UK population, including 7.9 million working-age adults,* 3.9 million children and 1.6 million pensioners. But quite who is caught up in poverty is actually changing: as the report notes, “in past decades, old age was virtually synonymous with poverty” but “this is no longer true”. Over the last quarter century, “income poverty amount pensioners [has] plummeted from around 40 per cent to 13 per cent” while simultaneously “child poverty rates rose and fell twice and remain high at 29 per cent”. Poverty among working-age adults without dependent children, by contrast, “has slowly but steadily risen from around 14 per cent to around 20 per cent”, to leave the UK “firmly in the middle of the European league table on material deprivation”: higher in this regard than “Spain, the Czech Republic, France and Germany among others”. The CEO of the Joseph Rowntree Foundation put it this way in 2016:41 “There are signs of the changing nature of poverty: there are more people in working families in poverty compared with five or ten years earlier, and fewer people in poverty in workless ones. Progress on both pensioner poverty and child poverty has stalled, with no change in the last five years.”

UK poverty currently comes in many forms, and brings many ills with it to the individuals and families it strikes.42 It brings food poverty. One in eight workers in the UK are currently skipping meals to make ends meet, according to the TUC.43 It brings fuel poverty. At the height of the recession in 2011, heating fuel poverty affected a quarter of UK’s households, up from a fifth in 2010 as bills soared and pay remained unchanged.44 There were still 2.3 million households who were fuel poor in 2014.45* It brings homelessness and housing insecurity. “The number of people sleeping rough in England has risen for the sixth year in a row, according to the latest official figures. An estimated 4,134 people bedded down outside in 2016 … an increase of 16 per cent on the previous year’s figure … and more than double the 2010 figure”.46 It brings depleted access to resources by the very young – poverty currently experienced by one child in every four in Britain – children who are entirely innocent of any responsibility for their own plight. And it brings actual destitution. Currently, “more than one million people in the UK are so poor that they cannot afford to eat properly, keep clean, or stay warm and dry … and are left dependent on charities for essentials such as food, clothes, shelter and toiletries”.47 Young men, and recent migrants, are particularly at risk of destitution of this kind. With numbers like this, it is clear that poverty in Britain is currently so ubiquitous that you have to stay indoors to avoid it. It is a poverty found among families in suburbs and small towns far from London. It is a poverty found too in inner-city areas in each major city and urban area; and there, poverty is particularly prevalent among ethnic minority communities and among recent immigrants from the European Union and the Middle East. Broadly speaking, that is, poverty in the UK is predominantly white in the north and the suburbs, and predominantly non-white in the cities and the South.

UK poverty is not distinctly rural, as it is in parts of the United States, because there is very little rural Britain left in which to be poor. But urban Britain is blighted by it, and its sources there – as in the US – take at least three forms. There is poverty produced by involuntary unemployment, although that currently is on the wane. There is poverty caused by low wages – and that is not on the wane. On the contrary, and as we first saw in Chapter 3, there are currently more than 5 million people in Britain working full-time for less than a living wage, and at least a further three-quarters of a million exposed to zero-hours contracts with all their attendant evils (the latest data suggests the existence of 1.7 million such contracts, suggesting that most of those on them – disproportionately young and female workers – survive by working two such jobs simultaneously).48 Working full-time and still being poor is more common now than once it was: in the early 2000s, “about 40 per cent of absolutely poor people lived in ‘working’ households, which included people in some sort of employment. Today, over half the poor do”49– 55 per cent in 2014–15, some 7.4 million people living in poverty in households in which at least one adult was working. In total, 3.8 million workers, “200,000 higher than a year earlier and one million more than a decade earlier”.50

And then in the UK, as in the US, there is poverty caused by welfare dependency – particularly poverty caused by disability. Latest findings from the New Policy Institute suggest that “28 per cent of those in poverty in the UK are disabled (3.9 million people) while a further 20 per cent of people in poverty (2.7 million) live in a household with a disabled person”.51 Doing the sums: that means that “nearly half of the poverty in the UK is … directly associated with disability”. That said, however, it is also true for the UK, as for the US, that the rate of poverty in the other categories would be much higher if welfare provision were somehow to be taken away. Certainly “the lowest paid 15 per cent of the workforce is the only part of the British labour market to have seen a pay rise, in real terms, over the past decade because of the impact of the rising minimum wage”.52 The current best estimate is that welfare programmes such as housing benefits and earned income tax credits keep a further tranche of British citizens just out of the poverty zone, parking them just above the 60 per cent threshold. The cumulative result is something the TUC refers to as “rubber band” poverty: “recurrent poverty, lots of people who bounce between being and not quite being poor”.53 And in truth it is a striking feature of UK politics since the financial crisis that this third source of poverty (welfare dependency) has generated more-and-more “rubber band” hardship – affecting perhaps one Briton in three – because of austerity policies designed to cap, and ideally reduce, the overall welfare budget. Indeed, so significant is that attempt that we shall discuss it more fully in Chapter 7. All we need to note now is its consequence – the way in which “a mix of continuing cuts to social security and public services, squeezed wages and rising living costs mean that 2017 is set to be another tumultuous year for many … and to be particularly tough for Britain’s poorest children”.54

Those children will pay the greatest cost, of course, for the persistence of poverty in the UK; but poverty is not costless even to those who avoid it. On the contrary, and on the government’s own figures, poverty in Britain cost £78 billion in 2016 – mainly in the form of healthcare costs, education, policing and depleted tax revenues55 – and there is nothing to suggest that that cost will be any less in years to come. On the contrary, if the prognosis made by Stewart Lansley and Joanna Mack is correct – in their remarkable study of the rise of mass poverty, Breadline Britain – without a fundamental redesign of the social underpinnings of the UK economy, things can only get worse. They wrote this:

Since the late 1970s, Britain has built a high propensity to poverty into its economic and political system, one linked, in essence, to the increasingly unequal division of power, opportunities and rewards. Not only are increasing numbers living in deprivation poverty, but a growing proportion of the population is at risk, facing a range of deprivations that increase their chances of falling below the living standard defined as the minimum necessary in Britain today. Over the last thirty years, the precise nature of the deprivations that the poor face has changed. But while the poor of today do, in some respects, have more possessions than they had in the past, they share with the poor of previous times a fundamental inability to fully participate in the society in which they live. Despite rises in overall prosperity over time, far greater numbers have become unable to meet the requirements for living in contemporary society.56

Gender inequality and work–life balance

In the UK, as in the US, the burden of that poverty falls more heavily on women than on men because, like American women, British women continue to have less access than do the men with whom they live to the full range of resources and life-chances available in a modern economy. Both societies are still heavily scarred by sexist attitudes and by patriarchal practices,* and in that sense are very similar; but they do differ in the degree to which public policy has recently been developed to address – at least in some modest fashion – the worst excesses of male dominance. On issues of poverty, the UK looks very American. On issues of gender, it looks rather less American than it does northern European.

Gender issues did not figure centrally on the UK’s political agenda until relatively recently. The UK led the way on abortion reform in the 1960s, and passed both an Equal Pay Act and a Sex Discrimination Act under Labour Governments led by Harold Wilson in the 1970s. But the postwar welfare state created and sustained by “Old” Labour governments, and by pre-Thatcherite Conservative ones, had been constructed on the premise of the “male breadwinner model” – and that premise held good for at least a generation, until it was undermined by the steady return to paid work of married women with children, the rise of the two-income family, and the entry of women into secondary and then higher education in increasing numbers. Margaret Thatcher may well have been the UK’s first female prime minister, but there was no “gender revolution” on her watch. On the contrary, old gender assumptions prevailed throughout the 1980s as the limits of the male breadwinner model began to manifest themselves, and as the special needs of women as mothers continued to be met primarily by the direct payment to women having and raising children of a cash payment – a “family allowance” as it was called – for each child of school age.

But as New Labour entered office in 1997, things were beginning to change. The new government inherited an economy in which more and more women carried the double-burden of paid and unpaid work.* It also inherited a society in which the vast majority of lone-parent families were headed by women, and one in which women – either married or living alone – were significantly “under-pensioned” relative to men.57 A greater percentage of women worked outside the home, and for pay, than ever before; but they did so, in the main, from within family structures in which the distribution of domestic roles still left them with the bulk of responsibility for child rearing and for the care of the old. The rules governing paid work in most privately-owned businesses, the length of the male working day in those businesses, and even the structure of the school calendar in the UK of the 1990s – all remained largely insensitive to the cross pressures they inevitably created for women attempting to mix unpaid work inside the home with paid work outside it; so obliging large numbers of those women to settle for low-paid and part-time employment of an inherently unsatisfactory kind. These cross-pressures of home and work then fell unevenly on women of different class and ethnic backgrounds. Traditional work roles were most heavily entrenched in Asian ethnic communities. Poverty and job insecurity were greatest among working-class women. Access to public health and education were easiest for women (and children) in the middle class, and so on; and in consequence New Labour policies were bound to impact different categories of women in different ways.

But New Labour did at least try to address gender issues linked to the balancing of work and life. New Labour’s Chancellor of the Exchequer for its first decade in power, Gordon Brown, was sufficiently sensitive to traditional feminist concerns, and sufficiently aware of the gendered nature of the UK labour market, to give high initial priority to the creation and funding of a national system of childcare. As he told the House of Commons in his first budget speech: “from this budget forwards, childcare will no longer be seen as an afterthought or a fringe element of social policies but from now on – as it should be – an integral part of our economic policy”.58 That first budget planned for 50,000 young people eventually to train as childcare assistants, as part of its “New Deal” for the young unemployed. It also allowed families receiving family credit, housing benefit or council tax benefits to have the first £100 of their weekly childcare costs disregarded in the calculation of their in-work benefits; and that was just a beginning. Each subsequent budget and pre-budget statement built on that “first step” and did so in a steady, incremental and consistent fashion.

In budget after budget, the aim of policy was the same – “to enable parents and carers to balance work and family responsibilities”. And the response was equally consistent: “extra help for childcare” in the form of funds for childcare places and changes in the tax code to give the poor and low-paid easier access to them. Indeed, over time the Treasury became ever more inventive of ways in which public spending and welfare institutions could ease the cross-pressures experienced by parents in the UK’s increasingly ubiquitous two-income families. Tax relief on expenditure for childcare was just the beginning. Public funding of wraparound schooling* followed, as did the 2000 Work-Life Balance Challenge Fund and the later consultation document on “Work and Families, Choice and Flexibility”. From that consultation exercise came a Treasury commitment to the financing of a fairer, and less gendered, balance at the point of birth itself: increasing the level and duration of maternity pay and the length of maternity leave – and introducing two weeks paid paternity leave and 26 weeks paid adoption leave (both at the same level as maternity pay).

Nor, given the disproportionate way in which poverty impacts on women in the contemporary UK, should we forget that from the very outset the New Labour government was highly sensitive to the particular difficulties experienced by families on low incomes; and was prepared directly to address issues of low pay through the introduction of a national minimum wage and the resetting of the tax code to guarantee an improved (and steadily rising) minimum family income. Twice during New Labour’s first two terms, the Treasury totally reset the tax system in an attempt to lift low-paid full-time working families with children out of poverty. Gordon Brown did so first through a significant increase in child allowances and the introduction of a new working-families tax credit, which from October 1999 guaranteed to any family in which at least one person was working full-time a minimum income of £180 a month and a freedom from income tax until that income reached £220 a month. Then in 2002, he extended the working families tax credit to take in childless couples on low pay, and introduced a new unified child tax credit from April 2003, to be paid on top of universal child benefit, to integrate all means-tested income-related support for children into one payment: and as such into a “single, seamless system of income-related support for families with children”. Significantly, the Chancellor told the House in 2002 that all this support was “to be paid to the main carer – normally the mother”.59

Yet for all this effort, gender differences on pay in the United Kingdom proved largely impervious to reform. There was slight improvement: “the gender pay gap was 20.7 per cent in 1997, it narrowed to 20.1 per cent in 2002, and … to 17.1 per cent in 2005”.60 But even today, more than a decade later, female weekly pay in the UK is still lower than that for men: “£325 per week compared to £470 for men. This gap has been narrowing, and partly reflects that women are more likely to work part-time than men”.61 In 1997, 85 per cent of all part-time jobs were filled by women. That figure is now down to 74 per cent, as more men find themselves restricted to part-time employment; but it remains the case in the UK, as in the US, that part-time work is still overwhelmingly carried out by women. And it is carried out by women primarily because that is the way in which working women with children balance their ongoing unpaid domestic responsibilities with the need to bring in a second income to maintain or improve family standards of living. And on the importance of this second influx of income, the data is very clear: that “women have been the main drivers of the rise in living standards in the UK over the last 40 years for low- and middle-income families”. In fact, in 2009, the Institute for Fiscal Studies estimated that “looking at just the increase in employment and ignoring the growth in tax benefits and credits, 78 per cent of the growth in these households came from women, while income from men’s work [had] barely increased in this cohort since 1968”.62

The tenacity of the gender pay-gap is evident in the latest report available to us on women, work and wages in the UK – the one compiled for the New Policy Institute. Among the report’s key findings are the following:

• There were 14.6 million working women in the UK in 2015, concentrated in four main sectors: health and social work (3.2 million); education (2.3 million); white collar services (2 million); and wholesale and retail (just under 2 million). There has recently been strong employment growth in the relatively higher-paying sectors (the first two) and weaker growth in the lower-paying ones.

• There were 14 million working-age parents in Britain, 12 million of whom live with a partner. Among the 2.2 million single parents, over 90 per cent were women.

• The median female employee has an hourly pay rate of 80 per cent of the male hourly pay rate. The pay gap is narrowest towards the bottom of the income distribution, and tends to widen as pay increases.

• Women are more likely to be low-paid than men if they work full-time. There were about 5.1 million low-paid workers in the UK in 2015, of which 62 per cent (3.2 million) were women.

• On average in 2014, 270,000 men and 350,000 women reported being on zero-hours contracts63

The tenacity of this gender pay-gap in the contemporary UK has a series of important consequences. Its tenacity is such that, at the present rate of reform, it will still take over 80 years to bring average wages for men and women into harmony; and the width of the gap means that the real cost of having children falls directly onto the shoulders of working women. There is now no significant gender pay-gap on full-time work by men and women in their 20s, but when the children start to arrive, the gap reappears with a vengeance. “The pay gap between men and women widens to 33 per cent 12 years after a woman has her first child, says the IFS”;64 and “women who become mothers before 33 earn 15 per cent less than their peers who have not had children”.65 For women in low-paid jobs, the arrival of the second child seems particularly burdensome in financial terms, obliging them to reduce their hours considerably or give up paid work altogether for lack of affordable child care;66 in the process helping to open up a gender pay gap that “is particularly acute for women over 40 – and that is because of the lack of quality part-time working and lack of effective shared parental-leave policies”.67 The TUC quite properly refers to this as a “motherhood pay penalty”.68 All this before the other problem arrives – the one that runs deep in UK industry and is so hard to stop – namely the sense that many pregnant women and working mothers have, that they are discriminated against at work as soon as they begin to have children.69
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Figure 5.5 Female hourly earnings as a proportion of male hourly earnings across the distribution (UK)

(Source: New Policy Institute, “Women, Work and Wages in the UK”, October 2016, p. 15).

The breaks that women with children take to have those children, the part-time work into which so many of them settle as their children grow, and the loss of promotion into more senior positions that still affects women – parenting or childless, it seems still to make no difference – then leaves women much more vulnerable than their men to poverty in old age. Women live longer than men, and still find themselves in the UK less well-resourced than their men to cope with the long years of retirement that stretch before them. New Labour did at least introduce a “carers’ benefit” to allow women working unpaid at home, rearing children or tending infirm relatives, to count those years for the state pension – but in the United Kingdom the state pension had been allowed to wither on the vine during the Thatcher years, and although more generous now, is still far less so than its US equivalent (Social Security). Rely on the state pension alone for income in the UK, and you will be poor: and more women than men in the UK still ultimately find themselves in that condition. Claire Annesley’s 2011 UK report for the European Commission was particularly damning on this gender-structured vulnerability:

There are two groups of women who are particularly at risk of poverty or social exclusion: women in retirement with 27.1 per cent of retired women deemed at risk of poverty … and single-parents, with 56.1 per cent of female lone parents classified as being at risk of poverty. Data from the UK Households Below Average Income report demonstrates that single female pensioners and single parents (91 per cent of whom are women) are strongly represented in the bottom quintile of income distribution. 29 per cent of single female pensioners are in the bottom quintile of income distribution and 34 per cent of single parents are. If we consider income distribution after housing costs, then 41 per cent of single parents are in the bottom quintile of income distribution, but only 16 per cent of female pensioners.70

The rights of women at work, and the ability of the families they sustain to effect an easier work–life balance, definitely improved under New Labour, and at least some of the initiatives begun then – not least free nursery education – were continued and extended by the Coalition Government that followed. But progress overall stalled after the financial crisis, and did so for two major reasons. It did so because of new policies introduced by the new government to deal with the fallout from that crisis – politics seeking a route to economic recovery by cutting government spending. And it did so because of policies that the new government failed to introduce – policies designed to alleviate the childcare crisis that is now so crippling a feature of the lives of families with young children and two working adults.

The effects of austerity first: they have hit women in Britain the hardest. That is partly because the austerity strategy adopted by the incoming Coalition Government involved major cuts in public services, and it is women who disproportionately staff those services and depend upon them. It is also because the associated establishment of strict caps on welfare spending has intensified the problem of poverty in the United Kingdom, and women have been disproportionately exposed to the consequences of that strictness. Of the cull of eventually 710,000 public employees planned by the new government in 2010, 65 per cent were cuts to jobs occupied by women; and as those plans began to bite, unemployment among working women then predictably began to soar: it reached a 25-year high of 7.5 per cent in 2012. And by then, in two successive austerity budgets, the government had announced a series of cuts in welfare payments designed to save £8 billion: “either by scrapping existing benefits (e.g. Health in Pregnancy grant), reducing eligibility (e.g. Sure Start maternity grant, Child Benefit), reducing the value of benefits … or capping the amount that could be claimed”. “Independent evidence” then showed “that these measures … disproportionately impacted on women”71 – to such a degree indeed that the Fawcett Society immediately challenged them, taking the Government to court for failing to carry out an “equality impact assessment” as required by law. The three-year freeze on benefits and tax credits announced in 2013, for example, directly affected at least 4.6 million women in the UK who receive child tax credit, and hit low-paid pregnant women particularly hard (a woman earning £12,000 stood to lose £1,300 during her pregnancy and the baby’s first year of life via cuts to maternity pay, pregnancy support and tax credits).72 Little wonder then that critics of the Coalition Government’s austerity programme should have pointed to the contradiction between its claims about being uniquely “pro-family” and the reality on the ground: the reality of using women as the “shock absorbers”73 of policies focused overwhelmingly on the reduction of public debt.

And if that was not bad enough, there was also this – the deepening crisis of childcare for British families increasingly squeezed between stagnant wages and rising costs. It is not that public policy here is missing, as it largely is in the United States. It is rather that the public policy in place remains visibly inadequate. UK governments of all stripes have helped to finance childcare and early childhood education in at least three ways since 1997: by vouchers to spend on registered childcare; by subsidies (in the form of tax credits) to middle-and low-income families with dependent children; and by free places in preschool education regardless of parental income or work status – subsidized by public funds. The Coalition Government continued these New Labour initiatives. So now is the current Conservative Government. But the subsidies are still too small, and the costs of childcare still too high, for families of limited means. With childcare costs rising more rapidly than wages year-on-year and averaging over £5,000 per year per child in 2013,74 and with the costs of full-time holiday care averaging out now at over £120/week/child,75 more-and-more middle-income families are finding that the cost of childcare is pushing them back towards a poverty life-style,76 and many low-paid families are finding that it is less expensive for the mother (it is invariably the mother) to leave paid employment entirely to provide the childcare herself. Children are expensive – the minimum cost of raising a child to adulthood in the UK is currently said to be at least £83,000*77 – and the state cannot be expected to pick up all of that. But even so, there is clearly something profoundly wrong with a system that, as Martin Sandbu put it, “manages to combine an extraordinarily inefficient combination of a very high rate of public spending on families with an extortionate price level for professional childcare even after public subsidies are included”. Recent OECD figures suggest that the net-cost of childcare in the UK, as a proportion of average wages, is currently higher than in any other member country, and that includes countries in Scandinavia that insist on higher qualifications and salaries for professional childcarers.78 Earlier OECD figures suggest that “after accounting for childcare, over two-thirds of the [UK] family’s second income is effectively taxed away: a rate that is well above the OECD average (68 per cent in the UK versus 52 per cent on average)”.79 These findings were entirely at one with those in the highly critical final report from the Commission on Living Standards sponsored by the Resolution Foundation. “For women with children”, the report concluded:

… the UK’s underperformance stems from a toxic mixture of unusually high childcare costs, a lack of high quality part-time work and a poorly designed tax and benefit system. Together these factors mean that work simply does not pay for many women in modern Britain. A full-time second earner with two small children in a typical middle-income household on a salary of £19,950 keeps just £1,060 a year after childcare costs, taxes, and lost benefits – just £20 a week.80

The housing crisis of the young

The focus of this chapter thus far has been on income flows and their inadequacies; but the other side of the financial pressures now operating on so many British families is that of rising costs – particularly the rising costs of housing. Indeed, the financing and expense of housing bears a huge responsibility on both sides of the Atlantic for the current pressures to which we are all subject, playing as it did such a catalytic role in both the emergence of a credit crisis in 2007/8 and the subsequent prolongation of the global recession that followed.* Many people in the UK struggle today to make ends meet in no small measure because house prices initially fell in that recession, trapping many in negative equity and exposing some to foreclosure; only subsequently to rise sharply again, denying many first-time buyers the chance to purchase their home. And as property ownership stalled in the wake of the 2007/8 financial crisis, the pressure on the rental sector in the UK increased; putting up rents in the private sector at the very moment at which the supply of social housing was sinking to a postwar low. People need to live somewhere – housing, like food, is basic to life – but that “somewhere” has become increasingly problematic for many people in the UK of late, in the process exacerbating already existing tensions between the rich and the poor, and between the young and the old.

Postwar Britain began life short of housing, with much of its urban housing stock destroyed or depleted by war. Building houses – first council houses provided by the local authority for rent, and then private homes bought by flexible-rate mortgages – became a high political priority first for the Labour Government elected in 1945 and then for Conservative Governments returned to power three times in the 1950s. The Attlee Government oversaw the building of more than a million homes – 80 per cent of them council houses – and by the 1960s private builders were expanding the housing stock by over 350,000 units a year. Council house building peaked in the 1970s, but thereafter the stock of social housing was steadily depleted as Margaret Thatcher’s government gave council house tenants the right to buy the houses they occupied (at hugely subsidized prices) while denying local authorities the funds to replace the social housing that was lost. The parallel Thatcherite deregulation of the UK banking sector after 1979 then opened the way to heavy bank participation in the mortgage market, triggering first an increase in credit flows for house purchase – domestic mortgage lending increased from 40 per cent of GDP in 1990 to a remarkable 60 per cent by 200881 – and then eventually the erosion of underwriting terms and conditions. As we have noted already, the subprime lending that brought the US housing market down in 2008 was prefigured by similar practices in the UK, culminating in the collapse of Northern Rock in September 2007 and the first run on a bank seen in the UK since the Barings crisis more than a century earlier. And even before that crash occurred, and in spite of New Labour’s best intentions to stimulate a flow of affordable housing,82 the flow of funds available for house purchase in housing markets with limited and only slowly growing supply had already triggered a remarkable price explosion there: “house prices increased on average by 25 per cent in 2002, 22 per cent in 2003, and by a remarkable £1,100 a week in the first half of 2004”;83 to leave the average price of a home, as the Halifax Building Society reported in 2004, already beyond the reach of a nurse in 496 of the UK’s 634 towns and cities, beyond the reach of a policeman in 400 of them, of a teacher in 390 and of a firefighter in 251.84 The very people, that is, whose services were vital to the quality of urban life in Britain were being increasingly priced out of the communities they were called upon to serve, even before the 2008 financial crisis then qualitatively altered the nature of the housing game.

The housing crisis which broke in the UK in September 2007, and the financial crisis that followed a year later, initially hit hardest those who had brought houses at the peak of the price boom.85 As house prices fell, many were left with negative equity, and a significant number (40,000 in 2008, 48,900 in 2009, 28,900 in 2013 and still 21,000 in 2014) had their houses foreclosed under them. The collapse in house prices left “almost a quarter million UK mortgages in arrears in 2010, and over 116,000 still there in 2014, at a moment at which one UK mortgage in every seven was over four-and-a-half times bigger than the income sustaining it, in a housing market in which average house prices were by then nine times higher than incomes (and in more desirable areas were up to 20 times higher)”.86 But as house prices began to recover in 2014 and 2015, the burden of housing finance incrementally switched from the over-committed to the under-resourced: hitting particularly hard first-time buyers facing both rapidly rising property prices and tougher underwriting standards. In consequence, the scale of home ownership among the young rapidly dipped in volume and slipped back in age, with one recent study suggesting these four things: “that it will now take low- and middle-income families a staggering 24 years to accumulate the deposit for a mortgage – the equivalent figure in the 1990s was just three years; that currently 48 per cent of first-time buyers in the UK find that they need help from more senior members of their family to generate that deposit; that only solid middle-class families can provide that help; and that right now, the typical 30 year-old is 30 per cent less likely to own a home than was the case 15 years ago”.87 Indeed, as James Pickford has recently reported, it is a measure of just how difficult it is in the UK for young adults to finance their own first mortgage that:

the Bank of Mum and Dad has unofficially become Britain’s ninth-biggest ‘mortgage lender’ with loans and gifts from family or friends increasing 30 per cent this year to £6.5bn as house prices keep rising. The scale of lending from the ‘Bomad’ which now helps fund 26 per cent of all UK property transactions, puts it on a par with Yorkshire Building Society, the ninth-biggest residential lender in Britain, according to new research. For those under the age of 35, the proportion seeking help from parents, friends and family for property purchases stands at 62 per cent.88

House prices in the UK rose 4.5 per cent in 2015, with prices in London surging 12.2 per cent in the year. The pattern in 2016 was similar, with prices rising at about 6 per cent overall, leaving “the typical price tag on a first-time property – one with up to two bedrooms – now at a record high of £194,881”.89 This is a classic case of price inflation caused by inadequate supply and rising demand: making house prices per square foot in London, for example, where that demand is so high, second only to Monaco in the global rankings of expensive cities.90 When The Guardian analysed 19 million sales over 20 years using Land Registry records, they found that “a homeowner earning the median salary for their region in 1995 would have had to spend between 3.2 and 4.4 times their salary on a house, depending on where they lived”. But by 2012–13 “the median house price had risen to between 6.1 times and 12.2 times median regional incomes”.91 Total mortgage debt reached the £1 trillion mark in July 2015,92 when more than one million UK householders had mortgage debt that was over 4.5 times their income;93 and yet home ownership was by then falling steeply – down from its April 2003 peak of 71 per cent of households to now just 64 per cent.94
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Figure 5.6 UK house price index, 1945–2016

(Source: Intergenerational Commission, “The Generation of Wealth”. London: Resolution Foundation, June 2017, p. 51).

First-time buyers were again particularly badly hit by these rising prices. Even though it is widely recognized that home ownership is more cost-efficient than renting over the course of an adult lifetime – by at least £200,000 according to the Barclay data95 – first-time buyers moving into the housing market in the UK in 2016/17 faced house prices that had increased for them by 48 times since 1968, “far outpacing incomes which have only grown 29 times”.96 Indeed, housing groups are now warning of the emergence of a “priced-out” generation, as the “proportion of 25–34 year-olds who were owner occupiers … dropped from 59 per cent to 36 per cent over the last ten years”.97 And because so many younger people who might otherwise have been buying houses remained in the rental sector instead, rents have risen in consequence, with that rise again hitting most heavily the under-resourced – this time, the young poor. Ironically, “over the last five years, huge numbers of potential first time buyers have effectively ended up spending on exorbitant rents more than enough for a first deposit several times over”;98 and in the process, have likely been turned as a generation into permanent renters of their housing rather than its owners. And even staying in the rental sector is not that easy in contemporary Britain: where the Royal Institute of Chartered Surveyors now anticipates a 1.8 million shortfall in the number of required rental units;99 where the average monthly rent for a home in England and Wales has already reached £846;100 and where rents are expected to rise sharply over the next five years – maybe by as much as 25 per cent in the overheated London housing market.101 That prospect is quite literally terrifying, given that currently in the UK, “almost 20 per cent of in-work renters rely on housing benefit to pay their rent – half a million more people than in 2010 – and tenant evictions in 2015 were at a six-year high, the product of rising rents on the one side and of cuts in housing benefits in the other”.102 Terrifying too for the very young, if the minority Conservative Government ever fully-implement the Cameron-Osborne plan to remove housing benefit entirely from 18–21-year-olds.103

If that was not bad enough, there is also this: the way in which non-market housing – social housing – has been allowed to erode in the United Kingdom. It was not always so. “By 1981, non-commodity (non-market) housing, built during the twentieth century by councils, new town corporations and housing associations, accommodated a third of all households, and much higher proportions in many cities”.104 But that was before Margaret Thatcher’s right-to-buy policy of the 1980s, or George Osborne’s equivalent policies between 2013 and 2016, both of which have helped bring that proportion down to between 15 and 20 per cent, and falling. A remarkable 40 per cent of the properties bought under the Osborne “help to buy” scheme were purchased by landlords treating the housing as an investment asset – capturing the housing benefits via the rents they charged, and evicting those still unable to pay. This was a genuine tragedy, when there are still 1.8 million people in the UK on waiting lists for social housing, and a further 5 million in receipt of housing benefit – half a million more than in 2010 – the total cost of which to the Treasury is now running at £27 billion a year. That is more than the government spends on policing and the purchase of military equipment. In fact, it reflects a complete reversal of housing policy priorities in the space of one generation: “in 1975 more than 80 per cent of public expenditure on housing went on supply-side capital funding (building homes and their upkeep), with rent support and rebates low”. Today “85 per cent of spending [is] routed through demand-side revenue funding in the form of housing benefit [and] 40–50 per cent of the annual … cost of housing benefit goes to private landlords”.105 The policy is crazy, and its impact is negative way beyond the housing sector alone. To quote the Resolution Foundation:

Housing costs have functioned as a headwind, dragging on incomes over time. When we include housing costs in our wider consideration of living standards, we find over half of households across the working age population have seen falling or flat living standards since 2002. While low and middle income households have been hit the hardest, all parts of the country have seen improvements in their living standards impeded by our failure as a country to deliver affordable housing.106

You know that a housing system is in crisis when “the number of householders who own their houses outright outstrips the number of people buying with mortgages”,107 as was the case in the UK in 2013–14. You know that a housing system is in crisis when “under-35s face becoming permanent renters … with nine out of ten Britons on modest incomes under the age of 35 … frozen out of home ownership within a decade”,108 as was the case in 2015. You know that even the rented sector is in crisis when research by the housing charity, Shelter finds “that one in three low earners have borrowed money to pay their rent, either from family and friends or through credit cards and payday loans”, that “a full 70 per cent of low earners are either struggling or falling behind with rent payments, barely managing to keep a roof over their heads”,109 and that “more than a million households living in private rented accommodation are at risk of becoming homeless by 2020 because of rising rents, benefit freezes and a shortage of social housing”.110 And you know that a housing system is in crisis when rates of overcrowding begin to rise, and when large numbers of young adults begin to share housing or to return to the housing of their parents.* “The London borough of Newham had a 25 per cent rate of overcrowding in 2013”;111 and in 2015 a well-publicized crisis in the availability of student rentals combined with a less-publicized one for young professionals to leave England with as many as 3.5 million households containing “a concealed adult or couple”. “If homeownership rates among 25–34 year-olds in 2016 were the same as in 2001 … an additional 1.8 million people in this age bracket would be home owners in England”.112 But the rate is not the same. Instead, “there has been a major expansion of young people in the private rental sector”113 – the proportion more than doubling (from 21.4 per cent to 48.2 per cent) between 2003/4 and 2013/14. Angus Armstrong, surveying all this for the NIER in 2016 put it this way:

There is mounting evidence that we are failing to deliver decent housing, especially for the younger generation. First, more and more houses are being bought for investment purposes which raises the cost of housing. Second, older generations appear to be ‘under-occupying’ and even hoarding homes while younger generations are struggling to move into homes. Third, the number of new homes continues to fall below the number of new families … Ownership can adversely affect other citizens through intergenerational fairness. The 50 per cent rise in house prices over the past decade benefits the existing owners at the cost of those wanting to become owners. The younger generation, perhaps simply not old enough to own in 2004, now have to save 50 per cent more, or £93,000, from after-tax income just to afford an average UK home.114

The corroding foundations

When Larry Elliott, the respected Guardian journalist, took a rail journey from one end of the UK to the other in 2014, the better to gauge how the country was fairing in the wake of the recession, he reported back on five big themes that he had discovered:

Theme number one is that modern Britain can be divided into a comfortably off third at the top; a middle third one pay cheque away from financial trouble; and a third at the bottom struggling – and often failing – to make ends meet … Theme number 2 is that the recession accelerated a structural shift in the labour market … poverty is no longer something that happens to the unemployed. It is something that happens to those moving in and out of low-paid jobs and even those in full employment … The third theme is how tough life is for the young … the paradox … is that the young have been the real victims of the crash and its aftermath, but they are much less likely to vote for UKIP than elderly people, who have done much better … Theme number four is the impact of benefit changes … the current system is that if you have a pulse you can work. The fifth theme is the patchy nature of the recovery … with some parts doing fine while people at the bottom rely on food banks.115

As now should be obvious from all that Larry Elliott discovered, and from all that has been gathered in this chapter, there is a lot of economic stress around in contemporary Britain; and with it a lot of wear and tear on people’s ambitions, their relationships and their confidence in the future. The consequences of the Brexit vote are currently adding to that lack of confidence, leaving even the UK political class unsure of the best way forward; and yet the political class in Britain find themselves in this new age of uncertainty only because their own programmes had systematically failed down the years to address that stress adequately, or to connect in a direct way to their electorate’s personal ambitions and private relationships. The UK political class is now having to find a way for the United Kingdom to extricate itself from the European Union because the differential experience of that stress by different groups within the UK electorate had an equally differentiated impact in the referendum vote. In the most general sense, it would appear that the alienation of northern- and midland-workers from their traditional Labour Party roots – and their unease with an influx of Eastern European (and then Middle Eastern immigrants) when their own economic circumstances were so precarious – helped tip the balance of voting in favour of the “Leave” campaign; while the alienation of more-and-more young Britons from conventional politics left many of them omitting to vote at all. All the pre-referendum opinion polls suggested a close relationship between voting and age – the young wanting to stay in the EU, the old wanting to leave – and the UK is leaving the European Union now because the old voted in overwhelming numbers and the young did not.

Which points to the existence of at least three overlapping, and to a degree, conflicting sets of losers in contemporary Britain: a traditional working class (both an old one based in the north and a more modern one located further south), a new ethnic minority population, and a generation of young workers and professionals unable easily to replicate the living standards of their parents. Ethnic and generational tension is nothing new in Britain, of course. Nor is the North–South divide. That goes back at least as far as the original Industrial Revolution, which was almost exclusively centred in the northern quadrant of the United Kingdom, the one bounded by Belfast and Liverpool to its west, Manchester and Sheffield to its South, Newcastle and Sunderland to its East, and Glasgow to its north. That divide has never gone away. It remains as strong now as ever – a divide of wealth, income, social capital and even dialect – that is now ever more deeply embedded, as “many regions have fallen further and further behind London and the South East”, to produce what the Social Mobility Commission recently called “a new geography of disadvantage, with many towns and rural areas – not just in the north – being left behind the affluent south-east”.116 Moreover, as an imperial power, down the years Britain drew many of its imperial subjects to the “mother country”, there to meet on a daily basis the culture of white superiority that justified imperialism in the first place; and when an imperial power, Britain remained a society (and a polity) run by old men to whom the young were expected both to defer and to obey. No, what has brought fresh flame to these older established fires is the manner in which each now is linked to a weakening of the set of social forces and political relationships that first created, and then sustained, the postwar UK social settlement. At the heart of the UK’s malaise is the disintegration of “labourism” as a political project and of the Labour Party as the vehicle for the realization of working-class aspirations.117

The rot started with the Thatcherite destruction of the UK’s trade union base – a project to which (as we first noted in Chapter 3) the “Iron Lady” was entirely committed, and at which she was entirely successful. The rot was compounded by New Labour’s capitulation to that anti-trade union stance: its erosion of its links to the trade union movement when in opposition in the 1980s, and its refusal to reconstitute and strengthen those traditional links when in power.118 As we saw earlier, when Margaret Thatcher fell from office in 1991, the Chancellor of the Exchequer, singing her praises, told the House of Commons that her great legacy was that of making the idea of the market central to British political discourse; and he was right. She effected a great moving right show. She made privatization preferable to nationalization, deregulation preferable to regulation, and individual wage negotiation preferable to collective bargaining; and she did so in such an effective manner that – as again we noted earlier – the Labour Party fought its way back to power only by accepting these new sets of understandings in full.

Deregulated, privatized British industry then increasingly located its production facilities abroad, relying less and less on the energy sources mined in the English north, or on the labour forces solidly rooted there in now-declining Victorian-style industries (iron and steel, shipbuilding and heavy engineering). Even employment in the more “modern” industries located in the English Midlands – the car industry in particular, but also consumer goods production for the new and more affluent UK home – also increasingly fell victim to cheaper and more efficient competition from abroad – so that (as we discussed more fully in Chapter 3) the UK increasingly survived as an industrial power in the post-Thatcher years only by acting as a “screwdriver economy” for Western Europe – a source of cheaper and less protected labour than that in continental Europe, and as such a poorer market for manufactured products but a cheaper place to put (“screw”) them together. Even that role is now jeopardized by Brexit; and it is because the vote in the referendum, when it came, was a huge howl of protest by an abandoned northern and midlands-based working class against the shift of prosperity south into London and the Home Counties.* If New Labour had spent its years in power correcting that imbalance, and retooling UK industry for the new competition, it would likely still be in government and the UK still in the EU. But it did not, and inevitable consequences followed.

John Lanchester recently labelled these “Brexit Blues”, and summed up the UK’s contemporary reality in the immediate wake of the 2016 vote this way:

What strikes you as you travel to different parts of the country … is that the primary reality of modern Britain is not much class as geography. Geography is destiny, and for much of the country, not a happy destiny. To be born in many places in Britain is to suffer an irreversible lifelong defeat – a truncation of opportunity, of education, of access to power, of life expectancy. The people who grow up in these places come from a cultural background which equips them for reasonably well-paid manual labour, un- and semi-skilled. Children left school as soon as they could and went to work in the same industries that had employed their parents. The academically able kids used to go to grammar school and be educated into the middle class. All that has now gone, the jobs and the grammar schools, and the vista instead is a landscape where there is often work – there are pockets of unemployment, but in general there is no shortage of jobs … but it’s unsatisfying, insecure and low paid. The new work doesn’t do what the old work did: it doesn’t offer a sense of identity or community or self-worth [And] what, over the last few decades, has been the political ‘offer’ to these people? In truth, nothing much.119

That the sense of abandonment should have been so focused on the question of immigration was partly an accident of timing – the product of an unexpected refugee tsunami sweeping out of the Middle East into the European Union’s open borders as the horror of the Syrian civil war escalated. But that the focus should have been so negative – that there were so many votes against immigration in the June 2016 referendum and so few for it – speaks to the existence of a deeper and a more engrained antipathy to immigration in the United Kingdom. The first wave of immigration in modern times in the UK was a mid-nineteenth century Irish one, into the northern factories of Victorian England at the height of their competitive success: and that wave was certainly met with anti-Irish riots. Likewise, the Jewish influx into the UK’s major cities after the Russian pograms of the 1890s was met a generation later with fascist marches as the Depression deepened in the 1930s (the last anti-Jewish riot in the UK took place in Manchester in 1947, triggered by the killing of British soldiers in Palestine).120 Like-wise too, there was local resistance to the arrival in the UK after 1948 of immigrants from both the Caribbean and South Asia drawn by the shortage of labour in full-employment Britain. The fact that those immigrants did the grunt work – the shift work, the long hours – that kept fundamentally uncompetitive UK industries like textiles alive economically for another two or more decades, did not ease tensions between the new immigrants and the old workers. Rather, it exacerbated them, as they competed for employment, and as they shared depleted levels of social capital (run down housing, poor schools, limited health services and so on). There were race riots in Nottingham in 1958. London dockworkers marched in support of Enoch Powell after his “rivers of blood” speech in 1968, and there were major riots again – this time, of protest by the black as well as by the white urban poor – in 1981 and 2011. Race relations are not the daily tinderbox in the UK that they are in the US, but the tensions are there nonetheless, just under the surface, available to be galvanized by the extreme Right when circumstances serve. And they served in June 2016 in a way that even the most extreme of the “Leave” campaigners – UKIP’s Nigel Farage (Donald Trump’s main UK ally in 2016) – failed to anticipate. They served very well then,121 to our long-term grief and cost.

Racial tensions might ease again in the UK if and as immigration slows; but the plight of the millennial generation there is likely to be less easy to ameliorate. The signs of stress among the millennials are everywhere. The newspaper headlines tell it all. These are from The Guardian: “Growing numbers of would-be-first time buyers are moving back in their parents … 28 per cent in 2015 compared with 24 per cent in 2012”.122 “Almost half of students who are among the first cohort to graduate after paying the £9,000 tuition fees have moved back in with their parents after leaving university”.123 “Average alcohol consumption has fallen in many nations, but it has gone up in the UK … binge drinking [is turning] our towns and cities into ugly and threatening places at night”.124* And this from the Compass report, “Something’s Not Right: Insecurity and an Anxious Nation”: “In Britain last year, 50 million prescriptions were issued for antidepressants and more young men died from suicide than from any other cause”.125 None of this ought to be acceptable in a successful society – the young should not need to use alcohol and drugs on this life-threatening scale to soften the reality they know and the reality that lies before them. It should not be acceptable to them, nor should it be acceptable to the rest of us. For the millennial generation are our collective future, and in truth they are already the core of the labour force of our present. But neither the present they experience, nor the likely future they face, is adequate either to their needs or to their desserts. If this chapter tells us anything, it is that both are flawed, and that both need to be fundamentally changed.
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* The old official schema, in use in the UK census from 1921, was: Class A, professional occupations; Class B, intermediate occupations; Class C, skilled occupations; Class D, partly skilled occupations; Class E, unskilled occupations. The new one, first used in the 2001 census, is: 1, higher managerial and professional occupations; 2, lower managerial and professional occupations; 3, intermediate occupations (clerical, sales, service); 4. Small employers and own account workers; 5, lower supervisory and technical occupations; 6. Semi-routine occupations; 7, routine occupations; 8, never worked or long-term unemployed. The 8 tend to be grouped into three; higher, intermediate, and lower. The BBC recently came up with yet another classificatory system, this time with seven categories: elite, established middle class, technical middle class, new affluent workers, traditional working class, emergent service workers and a precariat (or precarious proletariat). (BBC, 3 April 2013).

* “We define low to middle income households as comprising those in the bottom half of the income distribution who are above the bottom ten per cent and who receive less than one-fifth of their income from means-tested benefits. This covers around six million working households and ten million adults. Despite five-in-six of these families having at least one member in full-time work, nearly four-fifths of these individuals earn less than £21,000 (the median gross wage).” (David Finch, “Hanging On: The Stresses and Strains of Britain’s ‘Just Managing’ Families”. London: Resolution Foundation, September 2016, p. 2.)

* “Time and again, successive governments, both left and right leaning, have bandied about a £400,000 average lifetime graduate premium; but as the latest research has highlighted, the average graduate premium has been reduced to around £100,000. This paper argues that this estimate is still too high, but even if you accept [it] spread over 45 years it only gives an annual premium of just £2,222 per year, before Income Tax and National Insurance. That is simply not enough to cover the interest accruing on the average loan.” (Angus Hanton, in Stephen Kemp-King, “The Graduate Premium”. London: Intergenerational Foundation, August 2016).

* “… the expectation that each generation would be better off than the previous one is no longer being met. Individuals born after 1911 had higher incomes than the previous generation until the 1980s. Those born between 1981 to 2000 are the first cohort to show signs of falling behind their predecessor generation by the age of 30.” (Social Mobility Commission, “Time for Change”. London, OGL, June 2017, p. 14).

* “In just two decades of predominantly Conservative rule, the proportion of the population with access to less than half the average income had actually tripled.” (David Coates, Prolonged Labour. Cambridge: Polity, 2005, p. 20).

* The equivalent Joseph Rowntree Foundation figure is 7.4 million.

* Poverty is not just a matter of low income. It is also a matter of living costs. The IFS found, for example, that between 2008 and 2014 the cost of energy rose by 67 per cent, food by 32 per cent, and the overall retail price index by only 22 per cent. But the poorest spend a bigger proportion of their meagre income on fuel and food than do the rich: 8 per cent on energy and 20 per cent on food, as against 4 per cent and 11 per cent respectively by the rich. (The Guardian, 5 November 2014).

* In 2013, for example, official crime figures showed that nearly five million women (or 30 per cent of the adult female population in the UK) have experienced some form of domestic abuse since age 16, and that in 2013 alone there were 406,000 victims of sexual assault and nearly one million victims of stalkers, two-thirds of those victims being women. (Source: The Guardian, 13 February 2014).

* In 2016, the Office of National Statistics calculated the value of unpaid work performed in the home at more than £1 trillion. It calculated the value of the official economy (the one based on wages) at £1.8 trillion.

* “Wraparound” schooling: the school buildings open and staffed before and after the conventional school day, to enable working parents to drop children at school early, and collect them late.

* The equivalent US figure, from the US Department of Agriculture, is currently $245,340.

* Although not just housing – also the costs of gas, electricity, water, television and phones. Since 2006, these bills – that have to be paid – have risen far faster in the UK than average wages: the average gas bill by 76 per cent, electricity 72 per cent and water 41 per cent (figures not adjusted for inflation). This from research by Santander, reported in The Guardian, 1 July 2017.

* “The number of people forced into homelessness is expected to more than double to half a million by 2041 unless the government takes immediate action, a homelessness charity has warned … the number of people will reach 575,000, up from 236,000 in 2016. The forecast comes as the number of homeless households has jumped by a third in the past five years. The majority of those affected are ‘sofa surfers,’ with 68,300 people sleeping on other people’s couches.” (The Guardian, 10 August 2017).

* Even before the 2008 recession, when “average disposable household income was £19,038 in London and £16,792 in the south-east, the ONS said, compared to £12,543 in the north-east.” (The Guardian, 1 April 2010).

* And not just among the young. The United States is not the only country struggling with a dramatic rise in alcohol-related escalating health costs and increased deaths. Senior UK doctors are currently warning that, without a dramatic rise in minimum alcohol pricing, “almost 63,000 people in England will die over the next five years from liver problems related to heavy drinking, and that alcohol abuse will cost the NHS £16.74bn to treat.” (The Guardian, 23 July 2017).
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The Continuing Cost of Empire

“Every gun that is made, every warship launched, every rocket fired, signifies, in the final sense, a theft from those who hunger and are not fed, those who are cold and are not clothed.”

Dwight D. Eisenhower1

“My Lord, you can do anything you like with bayonets, except sit on them.”

Talleyrand2

You might be forgiven for thinking that, with this degree of economic difficulty and social distress all around them, the full attention of the political class in both the United States and the United Kingdom would be focused on these two features of life alone. But, of course, the full attention of those who govern us is not so singularly focused, because in each case those in power in Washington, DC and in London do more than govern internally. They also move around the world stage as important and intrusive players. They each supervise economies, one major export of which are armaments sold to governments and individuals abroad;* and they each rely on societies, part of whose stability is underwritten by both the legacies and the contemporary practice of empire. There is an external dimension to the flaws of contemporary capitalism in both the UK and the US. We therefore need both to understand the linkage between external role and internal weakness in each case, and to see that – in consequence – going beyond the internal flaws of each economy and society will require, as one element of reform, a major resetting of those external roles.

The most immediate costs of empire are most visible in the empire which is most immediate: namely the American one. The British empire is now very much a thing of the past, and the British like to think of themselves as fully post-imperial. But to the degree that they do, they partially delude themselves: because the economy and the society of the contemporary UK continues to be shaped by the legacies of an empire now gone. Those longer and more subtle costs of empire await America down the line; which is why here it makes sense to focus on the immediate costs of empire through American data and the longer consequences of empire through British data. America and its empire, first then; the legacies of the British empire, second; and the ongoing need to break fundamentally with imperial practices and mindsets, third.

The immediate costs of the American empire

There is no controversy at all these days about the existence in the past of something called “the British Empire”. There is not even much controversy about why that empire was lost. But there is an enormous debate about whether America, in picking up the role of global leadership from the British in the last years of the Second World War, did or did not also in the process pick up the trappings of empire; and in that debate, one very strong voice is that of denial. Donald Rumsfeld, of all people, once famously told the Iraqis that “we’re not imperialistic. We never have been”.3 Bizarre as that claim may seem to many people outside the United States, it does make a certain kind of sense when we recall that the United States tells its own history as one of rebellion against imperial rule, and when we note that, once independent, the United States certainly avoided – although it was at times tempted to indulge in – the acquisition of extensive colonial holdings outside the continental United States itself (it took great chunks of the Mexican empire in the 1840s, of course, and even bought Alaska from the Russian empire a generation later). Puerta Rico, Guam and Samoa can certainly be thought of as US colonies, but they are not extensive; and the one that was – the Philippines – the US lost briefly to Japan in 1941 and then permanently to independence in 1946. But empires come in a variety of forms; and in the modern era are as much based on economic dominance and military hegemony as they are on territorial holdings. Understood in those terms at least, the United States definitely possesses an empire, and it is one that is currently generating its own version of the standard costs and benefits of imperial rule experienced by other empires before it.

THE IMMEDIATE COST OF US MILITARY SPENDING

The costs of this modern form of empire are – at their most obvious – those of military expenditure, which in the case of the United States post 9/11, have been and remain truly enormous. In the fiscal year 2017, the Pentagon had a budget of $617 billion. That budget laid claim to 3.3 per cent of US GDP (down from its recent peak of 4.8 per cent in 2010–11),4 made up nearly 40 per cent of military spending in the world as a whole, and in 2010 was bigger on its own than the equivalent budgets of the next 17 largest military spenders combined, many of whom also happened to be US allies. But the Pentagon budget, although enormous, is not the sum of it. As we first noted in Chapter 2, sixteen different intelligence agencies, and a swathe of federal departments (most notably the Department of Homeland Security) also spend money as part of the US national security effort; and a number of others spend money now because of the current legacies of national security efforts in the past – legacies of debt to the Treasury, and of damaged soldiers to the Veterans Administration. When you also factor in the cost of two ongoing Middle Eastern wars ($8 trillion expended, with more on the way) and the cost of the US’s clandestine services and overseas covert operations (over $50 billion in 2013, for example), it is at least possible that the actual cost of sustaining the United States as a global military power doubles the official Pentagon budget, absorbing as it does so almost half of total federal expenditures in the United States and taking up perhaps 10 per cent of US GDP. William Hartung, recently calculating the overall cost of “national security” for TomDispatch, put that number at $1.09 trillion for 2017;5 and the War Resisters League put the total cost of the US military for 2017, even higher (and even before the Trump budget was factored in) at $3,000 billion!6 Those numbers may be a tad on the inflated-side for most people’s tastes, but there is no getting away from the fact that the amount of money spent by and in the United States on military matters these days is truly vast.

It is not just, however, that these costs are high now. It is also that they were even higher in the immediate past, before the drawdown of troops in Iraq: and that then and now, they are not new. On the contrary, in a real sense the United States has been at war regularly since 1941: sometimes locked into a Cold War of defence and attrition, and sometimes into a more conventional kind of war with full-scale military deployment and boots on the ground. US ground troops were deployed in significant numbers in Korea between 1950 and 1953, in Vietnam between 1964 and 1975, in Afghanistan after September 2001, and in Iraq from March 2003. Mix in to that set of formal large-scale deployments a string of smaller and briefer military engagements – from Lebanon in 1958 to Kosovo in 1998 – and the sense of permanence grows; and exists even before we bring into the calculation the range and scale of covert operations undertaken down the years by the CIA and now formally under the command of the US military’s SOCOM (Special Operations Command). In relation to this, as we noted in America in the Shadow of Empires:

Since at least the days of the failed raid to rescue American hostages from Iran in 1980, the US military has trained and used special operations forces in an increasing number of countries. During Barack Obama’s first term as president, black-op teams operated for certain in at least 75 countries (and possibly as many as 120), up from the 60 into which such units were deployed under George W. Bush. SOCOM … now has some 60,000 personnel and a budget of at least $6.3 billion; and CIA operations, though never publicly recorded, have now clearly expanded to include the maintenance of secret prisons, rendition and torture.7

America now possesses a land army (of some 1.2 million active-duty personnel, with a further 800,000 in the reserves). It deploys a naval capacity on each ocean built around 10 Nimitz-class nuclear-powered aircraft-carriers (no other country does that: Russia and China, for example, each have just one aircraft carrier); and it retains a set of intercontinental nuclear missiles siloed in the centre of the United States and ready for immediate deployment if required. No other major capitalist nation has a military capacity of this scale and kind. The French and the British retain many of the trappings of empire, including spheres of influence in some of their former colonies, and a limited nuclear capacity; but each currently possesses only a shadow of the military potential they enjoyed at the height of their imperial greatness – and Germany and Japan, stripped of empire by military defeat in 1945, have built up considerable military capacities, but ones which they choose to use purely for immediate defensive purposes. Only the United States in the modern era combines global economic leadership with global military deployment; and that military deployment now comes at such a cost that it potentially threatens the American economy’s capacity to lead.

Not that the current generation of political leaders, on either side of the aisle, necessarily see it that way. They do not. On the contrary, they think that US military spending is a price worth paying; because they believe, as Barack Obama explained when receiving the Nobel Peace Prize, that the US military role abroad is a vital prerequisite for global prosperity, and that the sustenance of rising global prosperity is a vital long-term US economic interest. The United States voluntarily chooses to bear “this burden”, the new President told the assembled notables in Oslo in 2009, “not because we seek to impose our will … [but] because we seek a better future for our children and grandchildren, and we believe our lives will be better if others’ children and grandchildren can live in freedom and prosperity”. His first Secretary of State put it similarly – that the United States prides itself on being “the indispensable nation”: “when America is absent”, she said, “especially from unstable environments, there are consequences. Extremism takes root; our interests suffer; and our security at home is threatened”.8 Armed with self-confidence of this kind, indeed, the United States may not seize and retain whole countries – by the time America became a global power, the non-industrialized world had been largely carved up by other industrialized powers – but it does take and retain land for a global network of American military bases (at the height of the Iraq War, nearly 1,000 in total), and it does deploy drone-strikes across national boundaries whenever its intelligence sources locate a target of interest. The United States allows no such intrusion into its own airspace, of course – double-standards being central to imperial rule whenever it occurs – but the US military regularly invades the airspace of others, just as in the past it calmly invaded sovereign nations whenever its government, and its government alone, decided that full-scale military deployment was necessary.* Not that those invasions have been wonderfully successful, however: the current post-Second World War tally is a draw in Korea, a defeat in Vietnam, and a first excursion into the Middle East in 1991 that a decade later brought a second war from which the United States has so far found no credible route of retreat. This, plus a record of covert operations in other countries’ territory – proxy wars – that came with some remarkable and unanticipated blowback: secret wars that, for example, “included covert support for the mujahidin in Afghanistan against the Soviets in the 1980s, support that came back to haunt us in a very big way in September 2001”.9

THE OPPORTUNITY COSTS OF MILITARY SPENDING

The most obvious and terrible costs of all this global military spending and deployment are not opportunity ones, in the way in which economists treat these things. The most obvious and terrible costs are human ones: costs to the soldiers, sailors, and airmen that the US military sends into harm’s way, and costs to the civilians caught up in the wars that such spending and deployment sustains. Since the attack on the US homeland on 9/11, which on the day took almost 3,000 lives, the United States has fought prolonged ground wars first in Afghanistan (where bin Laden was based) and in Iraq (where he was not). To date, nearly 7,000 US soldiers have been killed in action in those two theatres of war, and at least 32,000 have returned to the US seriously physically damaged. The mental damage to returning veterans has been even greater and more ubiquitous. To date, more than 500,000 veterans with service in either Afghanistan or Iraq (and often in both) – one in three of the men and women deployed – have returned home with some form of post-traumatic stress disorder, depression or traumatic brain injury; and that number holds true even before we supplement it with the scale of post-deployment domestic violence, separation and divorce triggered by the traumas of war. The burden on the civilians in each war zone was likely heavier still, although less carefully-calculated. The number of Iraqi civilian deaths during the American occupation totalled anywhere between 110,000 and 1.2 million, depending on the source used. The number of Afghan civilian deaths is not even known. The number of internally displaced Iraqis was probably 1.25 million out of a total population of just over 33 million. The number of refugees was over 1.5 million. These are huge numbers, capturing human suffering and distress of the most basic kind.10

There exists a string of moral issues that we might discuss here – and indeed should discuss, if the legitimacy of the Iraq invasion in 2003 was our prime concern. But that conversation has recently gone on publicly elsewhere, particularly in London in the wake of the publication of the Chilcot Report on the involvement of the UK government under Tony Blair in the invasion of Iraq,11 and is not our prime concern. Our prime concern here has to be with important second-order issues – with both the immediate and long-term economic and social fallout from so difficult, controversial and dangerous a military endeavour; and in focusing in on that, the relevant datum is less the cost in human lives (terrible as that cost is) than it is the cost of policy adopted, and policy foregone, because of so large and persistent a military budget. Our focus here has to be on the genuine and calculable opportunity costs of military spending, and on the more general functionality, or otherwise, of the existence of so large a military-industrial complex at the heart of a liberal capitalist economy.

On the immediate opportunity costs of a large US military budget, we can say this. Money spent on armaments, military personnel, and overseas wars is money that a more peaceful government could spend on better things: better roads, better schools, better healthcare, better rehabilitation programmes for returning and damaged veterans, and so on. We know the cost of keeping a single soldier in Afghanistan for a year: roughly $1 million. We also know the cost of employing extra teachers, extra law enforcement personnel, or extra hospital workers. An extra teacher, for example, costs the school board employing him/her a fraction of the cost to the Pentagon of deploying that one soldier – maybe 17 teachers could be hired if that one soldier was not.12 Making calculations like this is not rocket science. It is simple common sense. If the US military budget had continued to decline, as it initially did as a peace dividend at the end of the Cold War, the social fabric of American society would now be better resourced. That it is not better resourced, and that the military budget continues to be high, means that in each financial year serious choices have to be made by those who govern us: on whether, for example, to equally sequester discretionary spending and military spending, as in the latter Obama years; or to drastically prune basic social services while inflating military spending, as was proposed in its initial budget by the Trump Administration. And in making that latter choice, the Trump team indicated its willingness to prioritize public spending that has a lower multiplier-effect out into the wider economy than would spending on the social programmes they would prune. In America in the Shadow of Empires, we put the multiplier-effect point this way:

Recent work by Robert Pollin and Heidi Garrett-Peltier would suggest that “investments in the green economy, health care and education will produce between about 50–140 per cent more jobs than if the same amount of money were spent by the Pentagon”. So the choices here – effectively between guns and butter – are very real ones, and ones that have been publicly recognized for a very long time. Right now, if Pollin and Garrett-Peltier are correct, $1 spent on the military will generate about 11,200 jobs in the United States, if given directly to consumers to spend will generate 15,100 jobs, and if given to education 26,700 jobs.13

The work by Robert Pollin and Heidi Garrett-Peltier cited here brings into sharp relief the bigger and more fundamental question of the functionality or dysfunctionality of large military budgets for the competitive strength of predominantly civilian-focused economies. That question has long been discussed in the relevant academic literature, and there is more than one view.14 As far as US military spending is concerned, there are broadly four arguments on the functionality side. The first is that the post-1941 mobilization of large-scale military production runs did lay the foundations for the postwar Fordist-based productivity boom. The second is that, for a large part of the post-1945 period, the R & D expenditure financed by the Pentagon did have important and positive spin-offs for US civilian-focused production. The third, linked to that, is that the US military-industrial complex then drove economic growth across the economy as a whole, acting as the general economic catalyst in much the same manner that the cotton industry did for the original industrial revolution in the UK, and railroad construction did for the US’s nineteenth-century leap into industrial growth. And the fourth – that the kind of skilled labour required by the military-industrial sector helped create a powerful postwar US middle class, whose skill sets were then transmitted on to future generations. The counterview was and remains just the reverse: that military spending invariably squeezes out more important long-term social investments. That it distorts the distribution of R & D resources, pulling them away from civilian-focused production. That throughout the postwar period as a whole, there was and is more “spin-in” to the military-industrial complex than “spin-out” from the military to the civilian side of the core US manufacturing sector; and that key elements of that sector went competitively soft, particularly after 1980, protected from the need to remain at the forefront of technological capacity and financial rigour by the cost-plus contracts given by a Pentagon keen to sustain a uniquely American capacity to build as well as to bear arms. “Destruction by neglect”15 is how one set of scholars characterized the fate of the US electronics industry in the 1980s, for example: one of a list of industrial sectors (beginning with steel and ending with semi-conductors) in which a Pentagon-led industrial strategy appeared to fall victim to Japanese competition in that decade, and to its Chinese equivalent two decades later.

When surveying this debate as the new millennium opened,16 three conclusions seemed right then, and remain right now. The first is that most of the research data suggests a broadly neutral impact of military expenditure on more general US competitiveness, and at worst a slightly negative one, at least by the 1980s. Certain US industrial regions – the so-called “gun belt” – clearly benefit from Pentagon largesse; and certain categories of employment (particularly high-skilled engineering workers) benefit directly too. But those gains, even at the peak of the functionality between military- and civilian-production, did not thereby lift the rest of the economy to new heights of competitiveness. On the contrary, as US civilian-focused industries ran into stiffer international competition – from Germany in the 1970s, Japan in the 1980s and by extension China after 2000, Sandler and Hartley (the most careful of the relevant scholars) concluded that “the net impact of defense spending on growth was negative”.17

The second reasonably secure conclusion we can draw in this area is that the functionality of US defence expenditure to US-based capital accumulation generally varied over time. It was highly functional at the beginning of the postwar period, lubricating the spread of Fordist production methods across US industry and, via its negative impact on the US balance of payments, enhancing the global money supply (and hence global levels of demand) at a time when American goods were heavily sought after in world markets. But as we saw in more detail in Chapter 2, as the Fordist settlement unwound, US defence expenditure became less and less functional to continued US industrial supremacy: triggering the collapse of the dollar as the financing of the Vietnam War flooded world money markets with unwanted dollars in the late 1960s and, through the industrial and state policy priorities it generated, leaving US export (and later home) markets vulnerable after the Vietnam War to competitive capture by the retooled consumer goods industries of other major industrial producers. The third conclusion we might draw then is this; that even in its prime, defence spending was an expensive way of creating jobs; and that prime has now passed. The capacity of defence expenditure to generate commercially significant spin-offs has progressively declined; and because it has, it is hard to disagree with the general judgement made by Sandler and Hartley at the conclusion of their extraordinarily thorough study of the relationship between defence inputs and the industrial base: that “defense reallocations are not the desired pathway to growth”.18

THE LONG-TERM COST OF MILITARY SPENDING

This carefully-anchored scepticism about the economic value of a large and growing military budget can only be reinforced when a set of longer-term and more indirect consequences of such spending are added to the mix. It is not just that certain immediate policy priorities – particularly on the social side of the equation – are invariably downgraded, depleted or lost entirely, the more that military spending rises. It is also that certain patterns of institutional development and cultural change make their own deep contribution to the flawed nature of the capitalism being so stoutly defended by that military effort: and from a list of such long-term consequences, we might here just pick two that are of particularly current significance for the politics of the United States: those of outsourcing and financialization.

But before we do, it is worth noting the upside of being the economically hegemonic power. It is not all bad economic news for empires. Empires attract a lot of subsidy. They find borrowing resources from outside sources easier than it might otherwise have been because the collateral asked of them on such borrowing is invariably low, relative to the borrowing capacity of non-empires. However, even this financial arbitrage comes at a serious long-term price – what Colin Read once labelled “the winner’s curse”19 – in that imperial centres of power come to enjoy a credit-rating that is often too good for their own long-term viability. For that financial arbitrage quickly leaves them disproportionately dependent, for the maintenance of the internal living standards of their home population, on the continued willingness of foreign holders of investment funds to place those funds in the imperial core. And in any event, obtaining things easily because of imperial preference invariably weakens the ability of empires to generate those things for themselves. It frees them from any immediate confrontation with the reality of market forces; and it alters the relative weight within their underlying economy of the sectors that manufacture things and those that merely play with money.

The United States’ rapidly changing economic relationship with communist China is a clear case in point. Before 9/11, the annual US trade deficit with China was small: just $10.4 billion in 1991. Twenty-five years later, it was well over $300 billion. When the trade deficit was small, the main US exports to China were manufactured and durable goods, while at home the US-based furniture industry still employed 80,000 Americans and the textile industry 1.5 million. Right now, among the main US exports to China are scrap metal and waste paper – it is as though they sell us the manufactured goods that American consumers need, and we sell them back the packaging in which those goods arrived. As we discussed more fully in Chapter 2, manufacturing employment in the United States has plummeted as Chinese exports of manufactured goods have grown, and although the nature of the causal linkage between those things is a matter of fierce dispute, there is no escaping the fact that since 9/11 the United States has racked up a large and persistent deficit on its balance of trade – particularly with China – a deficit that it can only finance by attracting inflows of foreign direct investment. A lesser power, lacking that capacity, would have been obliged to address its trade deficit directly and immediately: but the United States thus far has escaped that imperative. Whether that will be to its long-term economic cost will depend on the willingness of foreign investors to continue placing their money in Wall Street, but already there is economic dependency here. By indulging in the winner’s curse as it has fought its now 16 year-long war in the Middle East, the United States has allowed its economic superiority significantly to wane.

OUTSOURCING

One key element in that waning has been, and remains, the propensity of large US-based companies to relocate more-and-more of their basic production processes to economies outside the United States, where labour costs are lower and growing foreign markets are closer to hand. Safe in a post-Cold War world under the protection and umbrella of US arms, American-based multinationals, which as late as the 1990s were net job creators inside the continental United States itself, have since 9/11 cut employment at home and raised it overseas (by something of the order of 2.9 million in the first decade of the new millennium while adding 2.4 million abroad). Of course, in one sense there is nothing new in this redeployment: American capital went abroad during the Cold War years too, embedding itself in, and helping to reconstruct, economies such as West Germany and Japan at the behest of the American state. But in the post-Cold War years, the imperative to locate production facilities overseas has been qualitatively different. This has been outsourcing driven not by the search for global political stability but by the search for corporate cost-competitiveness; and here the great losers have been American workers, particularly white unionized male workers in the hitherto impregnable Fordist-based semi-automated production systems of the American Midwest. The advocates of outsourcing, and of the associated importation of manufactured goods made outside the United States, invariably insist that the practice has made goods cheaper in US retail stores, and so enhanced the living standards of the American consumer. But those consumers are also workers, and it cannot be emphasized strongly enough that the limited gain brought to American consumers by cheaper imports has been more than offset, since 9/11, by the adverse impact of those imports on general US wage levels – pulling those wages down even before the financial crisis, according to the EPI, by $2,500 annually for a typical two-income family in 2006, and by 4 percentage points overall for American workers without a college degree. As we discussed more fully earlier, the “hollowing out” of the American middle class has one of its main drivers here: a race to the bottom caused by wage-competition with less well-paid labour forces overseas. The experience of GM workers is symptomatic of this wider trend: “before the 2008–9 recession, a typical GM worker cost the company about $56 an hour with benefits. Equivalent costs in Mexico were $7, in China $4.40, and in India $1. New hires back in the United States after the recession reportedly started at $14 an hour”.20

FINANCIALIZATION

The great winner in all this, by contrast, has been American finance. As we argued at greater length in America in the Shadow of Empires, the inward flow of predominantly Japanese capital in the 1990s helped create what Colin Crouch called “privatized Keynesianism”,21 fuelling a Wall Street bull market that raised dramatically the paper-wealth of US asset holders and so financed the Clinton boom years. Similar flows, more from China this time, financed the property bubble during the George W. Bush years that came crashing down in 2008. As Herman Schwartz put it, “during the long 1990s, the U.S. economy avoided the normal trade-offs across domestic consumption, domestic investment, and overseas investment” because “massive foreign lending relieved the normal constraints” and “enabled the United States to enjoy differential domestic growth”.22 Even now, with the US manufacturing and service sectors growing only slowly, the influx of foreign capital has restored profitability to Wall Street, and with it the return of those remarkable bonuses for senior financiers that briefly so outraged American public opinion in the immediate wake of the 2008 financial crash. And of course, “the status of the dollar as the world currency gives the USA, as a debtor country, the unique privilege of being able to borrow from foreigners in its own currency, which means that any depreciation of that currency will both reduce the value of US debt and increase the competitiveness of US exports”.23 Given the scale of debt the United States has now racked up with China in particular, the world’s remaining superpower may well in consequence have manoeuvred itself from a position of economic strength in 1945 to one of such financial indebtedness by 2017 as to be now literally “too big to fail”. Lawrence Summers, for one, thinks so: writing of “a balance of financial terror” in which the US relies on the cost to others of not financing its current account deficit as assurance that such financing will continue.24

There is much that is precarious here. For financial empires rest on the confidence of those who control large investment flows (now not simply central banks and multinational corporations, but also increasingly the managers of sovereign wealth funds); and that confidence is necessarily extremely fragile. Partly this fragility derives from the separation of financial circuits from those of industrial and mercantile ones. The more financial institutions make money by trading with each other, the more they become vulnerable to cycles of speculative fever, and the more the transactions they finance become of less and less value to the rest of the economy beyond. Partly the fragility is a product of the inadequate external governance of the financial sector itself, and of the excessive speculation which that inadequate governance allows. Partly the fragility is a product of the centrality of Wall Street institutions to a domestic economy that sustained itself from the 1980s only by substituting rising private debt for stagnant private wages; and partly it can be a product of the disproportionate exposure of even large American financial institutions to the weaker sections of a global economy which is necessarily characterized at its core by processes of combined but uneven development. The American financial system is currently vulnerable to at least three, and possible four, of those sources of fragility. It is fragile by function. It is fragile by governance. It is fragile by the scale of private debt; and it may well be fragile by exposure.

And while Wall Street flourishes, the signs and symptoms of long-term economic weakening are everywhere to be seen, if people are willing to look. The United States was once the best educated society on earth: but not now (the latest PISA scores rank US 15 year-olds seventeenth internationally for reading literacy, twenty-fourth in science literacy and thirty-first in maths). The United States was once the world leader in R & D expenditure, responsible for 38 per cent of total global spending in 1996 – but today, for just 30 per cent. The United States was once the leading economy across a swathe of industrial sectors. It no longer is: leading the pack now only in the more restricted list of computer hardware, software, biotechnology, aerospace and entertainment. The United States was once the society which everyone aspired to join: but no longer. The latest UN survey on human happiness awarded top spot to Norway, and then to Denmark – highly regulated capitalisms with a strong social democratic base. Liberal-capitalist America slipped from third place in 1996 to just sixteenth in 2017, with unhappiness in America growing, so the UN report said, because of declining social support and increased corruption.25 (The detailed report emphasized too the deleterious consequences for US happiness of excessive money in politics, increased income and wealth inequality, enhanced immigration, and the deteriorating quality of the US education system).*

In truth, US underperformance here should come as no surprise. For the guilty secret at the heart of the American empire has long been this. Previous empires have normally enriched their core populations, by drawing into the imperial centre the surplus product of their far-flung possessions. But not this empire: for all that overall American living standards are cushioned by the willingness of foreigners to finance the continuing US trade deficit, the contemporary American version of empire disproportionately enriches just the privileged few, while imposing impossible burdens on military families, and leaving the rest of the US civilian population either financially embattled or actually impoverished. No wonder, therefore, that an electorate has now emerged in the United States that is open to the appeal of a certain kind of right-wing populism. It is a populism which claims that, by resetting the financing and priorities of an American empire whose legitimacy at home remains largely unchallenged, it can bring generalized prosperity back to those many Americans whom the empire, however successful abroad, apparently forgot at home. The ultimate cost of American empire right now is nothing less than the presidency of Donald J. Trump – and it is an appalling price to pay.

The long shadow of British imperialism

Empires have gone wrong before, of course: and in both their errors and their demise have thrown a long shadow forward. Part of that shadow is a cultural and ideational one – an inherent sense of imperial superiority in the mindset of the empire’s core population that slides easily into a defensive racism when post-imperial economic difficulties intensify and jihadists counterattack. That shadow – visible now in the contemporary politics of all the major nineteenth-century European imperialisms (French and Dutch no less than Belgian and British) awaits our consideration in the last section of this chapter. What needs to be considered ahead of that however are the other, less dramatic and more institutional, legacies of empire – which in the British case include at least the early loss of manufacturing leadership, the excessive presence of global finance within the contemporary UK economy, and the distorted industrial policy of a globally-preoccupied British state. Each of those legacies helps explain contemporary UK weaknesses in both economy and society; and each, of course, has striking American parallels.

THE LOSS OF MANUFACTURING LEADERSHIP

As we noted briefly at the opening of Chapter 3, the nineteenth-century expansion of the British Empire was made possible by the UK economy’s position in the 1860s and 1870s as the manufacturing “workshop of the world” – occupying a global position then of the kind that the US manufacturing sector would enjoy after 1945, and that arguably the Chinese manufacturing sector is beginning to occupy now. But the critical point for us here is not that the UK occupied that position. It is rather that it occupied it only briefly. It is that positions of manufacturing dominance can be lost – and that they certainly were in the UK case. In the wake of German unification in 1871 and the termination of the US Civil War a half-decade earlier, UK-based manufacturing firms incrementally lost their position of global leadership to more modernized producers based in both those countries. Economies catching up invariably follow the best of the practices of the economy they are pursuing, not its average ones: and after 1870 Germany and the United States certainly copied best UK practice, the quicker to surpass it. Then, and as we noted earlier, instead of responding to this rise of high-quality global competition by fundamentally altering their production processes and marketing methods, most late nineteenth-century UK-based firms chose instead to cling ever more tightly to processes and methods they already knew, the ones that had worked in the past; and they retreated into the more protected markets of their own Empire. The result after 1945 was two-fold – and helps explain much of what still ails the modern UK economy.

First, although UK manufacturing industry did increasingly restructure itself – moving from a focus on Victorian industries to post-Victorian ones, going from ships to cars and from coal to electricity – it did so in only a limited and ultimately inadequate fashion. By 1961, the UK car industry was the main employer of manufacturing labour and the most significant source of manufacturing exports – and yet that car industry still manifested the weaknesses of the “flawed Fordism” we briefly touched upon when discussing the fall of the UK’s first post-Second World War SSA in Chapter 3.26 The UK’s postwar factories were too small, its ownership structure was too scattered, its level of investment was too low – and it must be said, its workers were too strong on the shop floor – adequately to compete with first German and then Japanese car production as those economies emerged from their brief period of postwar dislocation. The result – the second feature of the UK’s postwar manufacturing condition – was that from 1966 (the peak year for manufacturing employment in the postwar UK) the car industry and others began to experience “negative de-industrialization”.27 Like more successful economies elsewhere, the UK economy deindustrialized. Service employment and output came to play a greater and greater role in the construction and delivery of the UK’s GDP, as manufacturing employment shrank by 2000 to half its 1966 peak. But unlike those more successful economies, the bulk of UK deindustrialization was increasingly negative rather than positive in form: it was the product of factories shedding jobs because they could not compete, rather than shedding jobs because they were becoming ultra-productive.28 These days, economies with strong manufacturing bases run large balance of trade surpluses. Those with weak manufacturing bases run balance of trade deficits. The UK moved into a trade deficit on its manufacturing ledger in 1983 and has been in deficit ever since.

THE GROWING BURDEN OF ITS FINANCIAL SYSTEM

Empires like the British – just like the American later – build their dominance on the global strength of their manufacturing sectors and on the quality of their armaments, and initially the parallel growth of financial institutions at the heart of the empire only reinforces that global strength. In the late nineteenth century, UK-based manufacturers needed overseas buyers, and those overseas buyers needed London-provided credit. In the south of the island, the City built its reputation as a global financial centre while away in the north manufacturing firms produced and increasingly exported world-class products (and used their own profits – and not City-provided funds – to sustain their internal investment programmes). In the late-Victorian heyday of the British Empire, sterling acted as the world’s global currency and the UK traded manufactured goods for food and raw materials in the manner of modern America. But over time (and indeed quite quickly – certainly well before 1914), all that foreign lending helped key overseas economies catch up and surpass the British in manufacturing capability. It gave London-based financial institutions a set of interests in the success of those economies, rather than in the success of their own; and it established a gap between industry and finance that undermined the ability of British manufacturing firms to raise the long-term capital they eventually needed to meet the challenge of all this fierce international competition.

The long-term consequence of that gap was partly economic, leaving in place what London’s leading financial journalist, Martin Wolf, recently described as the UK’s current strategic nightmare: “a strong comparative advantage in the world’s most irresponsible industry”29 – namely finance. But the long-term consequences of this late nineteenth-century separation of industry and finance ran far wider than that: they were and remain social and political, and not simply economic, in character. For the initial social result of this “two-track development of capital” in the late nineteenth century UK economy “was a marked division within the propertied middle class”.30 The division was partly a geographical one: between a commercial middle class in London and an industrial middle class in the British north.31 But it was also a political division – a gap of empathy and social standing between an industrial entrepreneurial class located predominantly away from London and a political elite that was still London-focused – one, moreover, still disproportionately staffed by a predominantly southern-based aristocracy whose own income-source was increasingly shifting from rents to interest. For all its mid nineteenth-century domination of global output and trade flows, the UK’s industrial owning class never replaced in political influence more traditional elites whose income depended on banking and on land. What the UK’s brief Victorian period of global manufacturing dominance then consolidated was not “rule by business” in some modern American sense. It consolidated instead a system of “gentlemanly capitalism”32 – a fusion of aristocratic and banking interests, and the dissemination of a social culture which prioritized the making of money from money over the making of money from industrial enterprise.

This London-based gentlemanly capitalism sat more easily with the expansion of empire than had the liberal capitalism of Manchester’s industrial elite, in part because the imperial project was from its outset – both in personnel and in culture – far more an aristocratic than a middle-class phenomenon.33 Throughout the nineteenth century, the sons of privilege ran the formal empire.34 By century’s end, the sons of privilege headed the financial institutions of the City; and increasingly over time, the protection of both became the top priority of a political class that was equally privileged. “The pattern of class relations and financial institutions which developed was well adapted for a role of servicing the internationalization of capital, but it was a major obstacle to rapid domestic industrial transformation”.35 The Empire and the City worked together to reorient the priorities of late nineteenth-century politics outwards, towards the UK’s global role and the strength of its naval military underpinnings. In the process, attempts to reinforce the UK’s dwindling manufacturing fortunes – attempts that prioritized an inward focus by the UK state – regularly fell foul of the City’s need for unfettered commercial and financial access to global markets. In the clash between industrial interests and financial ones, the more the empire grew the more did political weight shift towards the financial, and away from the industrial, lobby. Twentieth-century UK governments regularly put the defence of sterling and the interests of the City before the defence of UK-based manufacturers and the interests of labour. They did so in 1903, rejecting Joseph Chamberlain’s call for imperial preference; and they were still doing so a century later, stoutly defending the autonomy of the City by declining to submerge sterling into the euro.

The longevity of this prioritizing of global financial interests over national industrial ones, points to a further consequence of empire that we would do well not to discount in the British case, and which definitely has contemporary US parallels: namely the degree to which, over time in an imperial economy, industrial interests themselves diverge. It points to the way in which manufacturing industry in imperial economies ultimately splits into a small- and medium-size sector still predominantly dependent on the domestic market, and a series of large firms who are themselves global players. The modern UK economy is a classic case of this, being currently home to a disproportionately large number of such firms – firms that share with the City a commitment to global sourcing, global production chains and global markets. The “hollowing out” of British manufacturing that was such a feature of the post-1961 UK economy was not just the consequence of local under-investment and subsequent negative deindustrialization: although it was predominantly a consequence of that, with all the cumulative consequences that flow to firms when they habitually underinvest, underperform, and then lack the surpluses with which to attract the catch-up investment they so desperately need. The other process in play in the hollowing out of modern UK manufacturing we would now recognize as “outsourcing”: the shifting by large UK-based firms of their production processes (and markets) more-and-more overseas. The result, potentially devastating to centre-left political forces seeking to harness state power and private enterprise in an alliance for national economic reconstruction, is a new and fundamental difference between UK industry and UK capital. UK capital flourishes – by going abroad. UK-based industry stays home – and flourishes less.

THE IMPERIAL CONCERNS OF A PREOCCUPIED STATE

When the Empire was up and flourishing, its defence was the predominant concern of successive London governments of all political persuasions; and looking back now over the wreckage of empire, it is possible to see the adverse legacy of this prolonged imperial preoccupation. It was not that UK governments kept their distance from all sections of UK-based industry. They did not: on the contrary, funding the best kind of defence industries was a constant UK state practice. Shipbuilding industries in the nineteenth century, aircraft industries in the twentieth, the bulk of UK-based science and R & D throughout – all received generous public funding and state direction. But industries geared to civilian markets gained no such political priority. Instead, postwar UK governments struggled mightily to protect the global role of the City of London – willingly boosting interest rates and the exchange rate of sterling, the better to bring speculative capital to London. But the cost of that boosting was the steady erosion of the competitiveness of UK-based manufacturing industry in general, and the slippage of UK living standards relative to the best of the rest abroad. While the Empire was there to be extended, or defended, a political culture was consolidated in London in which it was always acceptable for governments to maintain a military-industrial complex, but rarely acceptable for them to develop a sustained industrial policy aimed at any general strengthening of the entire UK manufacturing base.

When examining in detail the impact of this basic policy orientation – what David Edgerton labelled as “liberal militarism” – for the earlier study of America in the Shadow of Empires, two conclusions stood out that are worth reproducing here. The first is that well into the post-Second World War period, it made sense to think of the twentieth-century UK state not simply as a welfare state but also as a warfare state36 – one that was quite capable, for example, of rapidly restructuring aircraft production for military purposes (as it did in 1958) even when the political leadership of the UK state was firmly in Conservative hands. Little wonder then that state procurement of weapons, and state funding of military R & D, should have remained such a feature of post-1945 UK political practice; or that the UK civilian economy should have been such a centre of world excellence in militarily-related technologies (not least, aircraft engines) and such an exporter of weaponry. Overall defence spending is now down, back around the 2.5 per cent of GDP that it averaged through the late Victorian period;37 but even so, and as late as the 1970s, of the major capitalist powers, Britain still “spent the highest proportion of total national R & D spending (approximately 28 per cent), and between 1976 and 1981 the highest proportion of government R & D spending (over 50 per cent), on defense”.38 Even under New Labour in 2005, almost a third of all public spending on research was funded by the Ministry of Defence – at £2.6 billion in total in 2004, far outspending even the NHS.39 France and Britain may have competed in the 1930s to be the world’s largest arms exporter, but more recently the main competition has been with American-based producers; and in both competitions, UK-based arms manufacturers have excelled. UK-based arms manufacturers now regularly capture 20 per cent of the global trade in arms, and in 2010 the UK’s BAE Systems actually topped the list as the world’s largest arms manufacturer. BAE’s arms sales in 2008 exceeded the GDP of at least 100 countries. Moreover, it cannot be without long-term economic significance that from the 1980s, “Britain remained a net exporter of armaments, but became a net importer of manufacturers”.40 Strong economies would presumably have had those net flows set the other way around.

Then there is this: that with hindsight we can see that for far too long for the competitive health of the UK’s manufacturing sector, postwar UK governments attempted to retain the possessions and strappings of empire. For far too long, “both Labour and Conservative governments … pursued an expensive strategy of keeping Britain’s military industries at the leading edge”41 and for far too long, a disproportionately large proportion of UK R & D, and associated scientists and engineers, remained focused on military, not civilian, production – this at the very time when “countries such as Japan were investing in the long-term technological development of motor vehicles and other manufacturing industries”42 under strong state leadership. That all this happened was ultimately a consequence of failed political leadership – a genuine postwar “wasting of the British economy”.43 The truth was, as the conservative historian Corelli Barnett put it, “that the world-power men in London simply failed to heed the evidence of the 1930s and the Second World War that the Commonwealth was a strategic liability to Britain, not an asset” and that “the British Empire was one of the most outstanding examples of strategic over-extension in history”.44 The truth was that those same world-power politicians failed to adjust immediate postwar policy to meet the UK’s new economic standing – one in which “Britain, which had once been the world’s greatest creditor nation, had become the world’s greatest debtor”.45 Writing to the same conference as Barnett, the far less conservative Andrew Gamble put it this way: “the question of decline only makes sense by considering the interrelationship of the relative economic decline and the absolute decline in world power. It was always the absolute decline that mattered most to the British political elite, and measures to stave that off and preserve Britain’s traditional global role always took preference over the task of modernizing the British economy and British society”.46 Contemporary Britain continues to play a heavy price for that preference.

Imperial mindsets and populist politics

Empires do more than rule part of the world. They also rule the mind. They create and amplify generalized feelings of superiority in those who run them and of subordination in those who do not; and they justify their existence – both to the ruling population back home and to the ruled populations abroad – by telling misleading stories about what they are doing, and why. Empires then rise and fall, but the justifications linger; and as they do so they provide, to the core populations living through the decline of empire, frameworks within which to understand that decline. Those frameworks are rarely attractive ones.

At the height of their empire, the British told themselves that they were carrying the white man’s burden. A sense of white supremacy was written into the entire British imperial project from its outset; and when the British economy was no longer strong enough to sustain that project – when the baton of empire passed to the Americans – the British could still tell themselves that power had remained in some basic sense “with their people”, such that the UK political class could settle into a subordinate but close “special relationship” with the new imperial order without experiencing any fundamental crisis of confidence. That subordinate but special relationship left the UK with parts of its imperial structure intact. It left the UK sitting at the top table of every post-Second World War international institution, and it enabled several generations of UK politicians to persuade themselves (and their electorates) that the key role of the UK was to act as a bridge between America and Europe.

One major consequence of that, of course, was that from the outset of the formation of what is now the European Union – the 1956 Treaty of Rome, creating a European common market – the UK political class (and the bulk of its electorate) remained at best reluctant Europeans. British Conservatives grew keener on the European project so long as it remained focused on the creation of a single market. They liked it less as the retitled “European Union” moved beyond that towards a wider political union; and in that dislike, they were joined by a residue of Old Labour politicians who had long disliked the Common Market because they had seen it as a capitalist club, and who now saw it as a neoliberal disaster. More moderate Labourites of the Blair variety, by contrast, warmed to the European project the more it became a political union with strong social rights for workers: but in each section of the UK political class – and that included the Blairites – the prior preference remained for the retention of an independent global (military and diplomatic) role for the United Kingdom as the USA’s special ally.

That preference took Margaret Thatcher into the gamble of the Falklands War in 1983. It took Tony Blair into the folly of the Iraq invasion twenty years later: and it kept alive a gap in identity between a significant swathe of the UK electorate and the European Union that ultimately culminated in the Brexit vote. South of the Scottish border at least, the main cultural legacy of the British Empire as it declined was a re-energized and defensive English nationalism – and it was that nationalism, that desire to keep power over policy back in the UK itself and away from Brussels and the European Union, that eventually persuaded a narrow majority of the British electorate that the best way to defend the United Kingdom was to pull the UK out entirely from its existing treaty obligations to the European Union. Given the likely consequences of cutting the UK economy off from free access to its major European markets, it is hard to see how such a move will help overcome deep flaws in the structure and performance of that economy; and given the Scottish electorate’s strong preference for remaining within the European Union, it is hard to see how a London-based government imposing EU withdrawal can in any way strengthen the political unity of a country whose very title reflects the deep national divisions that persist within it. But the cultural residues of empire often work that way – they induce a mental petulance in those sections of the core population who least benefited from the original imperial project, and who seem – at moments of intense crisis – most inclined to drag the entire population down with them as the ship of state sinks.

Will this then be America’s future too? Maybe in some similar form, but not quite yet. For the United States remains a (or arguably, still the) major global player, and its internal population remains broadly at peace with the idea of that role, even if not always at peace with specific manifestations of it (say in Vietnam in the 1970s, or in Iraq more recently). The deep patriotism of the bulk of the American electorate is visible in the flags they everywhere fly, and in the Oath of Allegiance they willingly take publicly on every imaginable occasion. This patriotism remains, that is, deeply imperial in character, in the manner of the British before 1945 but definitely not since; and that American patriotism still leaves large sections of the US electorate wedded to an aggressive military role abroad by a country that was attacked by Islamic jihad on 9/11, and with which it has been at war now for more than a decade-and-a-half. Yet the burdens of that war fall back primarily, as we saw, onto the shoulders of the American military, and by association onto the families of those soldiers – and soldiers in America, like soldiers elsewhere, are predominantly drawn from the ranks of the working class. There is, in fact, a double working-class whammy in play here. The American working class is under heavy economic pressure because of the outsourcing associated with empire, and (in many individual cases) also under heavy personal pressure because of the regular redeployment experienced by the members of an armed force that is no longer based on compulsory military service for all. The vulnerability of particularly the white sections of the American working class to the appeals of a political campaign based on the promise “to make America great again” makes perfect sense from where they stand: wanting the Empire to win militarily, and win quickly, to bring the soldiers home; and wanting America to win economically, and to make them less poor, by bringing back the well-paying jobs as well.

In the United States, therefore, as in the United Kingdom, it is proving all too easy to blame foreigners for local problems: to blame immigrants for taking jobs and using up welfare (the Middle Eastern tsunami in the European Union, and the flow of undocumented Hispanic labour in the United States); and to blame foreign governments for taking our money, for free-riding on our defence spending, and for imposing rules from outside on a free people (rule from Brussels in the UK case, and from the UN or Paris in America’s). But pointing the finger of blame is not the same thing as locating the genuine causes of the developments to which blame is being attributed. The flow of refugees out of the Middle East has much to do with post-9/11 US military intervention there. The flow of undocumented labour across the Rio Grande has much to do with the impact of the freer trade created by NAFTA on a Mexican agricultural sector increasingly exposed to competition from heavily-subsidized US food producers. Political and economic imperialism lie at the base of so much of what is now driving concerned working-class voters in an authoritarian populist direction; but the one thing which that populism will never challenge – while in the hands of a Donald J. Trump at least – is the underlying imperialism itself.

That is evident in the first budget of the Trump years in Washington – a budget calling for a substantial increase in military spending (some $54 billion over previously agreed levels47) and a culling of civilian-focused regulatory agencies, and a budget linked to a healthcare reform that was supposed to improve on the Affordable Care Act but which visibly is failing to do so. Simultaneously making America great again militarily and socially is proving to be an impossible task for a party of the Republican kind; and instead of squaring that circle by curbing military spending, it would appear that, so long as Donald J. Trump is president, any squaring will be done at the expense of further cuts to already inadequate social programmes. It is through this gap between promise and performance in the politics of the contemporary centre-right that the progressive way forward must, therefore, now tread its way: insisting in the American case that it is the cutting of military spending, not the cutting of spending on social programmes and civilian infrastructure, that must become the priority of the day.

Saying that then makes another difference between these two similarly flawed capitalisms crystal-clear. It is that the American centre-left currently faces two awesome political tasks, only one of which it shares with its UK equivalents. The one that is unique to the American agenda is that of getting America out of the empire business – the critical political task of pulling US troops and covert operations out of the Middle East at the very least, and back eventually to American shores alone.* The task that is not unique to America – the one that is shared – is that of challenging and refuting the austerity politics associated with conservatism at home and imperialism abroad. It is to that task – to an examination of the inadequate politics of domestic retrenchment advocated by centre-right parties in both America and the UK as the imperial nightmare continues – that we need, therefore, now finally to turn.

[image: images]

* The US is currently the world’s greatest seller of arms, and the UK is second, with two-thirds of all UK arms sales since 2010 going to the Middle East (Source: The Independent, 16 December 2016).

* The US dropped 26,171 bombs on 7 Muslim-majority countries in 2016 (Source: Alternet. org, 10 January 2017).

* The conclusion of the UN report is worth noting, raising as it does themes that here will occupy Chapters 7 and 8. “In sum, the United States offers a vivid portrait of a country that is looking for happiness ‘in all the wrong places’. The country is mired in a roiling social crisis that is getting worse. Yet the dominant political discourse is all about raising the rate of economic growth. And the prescriptions for faster growth – mainly deregulation and tax cuts – are likely to exacerbate, not reduce social tensions. Almost surely, further tax cuts will increase inequality, social tensions, and the social and economic divide between those with a college degree and those without.” (World Happiness Report, 2017).

* The case for doing that, and the step-by-step programme that might get us there, are discussed at length in the final chapter of America in the Shadow of Empires, and will resurface briefly here in the last chapter’s discussion of progressive programmes on both sides of the Atlantic. For the argument in a more abbreviated form, see also http://www.davidcoates.net/­2014/12/01/taking-the-­imperial-out-of-american-­imperialism/.
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The Folly of Austerity Politics

“Our Congress passes laws that subsidize corporations, farms, oil companies, airlines, and houses for suburbia, but when they turn their attention to the poor they suddenly become concerned with balancing the budget.”

Coretta Scott King1

“Cuts have almost certainly halted a rise in life expectancy. Our social order is bankrupt. We don’t just need a new government, we need a new way to organize society.”

Owen Jones2

There was a brief Keynesian moment in the immediate aftermath of the 2008 financial crisis, a moment in which the excesses of neoliberalism were so clear, and the adverse consequences of deregulated financial institutions so obvious, that the whole Reagan/Thatcher enthusiasm for free-market capitalism suddenly lost popular support and its political advocates lost electoral credibility. But sadly, it was just a moment – one quickly over-shadowed by the resurgence of self-confidence on the centre-right, and the return to serious austerity politics on both sides of the Atlantic.3 Since the cutting of public spending in the depths of a recession served only to prolong the recession itself, the return to the economics of neoliberalism only intensified the weaknesses that had generated the crisis in the first place – and in doing so, opened a gap between economic performance and appropriate public policy that thus far the centre-left has failed to close. How that closure might yet occur is the subject matter of the final chapter in this volume. The aim here is simply to demonstrate how real the need for that closure remains.

The Keynesian moment

In the US and the UK, as elsewhere across the advanced capitalist world (and that included China), the first response to the 2008 crash was a reversion to straightforward Keynesianism. Governments spent money, and used quantitative easing, to re-establish credit flows and lessen the recessionary impact of the credit squeeze of September 2008. For some governments, like the New Labour one in London, that response involved no sharp rupture with previous policy; but for others, most notably the Republican one in Washington, DC, it most decidedly did. For the first response of the Bush Administration to the growing evidence of instability in US-based financial institutions in 2007 and early 2008 had been adamantly to insist on the continuation of business as normal. George W. Bush had twice cut taxes on high earners (in 2001 and 2003), arguing that the benefits of making the rich even richer would soon trickle-down to the rest of the economy in the form of job-creating investments fuelled by the tax revenues foregone; and although in 2007 his Administration had discretely switched from this “trickle-down” economics to “trickle-up” – bringing in new tax relief to lower-earners in an attempt to stimulate demand – even so, weeks before leaving office the out-going president was still telling world leaders that “it would be a terrible mistake to allow a few months of crisis to undermine faith in free markets”. The terrible events of September 2008 then changed his mind, totally, leaving George W. Bush by December 2008 telling Congressional leaders that, as he somewhat inelegantly put it, without federal intervention “this sucker is going down”.4 In consequence, and via a truly remarkable volte-face, it was a Republican Secretary of the Treasury, Henry Paulson, who then launched a $700 billion rescue package (his Troubled Assets Relief Program) in a three-page power-grab aimed at locating and absorbing mortgage-backed securities whose value was in freefall. In the event, that volte-face and Treasury power-grab proved too abrupt and too great for Republicans in Congress, who settled instead for revised TARP legislation that included $150 billion worth of tax breaks, limits on executive pay in bailed-out companies, and powers to ease mortgage terms to prevent foreclosure. The US government was, in consequence, already heavily involved in deficit-spending well before the Republican White House stood down in January 2009.

The incoming Obama Administration merely picked up the Paulson ball, and ran with it (in the form of the ARRA, the American Recovery and Reinvestment Act). In very quick order, they redirected TARP money into a new programme to help struggling homeowners refinance their mortgages, and into the two GSEs (Fannie May and Freddie Mac) to increase the flow of available mortgage credit. They increased the volume of funds directed to the recapitalization of large-scale American banks, and this time included aid to the struggling automotive industry as well (they even took temporary part-ownership of General Motors); and they put together both a large spending budget financed by public borrowing and an accompanying stimulus package, costing $787 billion in total, that contained $276 billion in tax cuts for low- and middle-income earners and over $500 billion for a series of spending programmes. The resulting budget deficit was projected by the CBO to run at $1.67 trillion in 2009, or 11.9 per cent of US GDP, the vast majority of which derived from Bush policies (tax cuts and war spending) and the downturn in the US economy. That deficit was projected to drop by more than half in the four years to follow, and the Obama Administration – keen to see that happen – moved quickly then to explore ways of cutting the cost of entitlement programmes. In other words, in true Keynesian fashion and very much in line with the later thinking of the administration they replaced, the incoming Obama Treasury team “openly recognized the important role of federal deficit spending as a trigger to private sector growth and employment in the depth of a recession” while also “publicly subscribing to the view that, as that growth returned, a phasing out of the deficit would be both politically and economically necessary”.5

Meanwhile in London, a New Labour government now led by Gordon Brown took a series of similarly dramatic and large-scale initiatives. Part of the UK banking system was already in public ownership before the 2008 financial crisis broke – the collapse of Northern Rock had already triggered that. So the Brown government did not have a volte-face moment of the Paulson variety, but still it did publicly have to abandon the “golden rule of public spending” religiously followed by Gordon Brown when he was Tony Blair’s “prudent Chancellor”: namely “over the economic cycle only borrowing to invest and not to fund current expenditure”.6 In its place, and again in very quick order, the UK’s Treasury team led by Alistair Darling created an Asset Protection Scheme through which to buy out toxic assets, introduced a modest Homeowners Mortgage Support Scheme, and (in November 2008) launched a significant stimulus package in the form of £20 billion of tax cuts and government spending.7 Like the Obama Administration, the UK Government under New Labour had its central bank buy up mortgage-based assets: programmes of quantitative easing that in the UK expanded from £75 billion in 2008 to £200 billion by 2010. (The equivalent US figures were much larger*); and additionally, the two governments together (Brown’s and Obama’s) emerged as the major advocates at the global level for this deficit-led recovery from the financial crisis and its subsequent deep recession. It was an advocacy that initially carried all before it, but one which over time ran into serious resistance within the councils of the G20, particularly from Angela Merkel’s government in Berlin.

A time would come – towards the end of the Obama presidency and long after German resistance to fiscal stimuli had help drive the Eurozone economies into prolonged recession – when Obama’s Treasury Secretary could declare victory in the G20s “growth versus austerity” debate.8 But that was not how the US electorate came to see the immediate legacy of the 2009 stimulus package. On the contrary, while “a month after the law’s passage, the Pew Research Center … found 56 per cent support. Three years later, that number had dropped to 37 per cent”.9 For by then, the Republican opposition to the stimulus package, and to the Administration that introduced it, had managed both to obliterate from the public memory the only slightly smaller stimulus package (of $715 billion) that the Republicans in Congress themselves had passed in January 2009, and to obscure from public view the far greater scale of the recession that would have occurred, had the Obama Administration not acted as it did. Looking back at the trajectory of economic growth seven years on from the financial crisis, Alan Blinder and Mark Zandi estimated that, without the stimulus package, the peak-to-trough decline in GDP in 2008–9 of 4 per cent would likely have been close to 14 per cent; the recession would have lasted probably twice as long; the number of jobs lost (at more than 17 million) would have been twice the loss that actually occurred; and the official rate of unemployment would likely have touched 16 per cent rather than, as it did, 10 per cent.10 The Obama White House, for understandable reasons, entirely agreed. The Administration’s 2014 report claimed that the ARRA saved on average 1.6 million jobs a year for the four years of its operation, and raised the US GDP by between 2 and 3 percentage points from late 2009 to mid-2011.11 The precise numbers of jobs saved and growth trajectories raised remain matters of controversy, but the broad consensus beyond Republican ranks is clear: that without the 2009 $787 billion stimulus package “the Great Recession would have been far deeper in the United States”.12

The resurgence of the American right

Which makes it all the more galling that the case for a further stimulus should, in both economies, have fallen by the wayside by the end of 2010. It had fallen off the realistic political agenda by then because, in the UK, the New Labour Government in power throughout the crisis had been decisively defeated in the May general election – to be replaced by a coalition government committed to austerity politics – and because in the United States, the November 2010 mid-term elections had given control of the House of Representatives back to a Tea Party-driven Republican caucus that was equally determined to replace fiscal stimuli with fiscal restraint.

Part of the problem, for those favouring Keynesian-type policies as a solution to recession, was that those policies had never been unanimously accepted by the economics profession nor, in the United States, escaped challenge from well-funded think tanks like the Cato Institute, the Heritage and Petersen Foundations, and the “Fix-the-Debt” public relations campaign funded by Petersen and 127 of America’s best-paid CEOs.13 At the height of the financial crisis, when both the out-going Bush Administration and the incoming Obama one had been united in their desire to stimulate the economy by a mixture of tax cuts and spending programmes, a large group of right-leaning academic economists had publicly voiced their opposition. “Notwithstanding reports that all economists are now Keynesians”, they wrote in an open letter to the incoming president, “that is not true … we do not believe that more government spending is a way to improve economic performance … Lower tax rates and a reduction in the burden of government are the best ways of using fiscal policy to boost growth”.14 And in “a sign of what was to come”, when the Obama Administration introduced the ARRA, “no House Republicans and only three Republican Senators voted for the stimulus bill. Despite Obama’s attempts at bipartisanship, the minority leaders in both chambers … counseled complete obstructionism”.15

In such a climate, within the new Administration itself more conservative rather than more progressive voices then came to prevail.16 The initial economic team that Obama called together was heavily influenced by figures from the previous Clinton Administration, and they were no Keynesians. Years later, key members of that initial team would concede the validity of the progressive case made against them at the time, namely that a bigger and better-designed stimulus would have triggered an even faster economic recovery, so undercutting the ability of the Republicans to blame public spending for the slowness of the recovery that actually occurred.17 (As late as August 2011, 14 million Americans remained involuntarily unemployed – 9.1 per cent of the registered labour force – and one house-owner in four remained “underwater” – trapped in a mortgage larger than the house’s current market value.) The result of this initial policy caution was long term and serious: it meant that, even before the 2010 mid-term “shellacking” of the Democrats that opened a six-year period of political gridlock in Washington, DC, the Obama Administration had in effect already surrendered the field to its austerity-advocating opponents. And indeed if that was not enough, the Administration had by then additionally already created its own Greek chorus of doom: setting up in February 2010 the “Bipartisan Commission on Fiscal Responsibility and Reform” chaired by Alan Simpson and Erskine Bowles, who quickly became two further powerful voices close to the Administration, willing repeatedly to advocate cuts in welfare spending as a core response to an ongoing economic crisis that they – and the Republicans – now insisted was the product of too much federal spending rather than of too little.*

But it was the “shellacking” of the Democrats in the 2010 mid-terms that brought the American Keynesian moment to a permanent close. The Republicans in charge of the House were in no mood to tolerate a second round of public spending. On the contrary, they arrived in power on a Tea Party-inspired wave of resistance to further public spending, and dug in to defend the now threatened Bush-era tax cuts, to regularly insist on the repeal of the Affordable Care Act, and to agree to pass Administration-designed policy initiatives only if those were traded for cuts in the federal budget, particularly in discretionary welfare spending. In 2011, Congressional Republicans and the Obama White House clashed initially on whether to renew the Bush-era tax cuts, and then over the raising of the ceiling on the US national debt. Reneging on public debt because of that ceiling was avoided only at the eleventh-hour, by the agreement to cut federal spending by an additional $39.9 billion (hitting education, labour and health programmes most), and to set up yet another bipartisan committee to find ways of reducing the federal deficit over the longer term. This August 2011 deal, the Budget Control Act – made between an embattled Republican Speaker of the House and a gridlocked Democratic President – immediately enacted a further $1 trillion in discretionary spending cuts over the next decade (split evenly between defence and non-defence spending), and automatically triggered an additional $1.5 trillion in similarly distributed cuts in January 2013, should the bipartisan committee fail in its task by the start of 2012.

And of course, predictably, the “super-committee” did fail: which was why Washington politics in 2013 were initially dominated by the negotiation of yet another eleventh-hour bargain – this one to soften those automatic cuts, and to avoid going over what was hysterically labelled at the time as “the fiscal cliff”: partly by delaying the cuts by two months and partly by the signing of yet another modest last-minute tax and spending deal that this time the president won. Then later in the year, concern about the fiscal cliff was replaced by a total breakdown in the cross-party haggling both about spending cuts and the Affordable Care Act, a Congressional failure to appropriate funds for the 2014 fiscal year, and a resulting 15 day-long closure and furloughing of the federal government in October. In the event, this latter proved so wildly unpopular with the American electorate as a whole that the Republicans did not push it again – instead the 2013 stand-off simply set in stone the pattern of budgetary impasse and fiscal crises that was such a hallmark of the Obama Administration’s last three years in office. There was another such impasse and crisis in December 2014; one in September 2015, averting which cost the Speaker his job; and yet a third, closely avoided in December 2016. And in the process, as those negotiations and crises played themselves out, a progressive president who had been elected twice on a programme to renew America’s infrastructure and to use public funds to ease its social divisions, ended up presiding instead in his second term over cuts of at least $2.4 trillion in public spending between 2013 and 2022 – a deficit reduction that worked out roughly at “$2 in spending cuts for every $1 in revenue increases”18 – a net zero rate of investment in new infrastructure, and a deepening social crisis of the kind discussed in Chapter 4. Social Security, Medicare and Medicaid spending remained largely protected from these cuts: that much Obama’s rearguard action definitely achieved. But his success in defending them simply set up these three pillars of the US welfare state as prime targets for the Republican coalition in 2017, once the road-block of a progressive presidency had been replaced by the authoritarian populism of a Donald J. Trump.

Voluntarily-adopted austerity in Tory-led Britain

In the UK, meanwhile, much the same pattern of retrenchment got under way after 2010, but with literally none of the gridlock or bitterness of the simultaneous American story. In fact, the political interplay was exactly the reverse of that in Washington. In London, a government voluntarily and enthusiastically adopted the austerity route to economic growth, slowed down in its enthusiasm only by a rising chorus of resistance, initially to its social effects and increasingly to its economic ineffectiveness.

The Coalition Government elected in May 2010 had the same finance minister for the entirety of its length – George Osborne – and he entered office as a committed Thatcherite, convinced that scaling back public spending and employment was key to long-term economic recovery. He entered the UK Treasury at what for him was an opportune moment. The UK’s projected budget deficit of £163 billion in 2009–10, at 11.6 per cent of GDP, was by far the biggest in the UK’s postwar history and the highest in the G7 both for that year and the next.19 In consequence, the departing New Labour Government was already planning extensive spending cuts – one junior treasury minister even left a note behind, joking that all the money had gone – and Osborne literally took him at his word. He immediately froze/cancelled £10.5 billion of projects announced in the dying days of the Labour government. He followed that with an emergency budget in June 2010 that cut planned public spending by a further £11 billion, with moves in September that cut the benefit budget for the unemployed by £4 billion, and then in October cut again – this time £46 billion from the central departments of government and £7 billion from the welfare budget, including £2.5 billion saved by changes to child benefit. Even the Ministry of Defence found its budget cut – less than other departments but still deep enough to cancel high-profile projects (including a new aircraft carrier) – that cost 42,000 service personnel and civil servants their jobs over a five-year period.20 Six months into office, and George Osborne had already cut £81 billion off the UK government’s projected spending plans, and set in motion policies that would likely reduce total public sector employment by up to 500,000 jobs in total: in order as he put it, to pull Britain “back from the brink” and to bring the UK’s fiscal account back into balance by 2015. His underlying rationale is worth hearing in full. It was this:

This is an emergency Budget, so let me speak plainly about the emergency that we face. The coalition Government has inherited from its predecessor the largest budget deficit of any economy in Europe with the single exception of Ireland. One pound in every four we spend is being borrowed … This Budget is needed to deal with our country’s debts. This Budget is needed to give confidence to our economy. This is the unavoidable Budget … Our policy is to raise from the ruins of an economy built on debt a new, balanced economy where we save, invest and export. An economy where the state does not take almost half of all our national income, crowding out private endeavour. An economy not overly reliant on the success of one industry, financial services – important as they are – but where all industries grow. An economy where prosperity is shared among all sections of society and all parts of the country.21

Subsequently, however, things did not quite work out as the Chancellor had hoped. Instead, his claims and calculations struggled for traction as the UK economy continued to teeter on the edge of recession. Lower tax revenues, and greater calls on welfare services for the unemployed, eroded the speed of deficit-reduction in the United Kingdom just as effectively as it had in the United States; and fear of deepening the recession by further public-sector restraint obliged the Chancellor of the Exchequer to hold himself in check through both 2011 and 2012. His budgets in both those years were broadly fiscally-neutral, and his autumn spending reviews were restricted to small-scale but steady welfare erosion (freezing benefits as prices rose, increasing the number of hours that low-income families had to work before becoming eligible for working tax credits, and so on). Even so, the end of 2012 saw a further £10 billion cut in planned public spending, this time achieved by breaking the link between inflation and increases in basic welfare benefits; and by 2013 George Osborne was back to further large-scale cutting again: now altering his projected timeline – promising seven more years of struggle to bring the budget into surplus only by 2020 – and seeking to achieve it by yet more draconian initiatives. These included big cuts on this occasion to both local government and education spending – a further £11.5 billion of cuts in total – including such moves as the so-called “bedroom tax”: an obligation of people in social housing to sublet any spare bedroom in their house, or lose 14 per cent of their benefit. Apparently, the Queen – the largest recipient of social housing in the UK, and the person with the largest number of unused bedrooms in the entire kingdom – did not find her sovereign grant payment reduced by 14 per cent if she failed to comply: but every other recipient of social housing did.22

Be in no doubt. For all that George Osborne’s targets had to be pushed back as deadlines were missed, under his chancellorship and by any reasonable measure, the UK endured what the New Statesman later labelled “austerity’s cruel pantomime”.23 Deficit reduction can always be achieved in two ways, or in a mixture of both – by cutting spending or by increasing revenue – and deficit reduction can be either rapid or slow, modest or severe. The Osborne austerity drive was both severe and revenue-lite, with reductions “predominantly achieved via curbs on spending. Between 2009–10 and 2021–22”, and because of consciously adopted Treasury policy, public sector net borrowing in the UK is currently “forecast by the Office for Budget Responsibility to shrink by 9.2 per cent of gross domestic product. A reduction in spending from 54.3 per cent to 37.9 per cent of GDP is expected to deliver 80 per cent of the envisaged fall in deficit”.24 An Osborne supporter like Norman Lamont might later claim that such spending cuts were “unavoidable” and that what Osborne’s policies didn’t amount to was austerity – with the term “just another word for living within one’s means”, but as the editorial in the New Statesman, from which these quotations come, put it so well: “Mr. Lamont would do well to put such a claim to the patient waiting more than six months for an operation, the mother struggling to find a school place for her child, or the working family that has lost thousands of pounds in benefit”. In the UK under the Coalition Government, austerity policies were a choice, not a necessity; and they came at a real and unevenly distributed cost!

As leading members of the Coalition Government separated before the 2015 general election, George Osborne – free now of coalition constraints – then set out his stall for a second term: his aim being to get public spending down to 35 per cent of GDP by 2019–20 (back to 1930s levels), and the public finances to a £23 billion surplus, by cutting a further million public sector jobs, holding public sector pay in check, and further freezing tax credits.25 He also set out a plan requiring future UK governments to operate an overall budget surplus in normal times,26 and used what turned out to be his last spending review to extract yet another £20 billion cut in Whitehall budgets, this one requiring unprotected departments to generate savings plans of between 25 and 40 per cent of their budgets.27 Only the unexpected defeat of the Cameron-led campaign to remain in Europe stopped Osborne in his tracks – with his successor at the Treasury quietly abandoning these plans under cover of Brexit uncertainty. The Osborne years therefore ended – as most political careers do – in abject personal failure,28 but two things, important for our purposes here, stand out from them. One is the disproportionate burden that his policies placed on those least able to bear them. The other is that all this pain – voluntarily-inflicted on others as it was – did not in the end fundamentally transform the UK’s ongoing economic weaknesses. It did not even hit its own targets on deficit-reduction: the projected UK fiscal deficit in 2016–17 was still £96 billion. The poor suffered, that is, because of Osborne’s austerity policies, while the impact of those policies on the UK economy’s underlying fundamentals remained itself poor.

Of course, the British Conservative Party and the American Republican Party are not the same political animal. There is a far higher degree of genuine social compassion in the politics of the first than there is in the politics of the second. A long tradition of “one nation Toryism” co-habits with Thatcherite neoliberals in the British Conservative Party, and in any case the Coalition Government in power in London between 2010 and 2015 contained Liberal Democrats for whom poverty reduction was a high and important political objective. All of which helps explain why, as George Osborne pursued his austerity politics, he also regularly softened that austerity with social initiatives that appear nowhere in the parallel Republican austerity songbook. So, for example, in 2015 he funded an extension of free childcare for families on low-income to 30 hours a week, and a year later gave his active support to the introduction of a national living wage for over-25s that would rise to £9 an hour by 2020. And yet in spite of this, in budget after budget and spending review after spending review, George Osborne introduced policies that made life harder and more difficult for one oppressed group within the British population after another. The biggest group – women – took the bulk of the hits,29 as we saw in Chapter 5: but they were not alone. Policy in different years also targeted the young unemployed,30 lone parents,31 families with more than two children,32 students,33 those claiming disability benefit,34 those relying on local council services,35 and those reliant on housing benefit.36

Cuts to, and caps on, this last were particularly burdensome, hitting over 4.8 million households in 2015 according to IFS data,37 and taking away 30 per cent of income from poor families if the TUC data is similarly sound.38 As the 2015 general election approached, and academics began to evaluate the full five-year record of the Coalition Government, the most comprehensive of those reports found that “the coalition’s changes to benefits and direct taxes [had] hit families with children under five harder than any other group and hurt the poorest more than the better-off”. Appallingly, the biggest losers were the children of the poor and near-poor. Calculations released by the IFS in 2015 suggested that progress between the late 1990s and 2010 on reducing child poverty had been reversed under the coalition, with “the number of children living in relative poverty [rising] from 2.3 million in 2010 to 2.6 million in 2014”.39 Austerity politics and child poverty went together in Osborne’s Britain, as the government first changed the definition of what constituted child poverty, then abandoned New Labour’s goal of eradicating it by 2020, and finally allowed the total number of children in poverty to rise significantly on its watch. Hence the Oxfam projection that, by 2020, “one in four British children will be living in poverty”.40

It is not that George Osborne and his Conservative colleagues in government were not told about the effects of austerity politics, with all their negativity and pain. They were told – in fact, they were told repeatedly – both by their coalition partners and by their critics. They were told and yet they persisted; and in that persistence, lay political and moral responsibility*. Either the Tory ministers chose not to hear, or they chose to ignore, or they chose not to care – it is rather hard to discern which choice prevailed for which Conservative minister on each separate occasion, and no doubt it varied by policy and by individual minister – but the result was the same, regardless of the motive. Life in the UK after 2010 became more-and-more difficult for more-and-more people because of an austerity politics that was supposed to rapidly generate generalized prosperity for all. But George Osborne’s voluntarily-adopted austerity regime did not do that. On the contrary, the Coalition Government’s steady pursuit of an austerity route to economic growth failed to generate even the economic growth that the pain of the austerity was claimed to make worthwhile – and what economic growth eventually came, arrived only after (and only because) the Chancellor periodically eased up on the austerity pedal.41 The result of Osborne’s austerity policies was not prosperity for all. It was instead a steady slide by the UK down the international league tables on generalized well-being, to the point of the UK currently languishing in the bottom 25 of the 162 nations surveyed.42

That should not entirely surprise us, given that the case for austerity politics in the UK rested on two basic fallacies. The first fallacy was the one Martin Wolf mentioned in an important essay in The Financial Times in 2014 – the one that the Chancellor deployed in his Autumn Statement that year – blaming the UK financial crisis and recession on “disastrous decisions on spending and borrowing and welfare that got us into this mess”. As Martin Wolf put it in response: “the proposition that the crisis was fiscal has allowed the Chancellor to blame Labour profligacy, rather than a widely-shared failure to appreciate the fragility of an economy based on financial services and soaring private debt”.43 It also enabled him and his allies to frighten the UK electorate with the prospect of Britain without austerity becoming another Greece – financially destitute and unable to provide even basic services. But the problem with the Osborne argument on both the Labour Party and on Greece was, and is, that there was no Labour profligacy before 200844 and that the UK is not another Greece. On the contrary: in the ten years between Tony Blair’s election victory in 1997 to 2007, the year the subprime mortgage crisis broke, the average budget deficit in the UK was just 1.4 per cent – half the average of that normal under Margaret Thatcher and John Major. The national debt in 2007, at 36 per cent of GDP, was 3.9 per cent lower than in 1997; and the debt interest payments, at 2 per cent of GDP, were lower than the Conservatives ever managed between 1979 and 1997.

So if overspending was not the problem, underspending would not be the solution; and it was not. When the austerity drive was in full flow, the UK economy slipped briefly into a second recession, and teetered momentarily on the edge of a third. Growth returned to the UK economy only slowly and moderately as these austerity packages were followed by more fiscally-neutral budgets in 2011 and 2012. Instead of Osborne’s tenure as Chancellor of the Exchequer leaving the deficit eliminated and the national debt falling as a percentage of GDP, his tenure actually ended with the budget deficit intact (down from 2010 levels, but still at over 4 per cent of GDP), the current account deficit running at a record 7 per cent of national output, and public debt higher (as a total, and as a percentage of GDP) than in 2010, and rising.45 In other words, the Osborne focus on austerity as the answer at the start of the Coalition Government prolonged the recession rather than speeded its demise – the Office for Budget Responsibility estimated fiscal contraction “to have reduced GDP growth by 1 per cent in both 2010–11 and 2011–12, and … [that] there are good reasons for thinking this is a conservative estimate”. And the Osborne focus on austerity as the answer after 2013 kept the Coalition Government’s focus for far too long on superficial consequences rather than underlying causes, so that the key underlying issues of low productivity and a sectorally-unbalanced economy remained off the top of the political agenda. The result? “At the end of 2014, UK GDP per person was about the same as it was at the end of 2006, and the UK was about 16 per cent poorer than would be expected on pre-crisis trends”.46 Though the Government “was proud of the fact that UK growth in 2014 was the highest in the G7”, that “partly reflected a poor performance elsewhere” and you can only legitimately talk about a genuine long-term recovery “when output reaches the previous trendline”. A 16 per cent shortfall doesn’t cut it: but it does help explain why “the so-called recovery at the end of the Coalition government’s period in office was not a real recovery for much of the working-age population, since it failed to restore incomes and consumption to pre-crisis levels”.47

The other fallacy that eroded the impact of the Osborne search for an austerity route to prosperity was, and is, a more general one. Like the sixteenth-century search for a northern passage to Asia, the idea of an austerity route to generalized prosperity was easier to sell to the gullible than it was to deliver to the misled. As Paul Krugman wondered as the Coalition Government ended: “is there any good reason why deficit obsession should still rule in Britain, even as it fades away everywhere else?” He thought not. He thought Britain was not different, and he also thought that “the economics of austerity are the same – and the intellectual case as bankrupt – in Britain as elsewhere”.48 And on this, he was entirely right, which is why it is to that general intellectual bankruptcy that we now need to turn.

Claim and counterclaim in the battle over spending

This resurgent conservatism on both sides of the Atlantic in the wake of the deepest financial crisis since the 1930s, and one caused by the very neoliberalism to which this resurgent conservatism remained so wedded, is one of the great tragedies of the age. The momentary discrediting of neoliberalism in 2008–9, which at the start of the recession left bankers having to justify their bonuses and Wall Street under siege by an entire Occupy movement, stands in such contrast to the inability of the British Labour Party’s then leader, Ed Miliband – in 2015, at the end of the recession – to remind and persuade even a middle-class BBC audience that government spending had been a necessary response to the financial crisis, and not its cause.49 That shift in popular understanding and attitudes did not occur without orchestration – but nonetheless it did occur, precisely because the orchestration of an anti-Keynesian message was so carefully planned and repeatedly implemented.* Some parts of that orchestrated message were directed at the immediate causes of the financial crisis itself. Other parts were presented as longer-term truths. But whether they were focused on the short- or the long-term, the arguments for a politics of austerity were in each case both damaging and wrong.

THE CASE FOR AUSTERITY POLITICS

To take the resurgent conservative explanation of the causes of the financial crisis first: here the whole weight of the argument was on errors made in the political arena, and on the over-regulation of the private market by the public state. In the American case, Republican critics of the ARRA, and then of tighter Wall Street regulation in the form of the Dodd-Frank Act, insisted that the roots of the 2008 financial crisis lay not in the unregulated workings of the US housing market – as so many progressives claimed – but in its politicization, primarily by their Democratic Party opponents.50 The conservative case here was that it was Democrats, not Republicans, who saw political capital in the giving of subprime loans to marginal groups – often African-American urban voters – and so used the 1977 Community Reinvestment Act, and pressure on the two GSEs to systematically lower the bar on income requirements for house purchase. Moreover, the argument that Wall Street misbehaved because of light/absent regulation and oversight was not one for Republicans. No, for Republicans, recent bank failures were the product of excessive regulation rather than deregulation, compounded by the low-interest rate policy pursued by the Federal Reserve after 9/11. Some libertarian voices on the American Right then even went the further inch: concluding from that mistaken policy that the Federal Reserve itself should be first audited and then possibly closed. Put a central bank into play, they argued, and you necessarily create a financial system that “artificially encourages indebtedness, excessive leverage and reckless money management in general”.51

For the libertarian strand within the Republican coalition, it was not, therefore, a question of too little government, but of too much. According to them, the Fed driving down interest rates just as emerging economies were beginning to send capital to the United States constituted a form of “pre-emptive Keynesianism”, stoking the house price boom and turning the American home from “a castle into an ATM”.52 “US politicians”, Johan Norberg wrote at the time, pumped up risk-taking and house prices through deductions, tax benefits for home savings accounts, and restrictions on new construction: while Fannie Mae and Freddie Mac “developed the securitization of mortgages which Wall Street fell madly in love with once the credit-rating agencies – which had been given a legally protected oligopoly by the government – declared them to be safe investments”. And “the Fed’s safety net and the federal government’s deposit insurance made banks dare to take big risks because they could privatize any gains but socialize any losses”.53 “The problem”, according to Norberg, was therefore “not that we had too few regulations: on the contrary, we had too many, and above all, faulty ones”.54

Beneath this set of specific arguments on one single financial crisis lay some deeply held economic and social beliefs of a more general and inherently neoliberal kind. The core one was a faith – and the term “faith” is entirely appropriate here, given the intensity of the way in which the belief was held to and articulated – a faith in the capacity of private enterprise to generate economic growth and generalized wealth if not blocked from its pursuits by either an over-regulating state or a too-assertive labour movement. This, from a string of Republican luminaries in The Wall Street Journal in March 2013:

The country needs a long-term strategy to achieve its common goals of personal freedom, noninflationary prosperity, broad-based economic opportunity and mobility, and national security. With a good strategy as a foundation, sound economic policies will follow. A good strategy must be based on the free enterprise system in which individuals pursue their aspirations with government’s role limited to protecting property rights, setting predictable and transparent market rules, and providing a safety net, infrastructure, defence and other functions if the market falls short. Many current government policies are going well beyond such limits, as shown by excessive spending and taxes, growing debt, interventionist monetary policy, and burdensome regulations that have slowed economic growth and job creation.55

Throughout the financial crisis and its resulting recession, conservatives in both countries held on to a firm belief in the wonders of trickle-down economics, and therefore to a growth strategy predicated on tax breaks for the rich and limited welfare provision for the poor. Too heavy a tax burden was presented by them as a disincentive to investment. Too generous a welfare net was presented as a disincentive to participation in paid labour – as a failure to differentiate sufficiently sharply between the deserving and the undeserving poor, or between the “strivers” and the “shirkers” as George Osborne put it – with the two presentations linked by an underlying conviction that the Keynesian management of a private economy, or the tight supervision of privately-owned companies by democratically-elected politicians, could only slow the rate of wealth creation and add to the army of the poor. There was even a moment when, in the United States, the Republican leadership in the House of Representatives believed they had an actual number with which to locate the tipping point at which government spending became that barrier: whenever the level of public debt exceeded 90 per cent of GDP, as demonstrated in a widely-acclaimed study of past financial crises by Reinhart and Rogoff.*

For when the government spends, using existing tax revenues, so the standard neoliberal economic argument on both sides of the Atlantic goes, it crowds out private spending. When, alternatively a government spends, printing money to do so, it devalues the currency and brings inflation in its wake. When a government spends by borrowing, it leaves itself (and us, its electorate) in hock to those who finance it (often governments and companies from abroad), and it also leaves a debt-repayment burden to our children and grandchildren, the clearance of which will only slow their economic growth and capacity for wealth creation. So instead of hailing bail-outs and stimulus packages as routes to renewed prosperity, neoliberal critics on the Right in both Britain and America treated them after 2008 as further evidence of a government-led rake’s progress. According to them, what the US faced in 2009–10 was not a return to sustained economic growth. What it faced, unless Republicans in Congress stood firm, was a hugely-inflated and ever expanding public spending deficit whose financing would fall on future generations, and not just on the contemporary one. “Sadly”, Phil Gramm and Steve McMillin told the readers of The Wall Street Journal, “nations generally discover the truth of Albert Einstein’s dictum that compound interest is the most powerful force in the universe – not through the happy accumulation of wealth but through the agonizing enslavement of debt”.56 “Fiscal child abuse” was what the Cato Institute’s Chris Edwards called it.57 It was an abuse whose immediate removal was something that responsible politicians and policy-makers ought to prioritize.

THE CASE AGAINST AUSTERITY POLITICS

The only problem with all this is that it was quite wrong! It was wrong on the causes of the 2008 financial crisis. It was wrong on the growth consequences of unregulated markets, and it was wrong on the impact of targeted government spending on income growth and distribution. It was all entirely wrong.

There is now a vast literature on the 2008 crisis, much of it discussed and assessed elsewhere;58 and among the things that any open-minded and careful reading of the US literature makes clear is that the Democratic Party did not cause the housing crisis, and that it was not the Community Reinvestment Act that spread subprime mortgages. Private banks did that, leaving Fannie Mae and Freddie Mac to pick up the pieces. There is no space here to re-establish those truths by examining the evidence in detail. Nor in fact do we need to do so, given that the official Financial Crisis Inquiry Commission has already done this job for us. Their findings stand in stark contrast to the fantasies told about the crisis by those determined to allow private greed and lax regulation no part in it; and include the following (all emphasized in bold in the executive summary of the Report):

We conclude this financial crisis was avoidable … We conclude widespread failures in financial regulation and supervision proved devastating to the stability of the nation’s financial markets … We conclude dramatic failures of corporate governance and risk management at many systemically important financial institutions were a key cause of this crisis … We conclude a combination of excessive borrowing, risky investments, and lack of transparency put the financial system on a collision course with crisis … We conclude the government was ill prepared for the crisis, and its inconsistent response added to the uncertainty and panic in the financial markets … We conclude there was a systemic breakdown in accountability and ethics … We conclude collapsing mortgage-lending standards and the mortgage securitization pipeline lit and spread the flame of contagion and crisis … We conclude over-the-counter derivatives contributed significantly to the crisis … [and] we conclude the failures of credit rating agencies were essential cogs in the wheel of financial destruction.59

The Financial Crisis Inquiry Commission also found that the two GSEs “contributed to the crisis but were not a primary cause”, and that the Community Reinvestment Act “was not a significant factor in subprime lending or the crisis”.60 It is findings like that which remind us that, sadly, part of the case against austerity politics has to be a negative one – one consistently demonstrating the falseness of so many of the “truths” presented as axiomatic by those who would cut government spending as the route to the restoration of economic growth and generalized prosperity. In the American context, it simply was not the case, for example, that Democratic Administrations created deficits and that Republican ones reduced them. On the contrary, George W. Bush inherited a budget surplus in 2001 and left a budget deficit in 2009 – the vast bulk of the deficit attributed to Barack Obama by his Republican opponents actually stacked up on Bush’s watch, the product of two rounds of tax cuts and spending on an illegitimate war – “the result of policies enacted during the Bush presidency coupled with automatic increases in federal spending and decreases in tax revenue triggered by the economic downturn”.61 Which is why people who claim that Obama “tripled the deficit, or increased it, or anything of the sort, are either misled or are trying to mislead. President Obama inherited a budget deficit of $1.4 trillion from President Bush’s last budget year – one that was already scheduled to rise sharply – and annual budget deficits have gone down dramatically since”.62 By 2013, those deficits were projected to be down by a trillion dollars on their 2009 peak by the time Barack Obama left office. So take away the tax cuts to the wealthy, end the wars, and replace the recession with economic growth, and the US deficit becomes easily manageable again without having to close or reduce a single welfare programme.

Nor was it the case that the Bush-era tax cuts became self-financing over time, by triggering rates of economic expansion and job creation that were impressive when compared to what had gone before or to what has happened since. They did not, and they were not. Trickle-down economics did not work in America the last time it was tried. Rather, and by every important measure – not least GDP growth, investment growth, employment growth and income growth – US “economic performance after the tax increases of 1993 outpaced that of the periods following the tax cuts of the early 1980s and the early 2000s”. In fact, ironically the only major economic indicator bucking that trend, when the three decades are compared, was publicly-held debt, which “rose during both supply-side eras, and fell substantially during the higher-tax period!”63 Moreover, US corporations are not the most highly-taxed in the western world.64 Nor are either the United Kingdom or the United States going broke.65 A country is not like a family whose budget is finite,66 so the belt-tightening analogy is entirely inappropriate here.* Governments can always print their own money or have their banking system inflate lending – and in the US and UK examples at least, governments running deficits can always attract inflows of foreign capital to help finance them. And we are not leaving unassailable levels of debt to our children. What we are leaving to them, if we spend wisely now, is improved social capital in all its forms; and by borrowing now, we are not burdening future generations: “the burden of reduced consumption to pay for government spending is actually borne by the generation which lends the government the money in the first place”.67 So “No” to a string of what William Mitchell once correctly labelled as “destructive neoliberal myths”,68 whose main purpose was and is to shift the burden of economic reconstruction down onto the shoulders and wallets of those least able to bear it: namely middle-income and low-income families in paid employment or on welfare.

But the specific claims made by the advocates of austerity politics – the ones being refuted here – were no accident. They were the product of deeper weaknesses in the neoliberal case. What united them in part was a profound misspecification of the problem of debt in Anglo-American capitalism. There is undoubtedly such a problem, but not the one prioritized by neoliberals. As we have seen, post-2008, the US and UK economies were both scarred by unprecedented peacetime-levels of three kinds of debt: personal debt, debt on the balance of trade, and public debt (a long-established national debt and a more recent gap between government revenues and spending). It is the first two of those that should concern us most, and certainly not the third.69 For the evidence is clear that deficit spending by the state – Keynesian style – is a key trigger to the recovery of private-sector based economic growth whenever the private sector is, as it was in 2008, heavily in recession. Government spending in such circumstances does not “crowd out” private investment, as the advocates of austerity would have us believe. In a time of recession, government spending generates employment, and rising demand for the products of the private sector – publicly-triggered jobs and spending that then bring the private sector back into more robust activity again. Properly targeted, public spending leaves behind, not debt – the tax revenues inflated by the resulting economic growth eventually more than compensate for the original borrowing – but rather things of value to the present generation, and to generations to come. Public policy leaves behind a more skilled labour force if spent on education; better roads and bridges if spent on infrastructure; and better innovation and competitiveness if spent on basic research and design.

Far from cuts in federal spending helping speed recovery from the post-2008 recession, all the evidence suggests that it was those cuts that slowed the recovery,70 and kept both economies teetering on the brink of a second recession (or in the UK case, as we just noted, tipping the economy briefly into a second recession, and nearly into a third). In the United States, the failure to follow the first stimulus package with a second one left state governments struggling to sustain social programmes (including education spending) because their own tax revenues were still depleted by a dearth of new local economic activity.71 The federal sequester created in place of that second stimulus package then compounded the problem. It cost jobs directly, and it prevented public spending from creating more. As the sequester began, the CBO estimated the likely job losses associated with it at 750,000, and that at a time when the total number of federal, state and local government employees was already 500,000 down on its pre-crisis 2007 peak.72 Indeed as late as October 2016, the US public education system was still employing 214,000 fewer people than in 200873 – some of the “roughly 650,000 fewer public sector employees than there were before the crisis: normally, we would have expected some two million more”.74

As Paul Krugman has convincingly argued, the financial crisis of 2008 and subsequent recession left the US economy caught in a “liquidity trap” – one in which, with interest rates at rock bottom, just easing credit-terms would not rekindle growth. On the contrary, and because of the debt-based nature of the economic growth that preceded it, any easing of credit-terms would first be used by private citizens to lower their own debt levels, reinforcing tendencies to secular stagnation in the wider economy as they did so. In such a context, extra government spending was not an indulgence. It was a necessity, if the general rate of economic growth was ever to return to its higher pre-recession trajectory.75 But tragically, post-2010 that extra spending did not happen. Just the reverse, in fact. For the US economy, Josh Bivens later put it this way, in exploring “Why is recovery taking so long – and who’s to blame?”:

The ability of conventional monetary policy to spur recovery following the Great Recession was more limited than in any other postwar recovery. Given the degree of damage inflicted by the Great Recession and the restricted ability of monetary policy to aid recovery, historically expansionary fiscal policy was required to return the US economy to full health. But this government spending not only failed to rise fast enough to spur a rapid recovery, it outright contracted, and this policy choice fully explains why the economy is only partially recovered from the Great Recession a full seven years after its official end … By far the biggest drag on growth throughout the recovery from the Great Recession has been fiscal policy forced upon us by Republican lawmakers in Congress and austerity-minded state legislatures and governors.76

John Weeks’ judgement on the causes of the slow recovery of the UK economy was entirely at one with this: namely that the “numbers imply that over almost seven-years Conservative chancellors took a net £100bn out of the economy, an extraction [he labels] as ‘fiscal drag’”.77 So too was Simon Wren-Lewis: “the delay in the UK recovery over the first part of the Coalition government’s term is at least in part a result of the government’s fiscal decisions … It will be many years before we can settle on a figure for the total cost of that mistake, but measured against the scale of how much governments can influence the welfare of its citizens in peacetime, it is likely to be a large cost”.78

What the evidence of the post-2008 decade also makes clear is that, left to themselves, unregulated private markets generate outcomes that are far from socially optimal. Unregulated markets generate inequalities of income and wealth that become self-sustaining, if not offset by policies of income redistribution and the renewal of social capital. They generate externalities that erode the general context of life for future generations, if not subject to policies of environmental control and improvement; and they deindustrialize economies with decent wages and strong labour movements, unless policies are in place to generate a global race-to-the-top rather than a race-to-the-bottom. The basic case for Keynesianism is short term, and focused on recovery from recession; but the basic case for the public regulation of private market forces – the democratic case – is longer-term, and focused on the establishment of a fairer balance of resource-use and resource-access within and between generations. Without the active intervention of a Keynesian-inspired democratic state, the biggest threat now facing both the American and British economies in the middle-term is secular stagnation and over the long-haul is serious environmental degradation; and no sensible person ought to be comfortable with the prospect of either.

The consequences of cutting back on the welfare state

If that were not enough, there is more. What well-targeted public spending does, in both the United States and the United Kingdom, is help alleviate poverty; so that ultimately the most offensive of the claims made by those who would cut that spending is that they are cutting welfare programmes to help the poor. They are not. If they genuinely think they are, they are misinformed; and if they are not misinformed and still advocate what they euphemistically refer to as “welfare reform”, then what they are guilty of is waging war on the poor behind a smokescreen of neoliberal economic theology. Misinformation seems to explain much of the anti-poverty stance of those advocating austerity politics in the UK – the key welfare minister involved (Iain Duncan Smith) was clearly well-intentioned, although hopelessly incompetent79 – but it is hard not to be struck by the protection of class privilege and by the hidden racism that so infects the parallel arguments in the United States. Either way, whether well-intentioned or deeply cynical, cutting welfare to help the poor must stand in the modern age as the ultimate form of oxymoronic politics.80

The conservative concern to balance the books whenever welfare spending is discussed stands in such stark contrast, as Coretta Scott King rightly observed, to their enthusiastic advocacy of corporate welfare: of tax cuts for the rich, and government subsidies for the companies they own and manage. In early 2017, the siren voices were out again in force, warning of the dangers to long-term prosperity of excessive government spending. “Without changes to the federal budget, we are on a path to fiscal crisis with spending, deficits and debt continuing to balloon out of control”,81 according to the chair of the Republican Study Committee, the main voice for House conservatives. “Long term, that continued growth, driven by our tax and spending policies, will create the most significant fiscal challenge facing our country”, Paul Volker and Peter Petersen agreed.82 No mention by any of them of the fact that the flow of funds to corporate America continues apace,83 or that post-Brexit the Conservative government is developing an industrial strategy that will do the same for corporate UK.* And no mention by any of them that public borrowing is as inexpensive now as it has ever been, or that a failure to spend and borrow now will directly (and adversely) impact the American and British poor. All the serious commentary at the time showed that the greatest burden of the 2013 US sequester fell on the shoulders of the American poor,84 just as now all the serious commentary is anticipating an intensification of income inequality and poverty in the UK because of the upcoming impact of George Osborne’s last austerity budget.85

The Conservative Party election manifesto in 2017, and the subsequent policy-deal with the Democratic Unionist Party that kept the Conservatives in office, both suggest that the prospect of Brexit may well be forcing a slight moderation of austerity politics in the UK: as government ministers struggle to strengthen an already weak economy that may soon be obliged to survive without easy access to EU markets and EU funds; and as the prospect looms of record levels of UK taxation if the economy slows and as the population continues to age.86 Certainly the Tories went to the country that year behind a leader determined, as she put it, to leave behind “untrammelled free markets and selfish individualism” in favour of “a belief not just in society but in the good that government can do”.87 They also went to the country facing an electorate in which, rather unexpectedly as it turned out, “popular support for higher taxes and increased public spending was stronger than it had been for more than a decade”. Indeed, that unexpected resurgence of popular antipathy to full-blown austerity politics was one major reason why the snap election that Theresa May called in June 2017 backfired so spectacularly against her!

But we can anticipate no equivalent moderation of austerity politics in the America of Donald J. Trump. On the contrary, Congressional Republicans and their Tea Party base have waited for too long for an opportunity to implement their full austerity programme to pass up their opportunity now, when they find themselves facing a president who is partly sympathetic to their programme and partly too spineless politically to break with them on the bits he dislikes. Indeed, Republican lawmakers in the House of Representatives moved quickly, in the wake of the Trump inauguration, to bring in a budget plan that “set the stage for a potential $203 billion rollback of financial industry regulations, federal employee benefits, welfare spending and more”.88 Those same House Republicans may yet – in an entirely unprincipled way – tolerate higher levels of public debt under Trump than they did under Obama, in return for a further run at the repeal of the Affordable Care Act and the further restriction of abortion rights. But even so, there will doubtless be a second coming of trickle-down economics and welfare reform in Trump’s America – “history once as tragedy and twice as farce”, as Karl Marx once observed of a similarly narcissistic charlatan on the throne of a major power89 – and if there is, it will be the American poor who will bear the brunt of the adverse fallout from yet another iteration of a morally bankrupt and economically defective philosophy.

How long they will have to bear that brunt will turn critically on the ability of the American centre-left to regain political traction again, just as in the UK the drip-drip of Tory-induced austerity will no doubt continue to eat away at the viability of the stronger UK welfare support-net unless the Labour Party can consolidate and expand its currently rising level of popular support. Quite how to achieve an effective centre-left renaissance on both sides of the Atlantic, and how to do it with all requisite speed, is for that set of reasons the central concern of the final chapter that now follows.90

[image: images]

* Under the Bush Administration, “Fed-financed injections of yet more credit-guarantees, and central bank orchestrated expansion programs for the financial industry world-wide. $900 billion in loans to banks were made available by the Federal Reserve as early as December 2007, followed by a further $250 billion in March 2008 to encourage mortgage lending, $29 billion to smooth the sale of Bear Stearns to JPMorgan Chase in March 2008, eventually $123.8 billion to bail out AIG, $620 billion in October to help foreign central banks trade foreign currency for dollars, $1.8 trillion to buy commercial paper, and $540 billion to buy assets from money market mutual funds short of cash – these last two again in October 2008. In the last 15 months of the Bush presidency, breath-taking amounts of money were poured into the financial system on a regular basis by the Federal Reserve to keep institutions viable and credit-creation intact.” (David Coates, Making the Progressive Case. New York: Continuum Books, 2011, p. 15).

* The first Bowles-Simpson report (issued in December 2010) urged a $6 trillion reduction in federal spending over a decade – broadly a 50/50 mix of tax hikes and spending cuts. The second iteration (in December 2012) had much the same total target, but this time relied more heavily on spending cuts. Those cuts included significant changes to Social Security, and cuts in spending on both Medicare and Medicaid. These then alienated progressive voices within the Democrats in Congress, while the proposed tax hikes killed the Commission’s plan for Republicans. So deep indeed were the divisions within the US political class by 2010 that the first report never received the full support even of the Commission’s members, let alone of Congress. In consequence, the co-chairs acted alone, subsequently issuing – among other options – their own “zero plan” that would, among other things, have phased out most tax allowances and replaced the existing six-bracket individual tax rate schedule with a three-bracket one of 9, 15 and 24 per cent.

* And it was not just George Osborne. It was also his prime minister. In June 2012, in a major policy speech, David Cameron suggested, among other things, time-limiting benefits, restricting income support and child benefit to single mothers with more than three children, requiring those on jobseeker allowance to perform unpaid voluntary service, and paying more welfare benefits in kind rather than cash. Strong American echoes here!

* Simon Wren-Lewis called this “deficit deceit: using a manufactured concern about whether the markets will fund the deficit to make otherwise unpopular cuts in public spending.” (see his “What Brexit and austerity tell us about economic policy and the media”, Sheffield: SPERI Paper No. 36, 2017, p. 3).

* The number was entirely discredited when a talented postgraduate discovered that the two economists had seriously miscalculated, due to “selective exclusion of available data, coding errors and inappropriate weighting of summary statistics”. On this, see Thomas Herndon, Michael Ash and Robert Pollin, “Does high public debt consistently stifle economic growth? A critique of Reinhart and Rogoff”, Cambridge Journal of Economics 38 (2014), pp. 257–79.

* Robert Skidelsky called this “the Swabian Housewife” fallacy, critiquing German Chancellor Angela Merkel’s reported response to the collapse of Lehman Brothers in 2008: “One should simply ask the Swabian housewife”, Merkel said, “she would have told us that you cannot live beyond your means.” (Robert Skidelsky, Four Fallacies of the Second Great Depression, posted on Project Syndicate, 20 November 2013).

* Corporate welfare is not just a US issue. This, on the UK. “Corporate welfare is worth between £93bn and £180bn per year. The lower figure is enough to wipe out the UK deficit for 2015. The higher figure would make a significant dent in the national debt. The cost of corporate subsidies is higher than unemployment benefits. And capital grants are worth more than subsidies. Meanwhile corporate tax cuts have reduced revenues by over £12bn since 2005, enough to halt the planned cuts in the unemployment benefits of the poorest and most vulnerable individuals in society.” (Kevin Farnsworth, “The British Corporate Welfare State: Public Provision for Private Businesses”, Sheffield: SPERI Paper No 24, July 2015, p. 36). Fabian Society research suggests “the wealthiest 20% of Britain’s earners will receive almost as much support from the state through the ‘shadow welfare’ of generous tax breaks by 2020 as the poorest fifth take home in benefits.” (Heather Stewart, The Guardian, 1 April 2016).





PART IV
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Towards a Better Future

“For all the work that remains, a new foundation is laid. A new future is ours to write. It must be one of economic growth that’s not only sustainable but shared. To achieve it, America must stay committed to working with all nations to build stronger and more prosperous economies for all our citizens for generations to come.”

Barack Obama1

“We label the current era ‘the Great Uncertainty’ and suggest, by the deliberate use of that term, that the present conjuncture is being shaped by a remarkable, and hugely challenging, coalescence of three major processes … financial crisis … shifting economic power … [and] environmental threat … processes of change all taking place now and arguably coming to a head at broadly the same time.”

Colin Hay and Tony Payne2

Whether the new foundation laid in the Obama years is as solid as the former president asserted is now the governing question in the America of Donald J. Trump. But what we have already seen is that those foundations were not as strong, nor their outcomes as adequate, as the Obama reflection implies. In his defence, of course, it should be immediately said that he knew that too. The words quoted at the top of the page came at the end of a powerful and reflective essay focused on what remained still to be done: for Barack Obama, in the last months of his presidency, this included “boosting productivity growth, combatting rising inequality, ensuring that everyone who wants a job can get one, and building a resilient economy that’s primed for future growth”.3 That was difficult, he implied, because of things specific to the United States – not least political gridlock, social complexity, and global responsibilities. But as the quotation from Colin Hay and Tony Payne suggests, those specificities look rather different, and even more intractable, when seen as part of a bigger and more general picture – one overwhelmed in the moment by the impact of a financial crisis “brought about by neoliberal excess”, by a new international division of labour “characterized by the rise of countries like China, India and Brazil”, and by a pattern of climate change that is both “real and accelerating” and raising serious questions about “the ongoing viability of traditional notions of economic growth and indeed the good society itself”.4

This final chapter starts with these two quotations because they throw into relief the importance of dealing with our modern condition at these two different levels simultaneously. Those of us in possession of progressive values and ambitions need to find a politics that can address nationally specific economic weaknesses and their associated social problems, while recognizing the anchorage of those weaknesses and problems in wider sets of economic and social trends.5 The economies and societies studied here have been treated as “flawed capitalisms”: and certainly, they are flawed. Indeed, it is because they are so flawed that progressives in both countries find themselves with so long and daunting a list of reforms to be made. But these two economies are also capitalisms, so making that progressive “to-do” list very difficult to achieve. The list is difficult to achieve both because the weaknesses the economies contain are deeply rooted, and because the reforms required to resolve them will directly challenge existing patterns of power and reward. Any incoming progressive administration attempting to reform a flawed capitalism therefore will not only face problems. It will also face resistance.

Yet that is not an argument for abandoning the attempt. Just because something is difficult, it does not mean that it should not be tried. On the contrary, what it actually means is that progressive reform requires courage as well as insight. It means that, as the Independent Labour Party leader Jimmy Maxton said to his left-wing colleagues in the UK long ago, “if you can’t ride two horses at once, you shouldn’t be in the circus!” Getting to grips with the flaws in any one national context has always required getting to grips as well with the wider capitalism into which those flaws are embedded; and with capitalism now so globalized, that requirement is as prescient as it has ever been. Indeed, the underlying critique of the neoliberal alternative, of the kind just laid out in Chapter 7, ultimately always comes down to this single point: that neoliberalism intensifies the flaws it pretends to remedy by failing to address the deeper weaknesses of the capitalism that generates them. When the ocean is sending you a tsunami, you don’t survive by jumping in and swimming stronger. You survive by jumping out and building a stronger defence. That is the task of the contemporary centre-left: to build a new and stronger defence, so that swimming becomes safe again – for everyone.

Local stock-taking

The picture drawn here of both the US and the UK is not a pretty one. The over-arching argument of this volume is that we are living through the death throes of the second great social settlement that surrounded (and facilitated) successful postwar economic growth on both sides of the Atlantic. We are having to live through those death throes because the second social settlement – the Reagan/Thatcher one – is not going into its dark night quietly, any more than did the first social settlement as that collapsed in the 1970s. We are in a period of transition, one in which the advocates of a less-regulated capitalism are attempting to hold the line on the Reagan/Thatcher settlement that worked so well for many conservatives until 2008. Holding that line is both easy and difficult for them. It is easy to the extent that more progressive forces fail to generate a credible alternative model and programme to the one now so seriously discredited by the fall-out from the global financial crisis that neoliberalism spawned; and yet it is simultaneously difficult because of the scale and character of the fall-out itself.

In the first two parts of this volume, that fall-out was documented first for the United States and then for the United Kingdom. The US story, as far as the economy was concerned, was (and remains) one of slow and uneven recovery, until very recently stagnant real wages, and hidden under-employment. In the American case, those economic difficulties were (and still are) accompanied by a set of social problems that are also entrenched and daunting – problems made worse by the economic underperformance itself. These include a squeezed middle class, an embedded racism, a large underclass of the permanently poor, and a welfare net that is so limited that it does little to alleviate poverty, and even less to enable an increasingly hard-pressed generation of millennials to establish an adequate work–life balance. Meanwhile, across the Atlantic, the UK continues to struggle with a similar pattern of low and uneven economic growth, wage stagnation, and even lower labour productivity. The UK and US differ in the positioning of racial tension in their social mix, but in the UK too social problems abound. From a litany of possibilities, Chapter 5 focused in on the threatened living standards of the middle class, the persistence of poverty (particularly in urban areas), the depth of gender inequality, the difficulties of striking an adequate work–life balance, and the growing crisis of access to affordable housing. Neither of the social chapters was able – for reasons of space – to cover all the ills now besetting each society in turn, but the hope is that each chapter did enough to demonstrate the depth and character of the social flaws now in place around us.

Additionally, both these economies and societies share at least two other features that set them apart from their own immediate past. One is their current retreat from “politics as normal” – the rise in both countries of a right-wing populism that balks at free trade, opposes the free movement of people, and looks to strengthen the national economy by pulling back (or in the UK case, entirely breaking from) existing international agreements and institutions. The other is the way in which – in both countries – the burden of current economic underperformance and past social divisions is falling particularly heavily on the shoulders of the millennial generation, so that options taken for granted about trajectories of life over time are being increasingly eroded and constrained in what were once the two most successful capitalist economies on earth.

Of course, none of these problems are uniquely American or British. There are elements of right-wing populism and millennial distress in every advanced economy in the global system – indeed in some of those economies, not least those on the Mediterranean rim, the distress has been even more severe – because in each of those economies the social settlements that once guaranteed prosperity have now eroded, and because the millennial generation is everywhere paying the price of the resulting slower rates of GDP- and labour productivity-growth.6 But both these ruptures with the immediate past – the one political, the other economic – are such defining features of contemporary life in both America and Britain that they deserve our particular attention here. What passed as “the American Dream” for at least the white sections of the US working class until as late as the 1980s no longer cuts muster with the children born in or after that decade; and even in the UK – where no such “dream” ever formally developed – the data are equally striking. Unless things dramatically change, people now in their 20s in Britain face a lifetime of lower wages, longer working hours, less job security, more expensive accommodation, and less generous pensions than did their parents or grandparents. In both countries, middle-class members of the baby-boomer generation have lived – and indeed continue to live – the good life, but now seem increasingly incapable of passing that good life on to the generations that follow.

General headwinds

The American economic historian, Robert Gordon, has recently labelled those common problems “headwinds”, and has used that imagery to predict very constrained economic times ahead for the United States at least. The Gordon thesis is that the US economy in particular now faces “a set of four headwinds, all of them widely recognized and uncontroversial”: demographic shifts that will reduce working hours per capita; stagnation in US educational attainment levels, “as the US sinks lower in the world league tables of high school and college completion rates”; rising inequality, and “a long-term increase in the ratio of debt to GDP at all levels of government”. Combining that with a recognition that each of the three industrial revolutions* that have raised generalized living standards from the 1750s have each run their course more quickly than the one before, Gordon has argued convincingly that whereas “the United States achieved a 2.0 percentage average annual growth rate of real GDP per capita between 1891 and 2007”, rates of growth “in the 25 to 40 years after 2007 will be much slower, particularly for the great majority of the population”.7

The Gordon thesis on supply-side blockages stands alongside, and is entirely compatible with, the other thesis currently being widely discussed on the Anglo-American centre-left – namely that on “secular stagnation” developed by Lawrence Summers among others. Here the argument, focusing on the demand side of the economic equation, is that “without rapid asset-price inflation or exceptionally aggressive monetary policy, it has proved impossible to generate enough demand to absorb potential global supply”.8 On this view, the economies of the industrial world “suffer from an imbalance resulting from an increasing propensity to save and a decreasing propensity to invest, [leaving each] stuck in neutral”.* Joseph Stiglitz put it this way:

The economics of this inertia is easy to understand, and there are readily available solutions. The world faces a deficiency of aggregate demand, brought on by a combination of growing inequality and a mindless wave of fiscal austerity. Those at the top spend less than those at the bottom, so that as money moves up, demand goes down. And countries like Germany that consistently maintain external surpluses are contributing significantly to the key problem of insufficient global demand.9

Neither thesis is without its critics, particularly Robert Gordon’s,10 but even critics are obliged to concede the force of the trends being alluded to in this important and ongoing conversation about wage stagnation, economic slow-down and productivity dearth. For whether we like it or not, we would appear to be caught up in “an age of global oversupply”. As Daniel Alpert put it, “an oversupply of global labour (hence high underemployment); an oversupply of global productive capacity (hence ultra-low inflation); and an oversupply of global capital (hence low interest rates)”.11 It is an age of oversupply which the politics of austerity then make significantly worse – particularly in the Eurozone. “Stupid … politics and policies that choked off demand”, as a frustrated Joseph Stiglitz put it in 2015. “In the absence of demand, investment and jobs will fail to materialize. It is that simple”.12

Regardless of where we stand on the relative importance of demand-side and supply-side barriers to rapid economic growth, there is no avoiding the underlying truth to which Summers and Gordon both direct our attention: namely that dominant trends in contemporary capitalism are generating new difficulties for centre-left parties in advanced capitalisms seeking full employment and rising living standards for the bulk of their labour forces. One adverse trend is anchored in the globalization of industrial production: the spread of capitalist wage relationships into what was once the closed world of global communism and the third world of colonial dependency, and – what goes with that – the increasing propensity of large US- and UK-based firms to indulge in outsourcing and subcontracting (so creating what David Weil recently called “the frissured workplace”13 – one in which numerous tasks, previously performed by direct employees, are the subject of arms-length contracts). As we saw earlier, social settlements fixed in the West during the Cold War years are now under challenge precisely because less well-paid labour forces are suddenly available for exploitation in authoritarian regimes like China and Russia, as well as in struggling democracies that were once military dictatorships (particularly in South and Latin America). The resulting outsourcing of middle-ranking industrial jobs is then reinforcing a second adverse trend: job polarization in northern labour markets brought into being by patterns of technological change that are – sometimes entirely, sometimes only partially – replacing manual labour with robotic production in many previously only semi-automated production systems.* Globalization and technological change are currently combining, that is, to squeeze traditionally-generated middle-class earnings and job security out of the heart of advanced capitalisms, and to leave labour markets there increasingly divided between high productivity (and high-waged) labour on the one side and low productivity (and low-paid) labour on the other – with far more of the latter than of the former. In this sense, what centre-left parties now face is the task of raising productivity and living standards in economies that have deindustrialized to a significant (and many claim, permanent) extent, with one core dividing fissure in their labour markets and their electorates being that between a restricted group of top-salary earners and a growing body of the full-time working poor.

Of course, not all advanced capitalist economies are equally deindustrialized. Nor are all of them subject to exactly the same low-productivity drivers. Instead, national specificities here relate back in a strikingly direct fashion to the general global role of their dominant classes, and so to the different degrees to which their national economic fortunes are linked to imperialism.14 (The US and UK economies are, therefore, particularly vulnerable in consequence.) But whether facing a fully deindustrialized economy, or one only partially transformed into a service-dominated entity, centre-left politics in each major national capitalism now has to operate inside (and against the background of) a new (and from a progressive standpoint, more adverse) balance of forces between capital and labour on the global scale: with capital’s freedom of manoeuvre enhanced globally, and with the defensive power of labour movements (and the labour share of GNP) threatened inside core capitalisms themselves.15 In fact, “bargaining and market power have become more concentrated both between companies and within them, fueling a dynamic of ever-greater income and wealth inequality” as they do so. In Ben Casselman’s words, “it’s not manufacturing jobs that Americans miss. It’s unionized jobs”.16 Or as the Nobel Prize-winning economist Robert Solow recently put it, with his usual care and caution:

The suggestion I want to make is that one important reason for the failure of real wages to keep up with productivity is that the division of rent in industry has been shifting against the labour side for several decades. This is a hard hypothesis to test in the absence of direct measurement. But the decay of unions and collective bargaining, the explicit hardening of business attitudes, the popularity of right-to-work laws, and the fact that the wage-lag seems to have begun at the same time as the Reagan presidency, all point in the same direction: the share of wages in national value-added may have fallen because the social bargaining power of labour has diminished.17

In consequence, the contemporary centre-left now faces a world in which growth models have emerged, and prevailed, that are characterized by widening levels of income and wealth inequality which – if Thomas Piketty is right – will become self-sustaining unless public policy acts to redress the trend. The generation of that kind of counteracting public policy is then only made more difficult, of course, by the institutional embedding of neoliberal principles and practices, and by the systematic and deliberate weakening of institutions and social forces committed to greater economic equality and social justice – particularly trade unions. The backcloth to both the US and UK centre-left’s search for an effective growth strategy is the emergence, that is, of what Robert Reich called “the share-the-scraps economy” in which “almost all profits go to the … owners” and in which just “the scraps” go to labour that is increasingly deployed only on demand.18

If those were not problems enough for those of us committed to progressive politics, then let us also add demographic and welfare issues of the kind mentioned by Robert Gordon. It is conventional in much of the literature on comparative welfare politics to recognize the existence of a generalized crisis of the welfare state – a crisis differentially impacting (but common to all) the various types of welfare system now embedded in the advanced capitalist world. Prior to the 2008 financial crisis, problems of welfare provision in such economies were largely a product of the systems’ successes: people living longer, expecting better healthcare, looking for a more equitable work–life balance, and so on. Pre-2008, it was the growing weight of welfare provision on even successful economies that was producing tax rebellions, a degree of recommodification of welfare services, and the recalibrating of many welfare programmes.19 But post-2008, it has been the underperformance of the underlying economies that has taken the crisis of the welfare state to a new level. Aging baby-boomers, growing numbers of the poor and underemployed, and escalating healthcare costs now all have to be sustained from tax revenues depleted by low rates of economic growth, poor productivity performances, and growing opposition to increased taxation. The politics of reform are always easier when rates of economic growth are high: but post-2008, those growth rates have simply not been available to us. On the contrary, the global economy now looks set – for the foreseeable future at least – to be locked onto a growth trajectory lower than that sustained through the peak years of the Keynesian settlement, or through the peak years of the neoliberal one that followed – a growth trajectory that Christine Lagarde, the Managing Director of the IMF, recently labelled “the new mediocre”. The need for a new social settlement is high precisely because the conditions that would facilitate its easy introduction are visibly absent. But then, as the earlier comment from Jimmy Maxton implied, in a capitalist circus, riding horses in a left-wing direction requires a very high level of skill. If the thing had been easy to do, it would already have been done. People go to the circus to see difficult performances made easy; which is why, in our contemporary circus of flawed capitalisms, if the centre-left wants to regain the support of its old electorate again, it is now time for progressives to begin once more to effectively perform!

Top priorities

The unexpectedly strong showing of the Labour Party in the UK’s snap general election in June 2017, on the Party’s most radical manifesto for at least three decades, does suggest that – in the UK at least – progressives are at last beginning to perform more effectively again. But one swallow does not a summer make, nor did the strong showing produce a Labour majority: which is why, even in the UK case, it seems wisest to assume two linked things: that we shall have to wait some time yet for the successful election of a centre-left government in either the US or UK; and that one way of curtailing that delay is to establish an honest recognition now of the problems that any such government will face, and need to be equipped to resolve.

Of the major headwinds they are likely to face, the main economic ones are likely to be rooted either in the short-term consequences of secular stagnation or in the longer-term problems generated by low labour productivity. Issues of globalization and technological change will no doubt then compound those economic difficulties (so making the issue of a basic income for citizens, regardless of their employment status, now worth discussing fully20), but they will not create them. The main and parallel social problems confronting such governments are likely to be the results of inherited inequality in all its forms (inequalities of class, gender, ethnicity, and sexual orientation), compounded by the resulting starkly differential access to available economic and social resources between and within generations. The capacity of any incoming progressive UK government or US administration to deal effectively with such entrenched problems will then, in its turn, depend heavily on the degree to which a new generation of centre-left politicians has by that point openly embraced this one basic truth: that only by seriously addressing the social agenda (of inequalities and generational injustice) will they be able to simultaneously resolve the economic one (of low productivity and inadequate demand). The route out, that is, from here to a better future will require of the centre-left nothing less than the construction of an entirely new and progressively-grounded social structure of accumulation – one within which economies can grow rapidly again, and the pressures on emerging generations begin once more to ease.

On the productivity front of that new SSA, the need for strategic interventions by a progressive democratic state will be particularly acute in the UK case because, as we saw in Chapter 3, the UK’s productivity problem is now both deep and entrenched. But not just in the United Kingdom: in the United States too, we are now downwind of a growth strategy that relied heavily on private sector-provided, low-productivity service sector expansion. That strategy too pulled overall labour productivity down. So, in both economies and at the very least, new forms of industrial policy will be required to develop high-productivity service sectors, and the high-skilled and high-wage labour force that alone will be capable both of providing those services as workers and of sustaining them as consumers. It may be, of course, that to some difficult-to-establish degree, existing levels of labour productivity are higher than currently recorded – because measuring labour productivity through crude output indices underplays growth in product quality and in what economists now call “consumer surplus” – the services we get, for example, from the apps on our phone for free.21 But as Kemal Derviş and Zia Qureshi recently noted, “these two types of mismeasurement explain only a relatively small share of the slowdown in economic gains” and “have existed for a long time”. Nor do they “seem to have increased substantially in recent years”;22 and because they have not, “the conclusion is clear: the productivity-growth slowdown is real”.23 And being real, it gives force, therefore, to Anne Wren’s observation that “without a thriving set of high value-added sectors to finance them, expansive public services … are ultimately unaffordable”; and gives even greater force to her associated prescriptions for rectification – solutions that include an increased supply of “college educated labour … public investment in education as early as the pre-primary level” and moves to “facilitate women’s participation in the labour market”.24

Then this: one recurrent theme in the ongoing discussion on the current productivity shortfall across advanced industrial economies – including in both the US and the UK – is that productivity growth remains low in part, not because innovations do not happen (they do, and sectors and companies at the forefront of technological change continue to show significant productivity growth) but because those innovations are slow to spread widely.25 This key process of dissemination is now apparently held in check by a lack of demand created in large measure by the growing inequality of income and wealth that has accompanied this shift from an industrial to a service-based economy. It is held in check too, as Robert Gordon noted, by the way in which low incomes and low capacities for reskilling also go together. In other words, low productivity and high-income inequality are intimately interrelated, such that solutions to the first necessarily require reductions in the second. Dervis and Qureshi put the inequality-skills point this way:

Any strategy to address the problems underpinning low productivity growth – from inadequate technological diffusion to income inequality – must address skills constraints and mismatches affecting the labour market’s ability to adjust. As it stands, workers, particularly from lower income groups, are slow to respond to demand for new high-level skills, owing to lags in education and training, labour market rigidities, and perhaps also geographical factors. These factors, together with rent capture and winner-take-all markets, can entrench inequality and blunt markets’ competitiveness.26

One other specificity too is worthy of note: that there is currently an acute need to rebalance both the UK and US economies: rebalancing out of an excessive concentration on military production in the US case while getting out of the empire business; out of an inflated financial sector in the UK; and back towards civilian-focused industrial and manufacturing renewal in both. For the case remains strong that the multiplier effect on the rest of the economy of investment is greater when production is geared towards the provision of civilian goods rather than of armaments in all their forms.27 The case also remains strong that the steady increase in the weight of financial services in the overall GDP acts as a multiplier of income inequality in the society that surrounds them, becomes a major source of regional imbalances in wealth and income, and leaves over-financially dependent economies vulnerable to prolonged deficits on their overseas balance of trade.28 And the case remains strong too that manufacturing industries – if properly reconstituted – help sustain a higher general rate of labour productivity, and associated improvements in real rates of pay, in the wider economy they service.29 The case for reindustrializing at least part of the base of both the US and UK economies remains, therefore, a powerful and a compelling one. There is a very real sense in which now – just as in the 1980s when the matter was first extensively discussed on both sides of the Atlantic – Manufacturing Matters;30 and certainly, if centre-left political parties are ever to extract white working-class voters from their current infatuation with right-wing populism, partial reindustrialization will have to be part of any progressive programme in opposition and performance in power.

None of that will happen while existing trade rules apply. Donald J. Trump is quite right on that; but it will also not happen if capital continues to be strengthened and labour consequently weakened – and on that, Donald J. Trump and his Republican friends could not be more wrong.31 For it is not simply, as we argued in Chapter 7, that the austerity route to generalized prosperity favoured by Republicans is a mirage. It is also that there is now growing evidence, not least from international agencies that once stood at the heart of the neoliberal settlement,32 that at this stage of capitalist development, economic growth and social inequality are increasingly incompatible; and that any long-term successful growth strategy has, therefore, to be based on reduced levels of inequality, and on the full development and mobilization of all levels and forms of human capital.33 The well-paid boss in the top office is no longer – not that in truth that s/he ever was – sufficiently significant as to be able to trigger prolonged economic growth by his/her initiative or genius alone. The reality is beginning to dawn, in key sections of the international governing strata, that because production is inherently a social process its success over the long term requires the full motivation of all involved economic players. On the demand side of the economic equation, those players require a capacity to buy goods and services from the wages they earn rather than from the credit they borrow; and on the supply side of the equation those same players need to be able to sustain over the long period high-quality inputs into the creation of goods and services that others buy, and so require among other things working environments and work–life balances that will enable them – and motivate them – to do so.

What has ultimately to replace the neoliberal politics of austerity, therefore, is a progressive resetting of public policy and the social order in ways that stimulate the full use of existing productivity capacities in both economies. It may be that help for this will come from a new generation of technologies – software, automation, robotics and the like – to balance out the pessimism of the Gordon thesis. But if (as is likely) we now face a sustained period in which there is no systemically-induced new technology to lift productivity up across the entire economy, any incoming progressive government in either London or Washington will need to lift that productivity by fully-utilizing the productive potential that is already there. It is only possible to stimulate greater labour output per hour across the entire economy in a limited number of ways. Some of these ways, like intensifying the work process by managerial dictat, or lengthening the working day,34 are neither possible in the present conjuncture nor progressive in any conjuncture. But other ways are both those things – possible and progressive.

• Productivity in key sectors can be raised by increasing the volume of investment, breaking the syndrome of low demand and looming deflation by borrowing now, when investment funds are so cheap (a solution favoured by, among others, Paul Krugman, to end what he termed “the Great Capitulation”35).

• Productivity can be increased in key manufacturing sectors by improving the underlying quality of the STEM economy, by attracting highly-skilled immigrants or funding STEM education at sub-college level (as favoured by, among others, the Brookings Institution’s Metropolitan Policy Program36).

• Productivity can be raised by improving the “innovation diffusion machine” (the current OECD position, not least by more effectively allocating human talent to jobs, and reallocating scarce resources to underpin the growth of innovative firms).

• Productivity can be raised, across an entire economy, by rebalancing the distribution of labour from low-productivity to high-productivity sectors (the traditional Swedish model solution, now requiring both active industrial policy and an active labour market one).

• Productivity can be raised by fully employing the entirety of its labour force and increasing its skill level (the traditional left-Keynesian solution, now requiring quantitative easing as well as long-term public spending or borrowing37).

• Productivity can be raised by fully mobilizing the existing set of economic skills, a set now so heavily skewed by gender38 (the solution currently favoured by both the EU Commission and the former US Fed chair, Janet Yellen).

This last source – the full use of an educated female labour force – is especially important, given the clear and readily available evidence that advancing women’s equality can add trillions of dollars to global growth.39 The deconstruction of patriarchal structures for progressive purposes should be a “no-brainer”, but it is not: women now out-perform men in systems of higher and further education across the advanced capitalist world, acquiring as they do so bodies of knowledge and sets of skills, only to have those remain seriously under-utilized in societies and economies that are still riddled with sexist cultures and still structured around a variety of glass ceilings. Tapping this huge productive potential for progressive ends requires the adoption by parties of the centre-left of a new and gender-focused set of social policies – the creation, indeed, of an entirely new social settlement focused on the needs of working families, and particularly on the needs of the women within them. In this last route to sustained and progressive productivity growth, policies on equal pay, on flexible working hours, on affordable child care, and on the de-gendering of family responsibilities need to move centre-stage: no longer to be add-ons to be cut the first time the national budget has to be balanced, but rather the first thing to be funded to make sure that the budget balances at a higher and a more generous level.

All of which means that, on both sides of the Atlantic, a progressive growth strategy will only come from political parties committed to managing capital in the genuine interests of labour, and one equipped with an intellectual framework that recognizes the vital role of progressive social settlements in facilitating economic growth. At its core, any turn to the left will require the progressive remanagement of capital: internationally, through new trade rules and capital controls; internally, through new policies of public ownership, progressive taxation, and industrial democracy – all underpinned by strong trade unionism. It will require the state-led reconstitution of both economies’ manufacturing base, and a fully revamped and better-funded education and training programme. It will require state financing of research and development geared to the greening of the economy, with environmental regulations being used as a beachhead to establish the legitimacy of the more general regulation of private industry by the democratic state. It will require a generous living-wage at the base of the income ladder, and sharply progressive taxation to keep that ladder short; and it will require a resetting of the relationship between work and family – the privileging of policies addressed to the new reality of a two-income family unit in which the vast majority of both men and women are heavily engaged in paid work.

Good news and bad news

The good news is that the kinds of political programmes needed to implement the transition from one kind of Anglo-American capitalism to a better and more progressive one are already available, and in some volume. The bad news is that the main political agencies charged with their delivery are currently struggling mightily to meet their obligations in this matter.

We shall get to the question of agency later. Let us first be clear here about the validity of the claim on available programmes. In fact, there are so many of them now around – all broadly similar in content and underlying premises – that they are readily to hand. They come from individual politicians, particularly in the United States where that form of policy-generation is so entrenched.40 They come from centre-left think tanks on both sides of the Atlantic: including Compass,41 NEF42 and the RSA43 in the UK; and the EPI44 and the Center for American Progress45 in the US. And they come from a swathe of outstanding public intellectuals – from such figures as Will Hutton46 and the late Tony Atkinson47 in the UK; and from Joseph Stiglitz,48 Heather Boushey,49 Robert Gordon,50 Dean Baker and E. J. Dionne,51 among others, in the US.

In the US case, for example, as we argue in more detail in the parallel publication to this one, Reflections on the Future of the Left, the 2016 presidential campaign witnessed the incremental development of a string of policy proposals, each slightly more radical than the one before, which collectively brought into public view a developing map of how best to reset the US economy and society in ways that strengthen the first and enrich the second. In US progressive circles, the most moderate demand on the table after 2008 was for demand-maintenance through public spending and managed public debt:52 for growing the US economy, as President Obama put it, from the “middle out”. Another common theme in the US progressive rethink after 2008 was what was later dubbed “the infrastructure route to growth”: the call for a regeneration of economic growth and greater international competitiveness through federal spending on the modernization of the US economy’s physical infrastructure (roads, bridges, rail and internet).53 Other, more radical voices, also added a demand for progressive taxation to redress the “theft” of wealth by the top US income earners, to slow the rate of growth of (or reverse) the trend to income and wealth inequality, and to generate demand for goods and services across the entire US economy by concentrating extra purchasing power in the hands of those most likely to spend it – the American middle class and the American poor. Such demands for progressive tax reform also now tend to be accompanied in the US by a call for universal access to high-quality education and greater spending on training and skill upgrading,54 for a higher minimum wage, for more generous earned-income and child-tax credits,55 for renewed trade union rights, for greater rights for women and minorities at work, for a bigger federal pension (increasing Social Security for all but high income earners), and for policies designed to reverse the outsourcing of well-paid American jobs. In certain hands, these policies are gathered in a call for a new “twenty-first century social contract”;56 and in yet others, more radical still, that last demand is often linked to one calling for less spending on the US military – a call for a redistribution of resources and efforts into more nation-building at home and less overseas – and for the use of public procurement policies to strengthen home-based manufacturing industry. Although the extension of public ownership still has yet to surface as a major progressive demand in the post-2008 United States, the demand to either more tightly control or actually break up large financial institutions certainly has; as too has the demand for the placing of a green agenda at the heart of any future US progressive growth strategy.

In the United Kingdom, the most recent policy rethink (the one after the election defeat of 2015) initially went more slowly and covered less policy distance than in the United States. It covered less distance partly because it had less distance to go (much of what Bernie Sanders, for example, advocated as “democratic socialism” was pretty-standard European social democratic stuff, as he himself openly acknowledged). It went more slowly because unlike Bernie Sanders, Jeremy Corbyn and his new team had a whole parliamentary party to bring on board behind them, significant sections of which remain unenthusiastic at best, openly hostile at worse. Yet there were signs from the outset of the Corbyn leadership of new policy emerging from his post-New Labour party: ending support for the UK nuclear deterrent, for example, or renationalizing the basic railway system, abolishing fees for attending university or college, and resetting the industry department into what the Shadow Chancellor, in his first party conference address in that role, called “a powerful economic development department, in charge of public investment, infrastructure planning and setting new standards in the labour market”.57 And although this process of policy innovation was cut short by the calling of an unexpected general election in June 2017, the Labour Party was still able to go to the country in that election with its most radical set of proposals since 1983: renationalizing not just the railways but also the Post office and energy and water companies; providing free childcare for all two years olds, and 12 months maternity leaves for their mothers; committing to the creation of 100,000 council and housing associations new homes per year; and paying for a stronger NHS and student maintenance grants by raising corporation tax, taxing derivative trading in the City, and taxing high earners (those earning £80,000 a year) at new income tax rates of first 45 and then 50 per cent.

This self-conscious shift by the Corbyn-led Labour Party towards the creation of a Mariana Mazzucato-type “Entrepreneurial State”,58 and to the parallel restoration and extension of trade union and worker rights, built on the incremental movements away from the New Labour paradigm that had begun under Ed Miliband after 2010. The Miliband-led Labour Party fought (and lost) the 2015 general election on a policy platform that remained committed to the rapid balancing of the public accounts, so retaining one foot in the old policy camp. But it also went to the country committed to a modest increase in top rates of tax, a higher minimum wage, new labour rights, more free childcare, protected funding for the NHS and for publicly-provided education and skills training, enhanced infrastructure investment, a state-run investment bank, and proactive policy to slow down climate change. At the heart of those policies were social ones facilitating individual opportunities (things like funding preschool education and providing paid parental leave), labour market ones strengthening trade unions and individual worker rights, and economic ones focused on the regulation of finance and business. Cumulatively, these policy developments inside the Labour Party, when supplemented by others canvassed but not yet adopted (not least, a much shorter working week59 and the possibility of a basic income for all60), potentially constitute the core elements of what Colin Hay and Tony Payne recently termed “civic capitalism”,61 – policies, that is, which if implemented are capable of taking the UK towards a new growth model based on “inclusive growth”.

Whether these changes are harbingers of a permanent policy realignment in Anglo-American progressive circles remains to be seen. But let us hope so. Let us hope that the next iteration of the US and UK centre-left is built around a set of integrated policies: policies designed to strengthen the economy’s manufacturing base and skill-sets (its source of productivity and high-paying jobs); policies designed to create a new, more socially just and family-focused social settlement; and policies designed to regulate privately-driven market-processes, the better to maintain basic social rights and to protect the environment over time. For policy design is not our problem here. As a first rudimentary move, all we need do, in order to create the progressive policy-package required, is put the American and British centre-left policy trajectories together: in the process quickly generating a list that looks like this – so organized here in a form that puts moderate progressives in the middle of the list, with more radical proposals as you move out to the list’s top and bottom edges.

1. Public sector-led shift to a green economy.

2. Public ownership of troubled industries and companies, including the break-up of large banks.

3. More public spending on domestic needs, less on the US military: including employment growth via federally-funded infrastructure improvement.

4. Policy to prevent the “outsourcing of jobs” and the strengthening of domestically-based manufacturing industry, not least by refusing to sign free-trade agreements weak on labour standards.

5. Legal support for trade unions and new worker rights.

6. Stimulation of demand via public spending.

7. Public institutions and policies to strengthen economic competitiveness.

8. Public institutions and policies to reduce/remove uneven economic development.

9. State encouragement of new industries based on publicly-funded R & D.

10. Fully developed welfare programmes to protect against involuntary unemployment, ill-health and poverty in old-age: including free basic health care for all, and increased Social Security.

11. Progressive taxation to spread the cost of welfare provision to those best able to bear it.

12. Increased spending on education and reskilling.

13. Higher minimum wage to help low-wage workers, and free college tuition to help middle-class families.

14. Publicly-funded childcare provision, and paid parental leave, to help both parents participate fully in labour markets.

15. Shorter working week, and establishment of a more family-friendly work–life balance.

16. Closing of race and gender inequalities, and ending of mass incarceration.

17. The possibility of developing a basic income for all.

A fully radicalized political movement might operate on all 17 fronts at once. More moderate ones might begin with policy proposals 6–10, governing under pressure from more radical progressives to widen their policy scope to take in the rest. The good news, therefore, is this. The fact that the list exists at all shows us the possibilities of significant progress going forward. The less good news that accompanies this? The fact that the list is currently fractured between a moderate centre and a radical edge, and is so because of the persistence of divisions on the centre-left about the scale of transformation required. Progressive policy is readily available – that much is now clear – and fundamental change is therefore possible: but only if the political agency can be forged, and the political strategy found, that will enable the speedy and unalloyed implementation of an entirely new social structure of accumulation. The main problems currently facing the Anglo-American centre-left, therefore, are not weaknesses within flawed capitalisms. Even on one of their good days, flawed capitalisms recruit for the Left. The main problems facing the Anglo-American centre-left are weaknesses within itself.

Agency

It is one of the tragedies of the age that, in both the United States and the United Kingdom, the obvious political vehicles for the delivery of a new and more progressive settlement around each flawed economy should be currently struggling electorally; but sadly they are, although with differing degrees of short-term success. Things are particularly tough in this regard in the United States right now, where the Democratic Party has spent the last eight years struggling down-ballot to hold onto, let alone to increase, its representation at state and local level, a struggle obscured from general public view during the Obama years by the presence of an outstanding Democrat in the White House. But with him gone, the Party is now entirely out of power in Washington, DC, and in the vast majority of US state capitals. The British Labour Party, for its part, spent the bulk of those same Obama years in an even greater political wilderness: blocked entirely from power by a coalition government after electoral defeat in 2010, and by a Conservative one after a similar defeat five years later. In that election, the Party managed to lose all but one of its Scottish seats to the Scottish National Party, and south of the border to face a UKIP challenge that garnered the Independence Party some 4 million votes. But things have now changed. The Party has changed – going to the left; and the electorate has changed: abandoning the UKIP brand of English nationalism completely, and retreating from Scottish Nationalism to a sufficient degree as to let Scottish Labour back in. There is an electoral tide moving in Labour’s favour as this volume goes to press; so that the question in the UK is – for the moment at least – no longer how to create that tide, but how to both consolidate it and to make it grow.

The detailed answers to that question – and to parallel ones about the United States – are more fully developed in the companion volume to this, Reflections on the Future of the Left, but at least four broad observations seems relevant here.

The first is that progressive politics will not be advanced in either country, nor will any immediate electoral rot be stopped, by mainstream centre-left parties tacking to the right. Modern electorates know well enough that if they want conservative policies in place, parties on the Right will provide those with greater certainty than any blue-dog Democrat or Blairite centrist will ever do. The centre-left in both countries is out of power now, not because it was too radical in the past, but because it was too associated with a neoliberal common sense that is now increasingly questioned by more-and-more thinking people. If the centre-left is ever to return to power in either London or Washington, it will only do so by making a fundamental break with neoliberalism in all its forms, and by making what goes with that – namely a fundamental break with its own recent “third way” past. That fundamental break is not easy to make for a generation of politicians, many of whom were part of the earlier third way accommodation to neoliberal orthodoxies; which is why the return to power of an effective centre-left coalition may indeed take a generation to effect. In that downtime, the pressure will always be on to tack to the immediate electoral wind, the better to exploit temporary right-wing distress and slip unexpectedly into power again. But that power will not be worth winning, if it is not won on a programme of fundamental rupture. As R. H. Tawney observed of a similar dilemma, in the British Labour Party after the trauma of 1931, “it is objected that such methods involve surrendering for a decade the prospect of office. It may be replied that, if so, impotence out of office is preferable, at any rate, to impotence in it”.62

The second is that there is a huge electoral army, out there, waiting for the emergence of a genuine progressive alternative to the political status quo – and it is not only a huge army. It is also a young one: an army for the future as well as for the past. “The Millennials”, as John Judis recently observed, “are moving left”. Bernie Sanders, he reminds us, won more primary votes in 2016 among 18–29-year-olds than did Hillary Clinton and Donald J. Trump combined; and in June 2017, “Labour candidates won 63 per cent among voters 18–34 years old. The Tories took a dismal 27 per cent”.63 The electoral potential for a revitalized progressive politics is especially clear in Republican-led America, where the very extreme nature of Republican policies currently leaves a large gap in the centre of US politics that is available for progressives to pull to the left. Sixty three million people voted for Hillary Clinton. More than 70 million voted for candidates other than Donald J. Trump; and that voting was not just token. It was real – so real in fact than more than half-a-million of them, the bulk of them well under 35, flowed into Washington, DC the day after the Trump inauguration, to protest against the man and his policies. But what took so many of us to Washington, DC that day was not just revulsion against the narcissism and homophobia of Donald J. Trump. It was also genuine anger about the many policy proposals that he and a Republican-controlled Congress were likely to effect – policies that can only intensify the worst excesses already put in place by a flawed capitalism. The list is long and deeply distressing: greater inequalities of income and wealth; even more sustained pressure on middle-class living standards; persistent poverty, racial tension and gender discrimination – and even more difficulties for a new young generation of adults trying to balance work and family, trying indeed even to afford housing as adequate as that enjoyed by their parents before them.

The rise of Donald J. Trump demonstrates that American conservatives at least recognize that, in these troubled times, “politics as normal” will not do; but hopefully, all progressives recognize something too that conservatives most decidedly do not. We recognize that – if the arguments developed here have any validity – the right-wing policies now being touted in Washington, DC will quickly discredit themselves. Donald J. Trump is a huge own goal for the American Right, as many conservatives are beginning to recognize; and Brexit is similarly likely to be a long-term disaster for British Conservatism. We can expect buyers’ remorse to grow on each side of the Atlantic, as the Left’s political opponents lean over backwards to make the return of the Left possible again. Which makes it all-the-more vital that this moment of rupture, as it opens up before us, is not wasted by progressive forces in either the US or the UK. Facing such entrenched conservative opponents selling such problematic politics, now is the key moment for the Left to really lift its game.

The third general observation that follows is therefore this. “Lifting its game” by the centre-left means nothing less than playing full-scale counter-hegemonic politics. It means making clear to every would-be voter now that the next time the centre-left is in power, an entirely new social settlement will be wrapped around each country’s troubled economy. Of course, it is not that any government, even a fully-armed progressive one, can immediately effect total social change of so fundamental a kind – and that should not be promised. But a centre-left government armed with genuinely progressive principles can set out the path. It can be clear about the nature and novelty of the path chosen. And it can – and should – organize its early days in office on the recognition that the protection of that path requires the incremental but immediate embedding of new ways of running an economy and organizing a society – ones that can then become self-sustaining over time. Margaret Thatcher, long ago, keen to embed and protect her guiding principle of “free markets”, moved quickly to break up big publicly-owned industries into separate parts, each owned by different people: so that any move back towards full public ownership would be that much harder to implement. There is a lesson there for those of us keen to control those markets in the interests of a greater good. We too need to embed and protect our principles quickly when first in office.

That is why, in the transition from the old to the new social settlement, any incoming centre-left government would do well to move quickly to ease the work–life balance of today’s two-income families by designing a growth strategy that has flexible working hours, readily-available childcare and strengthened worker rights at its core – not as add-ons, but as the spine of its whole strategy. That same government would also do well to immediately establish a new social and industrial contract based on the notion of an empowered citizenry: empowered at work by a new mixture of individual and collective rights: to unionize, to be consulted, and to enjoy a high basic wage; empowered socially by a fairer distribution of income, free education from preschool to college, and more generous welfare payments to those caring for the young, the sick and the old. Speed and radicalism will need to go together here: to let people in each of the centre-left’s key constituencies experience improvements in their well-being directly linked to this new settlement, and to give them the associated incentive to defend those improvements when they are challenged.

For that is the fourth and final matter to bear in mind here: that so fundamental a resetting of the social settlement surrounding each economy will inevitably be challenged, and will prevail only if it is already well understood and supported long before the moment of its inception. Effective counter-hegemonic politics, of the scale now required if neoliberalism is ever to be finally put to rest, requires that progressive politicians actively shape their electorate ahead of time, so that the election is the culminating moment of a long prior period of mobilization, education, and empowerment. To that end, the centre-left must not present itself as just another political party, as interchangeable as the rest. It must present itself rather as part of a broader crusade for social justice. It must insist that its task is nothing less than the creation of a new social settlement of a truly progressive kind, one similar in scale but superior in quality to its Attlee/New Deal and Thatcher/Reagan predecessors. And it must then call people to join it in creating that new settlement, by their full mobilization at every level in the economy and society that we all share. As R. H. Tawney said long ago, when trying to lift the British Labour Party up from its electoral drubbing in 1931, if the Left “is to tackle its job with some hope of success, it must mobilize behind it a body of conviction as resolute and informed as the opposition in front of it”. He said this too: and it remains as true today as it was then – that the function of a progressive party:

… is not to offer the largest number of carrots to the largest possible number of donkeys. It is not to prophesy smooth things: support won by such methods is a reed shaken by every wind […] It is to ask the question; Who is to be the master? It is to carry through at home the measures of economic and social reconstruction which, to the grave injury of the nation, have been too long postponed […] It is not to encourage adherents to ask what they will get from a Labour Government, as though a campaign were a picnic, all beer and sunshine. It is to ask them what they will give. It is to make them understand that the return of a Labour government is merely the first phase of a struggle, the issue of which depends upon themselves […] To kick over an idol, you must first get off your knees.64

If the desperate legacies of the past are not to destroy the glorious possibilities of the future, there is important work to be done; which is why, more than ever, it is now time for progressives to reassert their commitment and their confidence, to get off their knees, to stand tall and confident, and to ask the ultimate political question: “Who is to be the master here?” Let us hope, for the good of our children and grandchildren, that ultimately it will be them.

[image: images]

* “IR#1 (steam, railroads) from 1750 to 1830; IR#2 (electricity, internal combustion engine, running water, internal toilets, communications, entertainment, chemicals, petroleum) from 1870 to 1900; and IR#3 (computers, the web, mobile phones) from 1960 to the present.” (Gordon, NBER Working Paper 18315, August 2012).

* Quite why, and quite why now, remains a matter of debate – one characterized in this way by Larry Summers. “Other explanations have been proposed, notably Kenneth Rogoff’s theory of a debt overhang, Robert Gordon’s theory of supply-side headwinds, Ben Bernanke’s theory of a savings glut, and Paul Krugman’s of a liquidity trap. All of them have some validity, but the secular stagnation theory offers the most comprehensive account of the situation and the best basis for policy prescriptions.” (“The Age of Secular Stagnation”, Foreign Affairs, March/April 2016, p. 3).

* The future impact of robotics on employment is a matter of huge importance and, for the moment at least, huge uncertainty. On the worst scenario, technologically-induced unemployment might drown out everything else discussed here. Less dramatically, it might significantly improve productivity while dislodging employment up and down the employment hierarchy. For the worst-case scenario – 670,000 manufacturing jobs lost in the US between 1990 and 2007, with more job losses expected as robot-use quadruples, see Daron Acemoglu and Pascual Restrepo, “Robots and Jobs: Evidence from US Labor Markets”. NBER Working Paper No. 23285, March 2017. Parallel calculations by the IPPR for the UK suggest a possible robot-induced loss of one job for every three over the next two decades. (For a counterview, see Lawrence Mishel and Josh Bivens, “The zombie robot argument lurches on”. Washington, DC: EPI, 24 May 2017).
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