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In this paper I question the widely prevailing view that societies seeking to move
from an adminigtrative-command to a market economy have no viable alternative but to
adopt a conventicnal capitalist system of property rights. 1 ﬁrét make a general case for
a market socialist "third way" that would simultanecusly meet important socialist
objectives and benefit from the efficiency advantages of a market-based economic system.
1 then explain why I believe such a third way is particularly appropriate for the nations
of Eastern Europe and the former Soviet Union as they emerge from their

administrative-command systems.
I. The Rationale for Mar. ocialism

The idea of a third way between capitalism and administrative-command
socialism has long been very appealing to democratic socialists, critical of many aspects
of real-world capitalist societies but well aware of the failures of real-world socialism.
The challenge has been to articulate an alternative form of socialism that could achieve
long-standing socialist objectives while maintaining efficiency in- the uge of resources to

meet desired ends.
A. Bocialist Objectives

Advocates of socialism have developed distinetively socialist objectives out of a
multi-faceted critique of capitalist societies:

(a) arguing thaf capitalism leads to a highly unequal distribution of income,
wealth and power, socialists call for greater equality in the distribution of
material welfare -- both as an end in itself and as a means of promoting more
equal participaticn in democratic politics;

(b) arguing that capitalism limits opportunities for self-governance in economic
affairs, socialists call for more democracy not only in the political arena but alse
via the extension of democratic principles from the political to the economic
sphere (in particular, to the workplace); -



(¢) arguing that capitalism divides people from one another both in residential
neighborhoods and at the workplace, socialists call for greater community -- the
opportunity to belong to, and to participate on an equal basis in, stable
associations of people with common interests and a shared identity.

The case for solcialism‘has been made not only in terms of its capacity to achieve
such distinctly socialist objectives, but also in terms of its capacity to be more succegsful
than capitalism in serving the general economic interest rather than particularistic
interests. Although advocates of cépitalism have always hailed it as the most efficient
possible economic system, socialists have argued that the invisible hand of the market
and the structure of the capitalist firm fail in many respects to translate the atomistic
pursuit of private gain into a general social optimum -- for example, with respect to the
treatment of the earth’s environment and the social relations of the firm. Thus we can
identify a fourth socialist objective associated with comprehensive efficiency:

(d) greater social rationality -- both at the macro level (to promotfe optimal

allecation of resources where markets are inherently imperfect and "externalities™

abound) and at the micro level (to promote optimal use of resources via
cooperative solutions to enterprise coordination problems).1

Socialists have traditionally assumed that attainment of the above four basic
socialist objectives would require substantial diminution of the role of markets in the
economic system and their replacement by mechanisms of (democratic) economic
planning, as well as substantial diminution of the scope of private property rights and
their replacement by gocial propertv rights. Advocates of market socialism as a third
way accept the many theoretical and empirical arguments that have been raised over
the vears -- and especially in recent timeg -- agai.nét primary reliance on planning rather
than markets.? They seek therefore to change capitalist institutions primarily by
embedding within a competitive market structure a system of enterprise ownership

characterized by some form of social property rights. The objective of market socialism is

thus to combine the recognized advantages of markets with respect to efficiency with a



system of social property rights which would contribute to the achievement of the four

goals prominently associated with socialism.3

B. Toward Secial Forms of is rshi

The property rights at issue involve the way in which various kinds of ownership .
rights to the productive assets of an economic enterprise are held. It will be useful here
to distinguish two kinds of enterprise ownership rights:

(a) control righis over enterprise manégement, which involve the right to

determine how enterprise assets will be acquired and used and the right to

allocate enterprise net revenues among alternative uses; and

k) inggr me rights to enterprise assets, ﬁ?hich mvolve the right to receive income

.from the use of productive assets, and the right to receive the proceeds from the -

sale of such assets.

Capitalist forms of enterprise owhership are characterized by (1) the bundling
together of control and income rights into comprehensive ownership ﬁghts, and {2) the
oppertunity for private individuals to acquire such ownership rights in varying amounts
- by purchasing enterprise assets or egm'ty shares. Market socialists have advocated
_that some or all of the ownership rights over enterprise assets should be held by
members of a suitahle ng_x_nm of people sharing equally in thé relevant rights.
Different kinds of social property rights can be distinguished according to: (i) the nature
of the community in whom eni;erprise ownership rights are to be vested — in particular,
whether the community is a political constituency (local; regional or national) or an |
economic constituency (those who work in an enterprise); and (ii) which enterprise
ownership rights -- control and/or income ~ are to be held on an equal basis by members

-of the relevant community, and which Gf any) axje' still to be available for acguisition in

varying amounts by private individuals.



Advocates of market socialism have tended to support one or the other of two
quite different models, each of which calls for the full ownership rights associated with
capitalism to be held soeially by communities:

(a) public market socialism, in which politically-constituted citizen ecommunities -

hold both control and income rights in enterprises; enterprises are run by

managers accountable to government agencies (at the local, regional or national
level), which in turn are accountable to their citizen constituents; and the net
operating surplus of the enterprise belongs to the whele citizen constituency and
1s allocated according to its collective desire;

(b) gelf-man. mark ialism, in which the workers of an enterprise hold

both control and income rights; enterprises are run by managers accountable to

their workers (directly or through workers’ councils); and the net revenue
generated by the enterprise (after payment for inputs other than labor) belongs to
the whole work force and is allocated according to its collective desire.

Advocates of these two "pure' types of market socialism point to their ability to
contribute to a somewhat differing subset of the socialist objectives listed above. Public
market socialism has been advocated mainly as a way of contributing to the socialist
objectives of: (a) greater equality in the distribution of material welfare (by treating the
income generated by productive assets as a "social dividend" to be distributed more or
less equally to all citizens); (b) greater demoeracy in the political arena (by virtue of
greater equality in income and wealth); and (d) greater social rationality at the macro
level (by enabling many externalities to be internalized). Self-man market gocialiem
has been advocated mainly as a way of contributing to the socialist objectives of: (b)
greater democracy, by virtue of the extension of democratie self-governance io the
workplace; (¢) greater community at the workplace, by encouraging workers to

participate in the management of enterprises;4 and (d) greater social rationality at the

micro level (by encouraging labor-management coooperation within enterprises).

Each of the pure types of market socialism sketched above is vulnerable to
criticism on the grounds that it suffers from serious efficiency problems. Critics of pure
public market socialism have focused particular attention on capital allocational

inefficiencies associated with collective public capital ownership, agency probiems



assoclated with soft budgel constraints, the difficulty of djscipiining managers in the
absence of a market for corporate control, and the disincentive to risk-taking and
innovation resultiﬁg from limited material rewards for risk-takers and innovators.5
Critics of pure self—nianaged market socialism have faulted it especially for inefficient
capital farﬁlatior__ and a bias toward consumption over investment, labor allocational
mefficiencies due to the lack of a conventional labor market, sluggish (if not perverse)
supply responses to demand changes, and risk aversion (because workers’ assets are

highly concentrated in their own enterprise).®

In response to such criticism advoeates of both the public enterprise and worker
self-management variants of market socialism have developed coznstructive and
ingenious proposals to improve their efficiency characteristics. For example, Roemer’s
model of a "coupon econoiny" and Bardhan’s proposal for a bank-centrie ﬁnancial
structure establish strong incentives for good managerial performanee in the context of
public capital ownership.” And among many ideas for improving‘the efficiency
characteristics of labor-managed enterprises, Vanek's proposals for capital leasing,
Ellerman’s internal capital accounts and cross-enterprise income pooling, and Sertel’s
markets in membership rights go a long way to meet, the efficiency challenges raised by

critics.8

This is net to say that such modifications in models of markét socialism can or
will sucgeed completely in meeting the conventioﬁal efficiency criteria associated with a
pure capitalist model. Since the modified models invariably retain more restrictions on
voluntary contracting by individuals than do capitalistra.lternatives, they canmnot be
expected to do so. Instead, their advantage must lie in their ability to meet the kiﬁd of
non-efficiency goals articulated in the first section and/or to achieve.a larger social
rationality than is-encompassed by the mfiividual-rationaﬁty-oﬁented conventional

efficiency criteria.?



C. Why Not Just Reform Capitalism?

Modifications of market socialist medels designed to ameliorate their efficiency
characteristics tend to bring those modéls into closer conformity with capitalism. In so
doing, they tend to open up greater opportunities for the development of income
inequalij;ies and/or to reduce the scope of worker self-management. Why not then start
with a conventional capitalist model and modify it via reforms to promote socialist
objectives rather than insist on the fundamental changes in property rights associated

with market socialism?

Greater equality might be achieved through continuous income redistribution via
government taxes and transfers on income and/or wealth; or it might be achieved by a
more radical program of property redistribution designed to achieve an initial desired
egalitarian distribution of wealth. A serious problem with seeking to assure greater
equality via continuous government income redistribution, however, is that such
redistribution is not politically stable; taxes and transfers are a matter for legislation
and, as such, can be altered every time the political winds shift.10 A once-and-for-all
program of radical property redistribution to equalize wealth holdings would not suffer
from the same problem, but it would allow wealth inequalities to re-emerge and grow
over time with changes in asset values and asset ownership patterns. To assure that
" income and wealth does not become increasingly unequally distributed over time, there

appears to be a need for institutionalized Iimits on wealth concentration.

More democracy in the political arena might be promoted via the kind of
government redistributive measures suggested above, which would reduce ineqﬁalities m
political power as well as in material welfare. But a permanent levelling of the political
playing field requires stable institutional safeguards against growing economic

inequalities. Democracy at the workplace might be fostered by having representatives of



workers as well as shareholders sit on boards of directors of capitaliéf corporations {(as
under German "co-determination"). But such schemes hardly serve to redress the
balance of power in favor of shareholders in capita]ist% firms. Truly democratic self-
governance at the workplace requires management to Ebé formally accountable on a one-
person—-(me-vote basis to those whotwork in the enterpi-ise, for enly in this way is

enterprisé governance reoted in a community of the gdverned.

Qr_eajg;mm among neighborhood resideénts might be promoted by the
strengthening of local government institutions. In this case it is not clear that there is a
superior institutional alternative. Greater community amoﬁg workers might be achieved
by facilitating the formation and increasing the poWer;é of labor unions. Unions in
capitalist firms, however, may not be sufficiently cand:ucive to community at the
workplaée for several reasons: many workers in capita:ﬁst societies are not renresented
by uniqns; union influence is typically confined to a hmlted range of isSués; and vnions

often involve workers in an adversarial dynamic with managers and owners.’

Greater social rationality at the macro ievel mifght be served by government

taxes, subsidies, a;zdjor regulations (along the Lines of fJapanese or French industrial
policy) o steer private actors in a social direction and ithus overcome market failures.
“The case for some form of public ownership in order to §amoﬁpﬁsh these ends is strong in
certain activities - such as natural monopolies - but fil*us is recognized by advocates of
capitalism as well. At the micro level, enterprise crgaxfzizational restructuring designed
to encourage worker participation and long-term emploiyment relations (aiong 'Sﬁedish or
Japanese lines) might-foster greater cooperation at .thef% workplace and deal with
coordination problems within a capitalist context.11 But when worker participation in
enterprise management is institutionally grounded in —vao:rker democratic decision-

making rights it is arguably more stable politically a;m} more effective economically.12



The arguments for fundamental change in property rights are thus most
convinecing when it comes to (i) assuring institutionally that the distribution of holdings
of income-generating prdduc:tiv'e property does not become highly unequal, so as to
promote material equality and political democra_tcy, and (ii) building in institutionally
the opportunity for workers to participate in and mfluence enterprise decision-making,
80 as to promote workplace democracy and community as well as micro-level social

rationality.

Ii. A Reconceptualization of Market Socialism

The analysis of the preceding section suggests that to achieve socialist goals it is
necessary to institutionalize a ievelling of the distribution of capital income and to
institutionalize economic democracy at workplaces, These are precisely the basic
objectives of the two models of market secialism which I have discussed to this point; yet

each is clearly deficient with respect to the basic objective of the other.

Public market socialism inadequately promotes more democracy (because it does
not extend democratic self-governance to the workplace), and it does nothing to promote
greater commuhity at the workplace (because it does not enable workers to participate
collectively in enterprise management). Self-managed market socialism fails in an
important respect to promote greater equality (because it does not prevent the
development of significant inequalities between enterprises), and it fails in the same
respect to promote more democracy in the political arena. These shortcomings suggest
that a truly adequate market socialism should seek to combine the strengths of each of
the above-mentioned models -- while at the same time maintaining a reasonable degree

of efficiency and social rationality at both the macro and the micro level.



To achieve these objectives I propose a market socialist system based upon three
key elements: (i) demoecratic control of enterprises, {i1) broadly distributed claims to
enterprise capital income, and (i) active gbvemment economic policy at the local,
regional and national levels. My proposal unbundies the control and income ﬁghts
associated with capitalist_ enterpise ownership. If represents a hybrid form of market
socialism, applying ideas dfav?n from self-managed market socialists (Vanek, Elerman,
et al.) to the assignment of control rights and applying ideas drawn from public market

'secialigi;\s {Roemer, Bardhan ef al.} to the assignment of income rights. 13

A, Democratic Self-Management.

I propose that democratic -se]f-management be required for all enterprises with
more than a munmum number of people involved (say 5); otherwise, conventional
private ownership of small businesses -- by individuals, families or partners, would be
permitted.14 Capitalist ownership generally confers control over enterprises on a group
of private owners or shareholders with unequal membership‘ rights, littie social contact,
few ties to the area in which the enterprise is located, and no enduring common identity.
Democratic self-management confers control equaily on those people most directly
affected by enterprise governance, bringing an Important set of economic.decisions into

an egalitarian community decision-making arena.

Under democratic self-management all the members of an enterprise community
elect enterprise councils on a one-person, one-vote basis, aﬁd managers are hired By and
responsible to the councils. Managers have decision-making responsibility with respect
to the employment and disposition of enterprise Workers, the use of enterprise productive
.assets, and the allocation of the net revenue of the enterprise (after all obligations -
mcluding payments to external capital suppliers -- have been met). Workers are free to

join—demoératicaﬁy-:self—managed enterprises on any terms offered by enterprise



management; the only _i.nviolab]e condition is that they gain the right to vote (at least
after a short probationary period). And workers are also free to leave an enterprise,
giving up their right to vote and cashing in any insider equity stake they have acquired
(more on this below). Any system of pay is admisgible -- whether it involves the sharing
of net revenues or pre-set wages, income equality or wage differentials, incentives geared
to performance or to sepiority; what is required is simply that management be
ac_countable‘ for its pay policy (and all other policies) to every enterprise member on a

demeocratic basis.

I propose that democratically self-managed enterprises acguire productive assets
in any of the following several ways:

(a) by leasing assets from other enterprises or small businesses at agreed-upon
rental rates (in this case, the enterprise manages the assets for the duration of
the lease agreements, but outside lessors receive fixed payments and retain the
right to sell the assets and to receive the proceeds from such sales, after meeting
obligations specified in the lease agreements);

{(b) by horrowing from independent and democratically self-managed banks or
other financial intermediaries to purchase assets Chere financial institutions
receive fixed payments, while the enterprise gets the right to manage and to sell
the assets and to receive the proceeds from any such sales);

(c) by selli n-voting fr quity shares to independent mutual funds (to

" .be described further below) or to foreign investors, and using the proceeds to
purchase assets which they have the right to manage and to sell (external holders
of these equity shares acquire no formal control rights but only the right to
receive capital income in the form of dividéends and the right to realize capital
gains or losses by selling shares; the amount of the dividends and possible capital
gains/losses is of course dependent on enterprise performance);

(d) by reinvesting some of their net operating surplus in the purchase of assets
which they have the right to manage and to sell (in this case all members of the
enterprise community receive -- in proportion to the rate at which they earn
income in the enterprise -- individual non-veting non-tradable equity shares,
which generate dividends and capital gains or losses in exactly the same way as
any tradable shares held by outsiders, according to the performance of the firm;
the capital gains or losses can be realized, however, only as and when the ingiders
leave the firm and cash in their equity -- by selling positive equity claims back to
the enterprise, or mak:in_% 5g00d on negative equity claims resulting from ;poor
enterprise performance).

10



This system of eapital financing for self-managed enterprises effectively divides
up the claims to residual enterprise dincome among several different groups - in
proportions that depend on how paﬁcdm enterprises choose to acquire their capital |
and compensate their managers. External jequity holders - mutual funds and foreign
investors -- share in the residual to the extent of their tradable equity holdings, since
their dividends and the value of their shares vary with the perfor-mance of the firm.
Internal equity holders - the voting members of the enterprise, including managers as
well as workers -- share :in the residual to the extent of their non-tradable equity
holdings, since tﬁe dividends they receive and the value of their shares varies with the
1performa;nce of the firm. Managers may well share additionallﬁv in the residual to the
‘extént .that their compensation is specifically linked to firm performance (according to

terms ultimately under the control of all enterprise members).

Under de}_;nocratic self-management equity-holding capital suppliers do not hold
_any direct control rights (as they do under capitalism); they would, however, have
indirect influence via their é.bility to influence the terms on which they supply capital to
enterprises and to withhold future infusions of capital (much as debt-holders are able
indirectly to influence management in conventional capitalist firms). Capital suppliers
may even negotiate with enterprise mahagers to retain eertain kinds of control over the
capital they supply: the point is not to deny them the opportunity for any control rights,
but to provide such rights not as an inherent prerogé.tive of capital ownership but as a
matter to be nego;tiated with managers who are democratically accountable to workeré
rather than shareholders Thus, democratic ée]f-management of énterprises can be
viewed as a good way to redress the preponderance of influence held by capital-suppliers
in favor of labor-suppliers, establishing a more balanced distribution of influence among

stakeholders in enterprise decisions.16

11



B. Socialization of Capital Income.

I propose to generate a broad distribution of claims to enterprise capital income
by establishing a restricted two-tier stock market system along lines proposed by
Roemerl? -- except that equity shares confer no formal control rights. First of all, I
envisage a market in non-voting enterprise shares (already described abeve) 1n which
independent mutual funds as well as foreign invesfors could participate. Second, I
envisage a market in mutual fund shares, in which all adult citizens of the society would
participate. Shares in mutual funds would entitle their owners to a corresponding
proportion of the net revenues of the funds, which themselves would be organized as
democratically sef-managed enterprises or as small private businesses according to the

guidelines set out in the previous section.

To assure a reasonably equitable distribution of capital income claims, I propose
to begin the establishment of the market socialist economy with an equal per capila
claim by all adult citizens to the productive assets of all the enterprises large enough to

. be democratically self-managed.1® This could be achieved by distributing to everyone
initially an equal amount of shares in a large number of mutual funds, each of which
initially holds (income) claims to an equal proportion of the productive assets of every

democratically self-managed enterprise.

Te prevent the accumulation of concentrated capital holdings by individual
citizens, I propose to isolate the stock market in mutual fund shares by barring the
exchange of such shares for anything but other mutual fund shares. In other words,
citizens may neither increaée their mutual fund share holdings by purchasing more
shares with cash or other assets, nor may they liquidate their portfolios for cash or other
assets. This restriction assures that every citizen will continue to hold some claim to the

-economy’s capital income (and can assure her/himself the average claim by maintaining

12



a completely balanced portfolio), while allowing individual citizens {o seek to increase
the value of their claims (and risk decreasing its value) through trades of shares in

different mutual funds.

- In general, of course, citizens’ personal wealth portfolios Wbuld not be imited to
mutual fund shares. The available forms of mcnmé-genel_"ating w_ealth include also
assets directly purchased and used in one’s own small business, and ﬁxed-reilzurn saviﬁgs
deposits m financial institutions. - Thﬁs, in spite of the pro_posed capital market
restrictions, individuals Wau_ld retain a substantial amount of freedom of choice with
respect to the allocation of their wealth. Moreover, the opportunity to borrow on the
collateral of one’s mutual fund share holdings would be available to individuals whose

immediate liquidity needs exeeeded the value of their other assets.’

C. Active Government Economic Policy,

I propose active government. economic policy at the national, regional and local
levels in order to meet the objectives of social rationality at the economy-wide and
neighborhood community levels. The case for governmenﬁ influence on enterprise
decisions affecting the overall rate and pattern of capital formation and economic
growth (and especially their effect on the earth’s environment) rests on well-known
limitations of completely free markets in areas besel with externalities and coordination
problems. The case for government involvement m these areas can also be made in
terms of democracy: people should have equal rights as citizens to determine the overall
direction of the society in Which they lIive, which is strongly affected by rate a'nd pattern
of capital- formation. Even in capitalist societies it is taken for granted that there is a
role for national and régional government policy 1o bring the actions of individuals and
enterprises mofe closely into line with the general social interest in these areas than
could be expected from the unfettered pursuit of self—interest by uncoordinated agents.19

Furthermore, it is well recognized that there is a role for economy-wide government

18"



policy in insuring citizens against risks due to factors over which they have no control --
such as macroeconomic fluctuations in aggregate demand and employment. Finally,
there is just as strong a case for local governmeﬁt policy to bring to bear the interests of
local communities on the decision-making of local enterprises -- since ;xlany enterprise
decisions affect local interests and concerns in ways that cannot be reflected in the prices

faced by enterprise decision-makers.

The proposals I am making here are neither controversial nor unigue to a market
socialist model: they are relevant to all market economies, whatever the structure of
their property rights. It is arguable that some of the problems that an activist
government policy is designed to address could be solved more efficaciously by a re-
assignment of property rights than by discretionary policy intervention. For example,
the establishment of local community property rights in clean air, clean water and other
environmental amenities could conceivably ensure market-based solutions io
environmental externality problems. Such an approach would be particularly congenial
to a market socialist approach based on the socialization of cerfain key property rights;
but it surely could not fully substitute for government policies designed to bring to bear

the public interest on enterprise decision-making.

D. Potential Efficiency Problems.

The democratic-enterprise-based market socialism I am advocating combines
elements drawn from modified versjons of the public and the self-managed market
socialist models, thereby sharing some of the efficiency advantages of such modified
models as éompared with the pure types I first described in section I. Indeed, there are
some features of my proposal that render it less restrictive than many other versions of
market socialism -- for example, the variety of capital financing options available to

enterprises. Yet because my model does still rule out certain types of-enterprise

14



ownership rights, and because it does still impose certain restrictions on the operatidn of
both capital and labor markets, it can and will be subject to criticism on efficiency

grounds. Some of the most Likely points of criticism - and responses thereto -- are set .

out below.

1. Lack of management discipline. One of the primary virtues of capitalist
property rights is considered to be the way in which discipline is enforced on enterprise

managers: If a firm is being poorly managed, the value of its shares on the stock market
will fall and the firm will beeazﬁe an increasmgly appealing target for a hos_tilel takeover
by new investors Wi’lO have reason to believe that the installation of new management
will imiprove firm performance. The stock markeﬁ thus provides infcnnatibn about the
quality of current management performance, incentives to current managers to perform

better, and a mechanism for the replacement of current managers if they fail ¢ do so.

There is an enormous literature on the effectiveness of conventional stock markets
in eliciting good management performance. It is fair to say, at the very least, that there
is no consensus on this issue. Strong arguments have been advanced to the effect that
alternative mechamsms relying more on Voice and less on exit ~ such as,ba_-nk-centric |
monitoring systems - are considerably more effective in eliciting good management -

performance.?0

The model of market socialism that I am proposing seeks to take advantage of the
information-conveying function of stock markets W}ﬁle minimizing the tendency of such
markets to concentrate wealth and power. Thus it does provide for equity markets in
which share values will be responsive to enterprise performance, but it does not perﬁrit
hostile takeovers. Instead, ii; enables those with a strong stake in enterprise
performance -- in particular enterprise workers, but potentially also mutual funds with

substantial share holdings and/or banks that have extended substantial credit — to but

15



pressure on management to function well. These affected stakeholders have
information, strong incentives and considerable means to influence management
(democratic voting power, the threat not to supply capital in the future). Finally,
management compensation can be tied directly to measures of enterprise performance;

and product market competition remains a strong force for good decison-making..

The issue of management discipline arises in my market so.cia}ist model with
respect to mutual fund managers as well as to enterprise managers. Here again there ‘is
an equity market to provide information about performance, and there are insiders (the
personnel of small private funds, or the workers of large democratically self-managed
funds) with thé incentives and the means to influence management. Although outsiders
(the individual citizens holding fund shares) will typically not have stakes in qu_nd
performance -- or means to influence fund management -- comparable with those of
enterprise capital-suppliers, management salaries can here too be tied to measures of
fund performance, and competition among mutual funds will help to enforce

management discipline.

2. Inadequate supply of capital, In my market socialist model the full range of
capitalist financial instruments are not available for the supply of capital to derilocratic
self-managed enterprises; in particular, there are no equity shares confering control
rights. It is therefore arguable that potential external investors will be less inclined to

finance enterprise capital formation than in .a capitalist economy.

The salience of this concern, however, is diminished by the fact that much of the
capital supplied to conventional capitalist corporeations is supplied by pecple {or
institutions) who do not acquire any effective control over the corporation. Moreover, in
situations where a potential capital-supplier wished to purchase enough -equity so as to
gain & controlling interest in a conventional corporation. (and where other sources of

sufficient capital were not available), that capital-supplier would be in a position to

16



negotiate with worker-accountable management over the terms on which the capital is
to be supplied in such a way as to gain de facto certain control rights that are de jure in

capitalist economies.21

3. Mﬁmmmm The restrictions on capital markets embedded
in my ﬁﬂket socialist modeI-Mght arguably interfere not only with the overall supply
of capital funds but also with the optimal allocation of capital acfoss competing uses
and enferprises. This can hardly be denied if one is confident that unfettered cépital
markets do indeed lead to the optimal allocation of capital; but (iike the the argument

for the effectiveness of stock market discipline of management), the argument that
capital is efficiently allocated by unrestricted cépital'markets is at best highly
controversial. The most convincing critiques of socialist models of capital allocation
target; bureaucratic public sector agencies. The system I am proposing, however, is very
decentralized, multi—faceted and competitive; thus it avoids all the well-known problems

" associated with centralized and/or bureaucratic methods of capital allocation.

4, Lack of wg‘ rker discipline. The fact that workers in democratically self-
managed enterprises have more power over managers than they do in conventional
capitalist firms may lead to fears that they would use this power to sacrifice enterprise
productive efficiency for their own Immedmte benefit - e.g., by making it possible to
exert less effort on the job, to improve working conditions without improving work
performance, to resist labor-saving technology, or more generally to ensure employment
stébi]ity at the expense of pi‘oductive efficiency. There are several levels at which such

concerns can be addressed.

First of all, these concerns reflect a.-profound distrust of the democratic process.
Note that the same kinds of arguments could be raised against the principle of one-

person one-vote for citizens in the political arena. Won't people vote only in their cwn
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immediate self-interest, rather than in the interest of society as a whole? Won't they
seek _short—term gain at the expense of long-term loss? Such questions ignore the fact
that the democratic process itseif can help to educate voters as to the real alternatives
they face, and to engage their cooperation rather than their resistance to needed
measures. It is easy to be cynical about democracy in the contemporary political era; yet
surely the best approach is not to abandon democracy but to seek to make it more
effective -- by increasing participation, levelling the playing field, and promoting a more

educated and better informed electorate.

Second, precisely the same kinds of concerns have been raised in objection to labor
unions in capitalist economies. And, indeed, there are instances in which unions ha-ve
served mainly to promote featherbedding and have hampered enterprise performance.
But there are just as many instances Wher'e unions have contributed to increased
productivity and better enterprise performance.?2 Whatever one’s evaluation of such
matters, it is clear that what is crucial is not the presence or absence of unions per se,

" but the nature of the unions and the context in which they operate: the biggest problems
are associated with lack of democratic union structures and lack of competitive firm
product markets. The market socialist model 1 am proposing builds democracy into the

structure of worker influence, and it promotes product market competition.

Third, in a democratically self-managed enterprise workers as a group have at
least as strong an interest in assuring good job performance by individual workers as
have shareholder owners as a group in a capitalist firm. Management responsible to
workers could establish the same kind of work incentives -- e.g., close links between
individual worker performance and individual worker material gain - as could
management responsible to shareholders. A real difference arises only when a capitalist
firm has a small number of shareholders with effective control, and the gains or losses to

each of these (few) particular shareholders are much more sensitive to the performance
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of the firm than the gains or losses to each of the (many) individual workers in a
democratic enterprise. Weighing against this apparent advantage of a tightly focused
capitalist ownership group over workér control is the fact that losses due to peor firm
'performance are likely to have é_ greater impact on the standard of living of the typical

worker than on the standard of living of the typical controﬂing shareholder-owner.

5. Bias against investment. This is really a special -- but iniportanﬁ -- case of
the more general potential problem of worker indiscipline. Many critics of worker self-
management have argﬁed that it would lead enterprises to favor the distribution of net
revenue in forms generating current worker consumption rather than the retention of

net revenues for investment, because the time horizon within which workers can benefit

from enterprise revenues is limited to their period of work at the enterprise.

- First of all, this concern is vastly over-rated: most current workers expect to be in
their particular enterprise for a long time, and, even if their claim to enterprise net
revenues were based solely on current distributions while they were still on the payroll,
they would have a considerable interest in the future revenue-generating capacity of the
- enterprise. Second, this kind of concern is greatly mitigated in the mpdel of democratic
~se1f-managed enterprises I am proposing here by the system of internal equity that
provides workers with _individual claims on capital income to the extent that gnterprise
net revenue is reinvested. Moréevér, enterprise reinvestment of some of its own net

revenue is likely to be a condition for obtaining external finance, which will also militate

. against any bias toward redistribution rather than reinvestment.

6. Inefficient allocation of labor. This concern arises especially because of the
likely ability of workers in democratically sef-managed enterprises to press for greater
employment stability than they would be able fo achieve in a capitalist firm. In general,

" enterprise workers are likely to prefer changes in their rate of pay rather than in the
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number of workers employed when changing demand conditions result in changes in
enterprise net revenue, whereas shareholder-owners are likely to be quicker to hire new

workers or to dismiss current workers in response to demand fluctuations.

There would indeed be a téndency toward less variability in enterprise
employment and less overall labor mobility in a system of democratically-self-managed
enterprises than in a system of capitalist firms. Such a bias toward employment
stability is likely to generate negative externalities in good economic times (by limiting
the job ereating potential of economic expansions), but it is likely to generate positive
externalities in bad economic times (by limiting the job-destroying potential of economic
contractions). Note, however, that the model I am proposing is less vulnerable to
concerns about inadeguate employment creation than traditional models of worker-
owned enterprises in which new hires invariably gain niot only voting rights but also a

per-worker share of the net revenues of the enterprise.

7. Sluggish supply responses, This is a generalization of the concern about

employment stability that I have just discussed above. Many models of labor-managed
firms show that such firms would respond sluggishly - if nnt actually perversely -- to
changes in demand conditions; but such results emanate moéi; unambiguocusly from
simplified short-run modeis of "pure' worker self—managément in which firms are
characterized by an unreasonably restrictive set of operating rules.23 While the much
more flexible nature and environment-of democratically self-managed enterprises that 1
am advecating here may not completely eliminate some response sluggishness, it is far

less vulnerable to this kind of eriticism than simpler and more rigid models.

8. Lack of innovation and entrepreneurship. The kind of restrictions I impose on

capital market instruments — and the consequent limitations on opportunities for

capital accumulation -- might suggest that potential innovators and entrepreneurs

20



would have inadeguate incentives to "do their thing."” But I am not proposing any limit
on the opportunity for individuals 61’ small grouf)s 10 invest, innovate and reap the
resulting financial gains or losses -- 50 long as their activity remaing within the upper
limit on the number of people involved in a small business. Successful ventures seeking
to expand employment beyond this. limit would have to set up democratic enterprise
structures, but individuals or small groups who felt that their innovational and/or
entrepreneurial talent or opportunities were being stifled in such an enviroﬁment could

break away to form their own independent small firms.

9. Insufficient risk-taking, Among the moét common points of criticisﬁ of
Worker-ownea firms is that each worker’s assets — in the form of firm-specific skills as
well as claims to ﬁnancial'and physical wealth — would be so highly concentrated in the
particular enterprise in which s/he works that there would be great aversion to risk in
, enf.erpr_ise decision-making. This is the other side of the coin of the putative benefits in
-effort and productivity arising from having a high stake in one’s own enferprise. And it
constitutes one of the main arguments in favor of enterprise control by external |
shareholders, who are in a position to diversify their wealth so as to be neutral with

respect to risk in any particular firm.

This concern about risk aversion is most salient in the context of "pure" models of
worker self-management - in particular, those in which workers exercise full ownership.
rights over the enterprise and thus have much of 'thei_r. productive wealth as well as
their labor tied up with the enterprise itself. In my proposed model both enterprise
finance and workers’ portfolios can be much -better diversified. Workers can and wﬂl
acquire internal equity stakes in their own enterprises, but there is plenty of opportunity

to spread the risk to outsiders via external equity finance.
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In summary, it is possible to meet various lines of criticism in such a way as to
diminish considerably the force of the argument that my model of market socialism will
prove inefficient. I do not mean to suggest that 1t will be just as efficient (by
conventional efficiency criteria) as a capitalist model. Against any remaining efficiency
disadvantages of this market socialist model, however, must be set not only its
contributions to the distinctly sccialist goals emphasized in part I but also certain

countervailing efficiency advantages.

E. Potential Efficiency Advantages.

The case for market socialist restrictions on property rights can be strengthened
not only by showing that potential efficiency losses are not as great as often imagined,
but also by showing how such restrictions can actually generate certain efficiency gains -

- along lines suggested below.

1. Dispersion of capital ownership., The unbundling of income and control rights,
the mixture of insider and outsider equity holdings in enterprises, and the system of
mutual funds -- all of which apply to all but the smallest enterprises in the proposed
market socialist system -- have the effect of preventing the emergence of highly
concentrated and powerful units of capital ownership of the kind that tend to dominate
capitalist economies. The dispersion of economic power reduces opportunities for
collusion between powerful private interests and public officials, thereby reducing overall
efficiency lqsses associated with the pursuit of private gain at public expense. The
dispersioﬁ O-f economic power algo restrains the development of monopolistic power in
product markets, thereby allowing product market competition to enforce good firm
performance -- as it tends io do no matter what the precise nature of the firm’s

ownership and organizational structure.24
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9. Greater gverall income distributional equality. The socialization of capital

income via non-tradable mutual fund shares in the proposed market socialist model
assures a substantially greater degree of equality in the distribution of income than in a
conventional capitalist market system. The less unequal the distribution of income in a
society, the less of society’s resources need to be expendedr in the protection of the well-to-
do {and their property) from the Iess-weﬂ-ﬁ)-do.25 Moreover, less income inequality is
also likely to reduce conflict over the distributional consequences of government policy,
easing the political problems associated with government efforts to stimulate overall

growth and efficiency.

3. Institutionalized worker self-management. Almost all advocates of some form

of self-management have argued that one of ifs principal virtues is its potential for
stimulating enhanced effort, innovation and productivity on the part of woerkers. The
gaing may arise from gfeater positive motivation on the part of individual werkers or
from more effective mﬁnimring and the resultant savings in supervisional expenses.
Although worker participation in management, and worker sharing of residual
claimancy, can be organized in a variety of ways by capitalist firms within capitalist
economies, there are good grounds f.or believing that the associated efficiency gains can
best be realized when warkér pa_rticipation and residual shaﬁng aré elements in a larger
mstitutional environment characterized by the predominance of enterprises in which
workers have significant power and by a reasonable degree of overall income

distributional equality.26

A related efficiency gain associated with worker self-management is fhe increased
potential for achieving social rationality at the micro levél via ceoperé.tive solutions {o
enterprise-level coordination problems. Democratically self-managed enterprises open up
greater opportunities than capitalist firms for the alignment of worker interests with

those of management, thereby replacing costly labor-management conflicts with a
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climate of trust which can serve to promote more effective teamwork in dealing with

organizational and technological problems confronting the enterprise.

I11. The Eastern Contex

Economists and policy-makers in Eastern Europe and the former Soviet Union,
discouraged by the experience of market-oriented reforms in command-administrative
economies, have tended to dismiss the possibility of a successful market-socialist third
way involving social property rights and/or worker gelf-management. From the 1960z
through the 1980s, when communist regimes still dominated policy-making in the East,
the idea of a "third way" was popalar in certain circles -- especially among market-
oriented economic reformers who wished to liberalize the administrative-command
systéem, Now that the alternative of a completely capitalist market economy appears
within reach, only a few committed democratic socialists are still advocating a third
way. Yet there are good reasons to think that a democratic-enterprise-based market

socialism may well offer the best approach to a market economy in the East.
The Irrelevance of Past Experience with Market Socialism

Although the only country to embrace wholeheartedly a form of market socialism
was Yugoslavia, Hungary extended substantially the scope of markets with its "New
Economic Mechanism,"” and most of the East European countries as well as the Soviet
Union experimented at certain times with some market-oriented reforms and/or some
elements of worker control -- especially in the waning years of communist power. These
efforts brought some successes, but they failed to resolve the fundamental economic
problems besetting the administrative-command economiesm. Yet the unsatisfactory
results of such reforms should not be used to discredit the whole idea of a market

socialist alternative, because so many aspects of the reforms and their institutional
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environment failed to econform to the requisites of the kind of market socialist model that

I am advocating here.

First of all, market socialism and market-oriented reforms in the East were
invariably carried out within a political cox;text that remained bureaucratic and
authoritarian; the essential element of democratic political democracy was conspicuously
lackihg. Second, eveh where centralized economic control was relaxed, a soft budget
constraint remained endem:ic; national governments would provide financial support for
otherwise failing enterprises, and they would tend to allocate investment capital with
little regard to enterprise economic performance. Both state-controlled and more
autonomous firms operated for the most part in highly monopolistic environments with
little effective competition and very limited opportunities for entry and exit of firms. i
Where worker self-management was introduced {notably in Yugoslavia), property rights
in eapital assets remained ill-defined, entei'prises had access to capital on terms bearing
Little relation to its scafcity value, and workers’ control was seriously limited by the

continuing power of the communist party and the state agencies under its control.
B. The Problems Facing Capitalism in the East.

The current political winds. favoring a pﬁrely capitalist approach to a market
economy in the East can be understood as a reaction to the obvicus failures of
bureaucratic administrative-command socialism and the comparative success of
capitalism. Although capitalism has clearly promoted economic growth in many parts of
the world ~ notébly in the West and the Pacific Rim -- there are nonetheless grounds for
skepticism about its ability to deliver the goods in the very different environment of

Eastern nations emerging from communist rule and administrative-command sconomies.

First of all, there is an enormous lack of institutional infrastructure needed for

the efficient operation.of labor and capital markets within a context of capitalist
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property rights -- e.g., opportunities for labor mobility, information about investment
opportunities, effective government regulation. The needed institutional infrastructure
rdevei(;ped very slowly and over a long period of {ime in the countries where capitalism
has been most successful in stimulating economic growth. Rapid introduction of privafe
property forms into the chaos created by the demise of administrative-command
economiss threatens not to replace but simply to change the form of the monopolization,

corruption and inefiiciency that have plagued the nations of the East for so long.

Second, in spite of the failure of the administrative-command systems to live up
to communist promises of equality, there remaing among many people in the East a
certain belief, if not in egalitarianism per se, then at least in the proposition that a
small minority should not benefit out of all proportion to the vast majority. Perhaps
even more important, the success of the erstwhile communist regimes in éssuring
economic stability and security -- albeit at a modest level of material welfare - has
generated expectations among the people for continuing_stability and security. However
successful it may be in stimulating economic growth, capitalism -- especially in the early
stages of its development -- systematically generates inequality, instability and

insecurity.

A third reason to be skeptical about the capitalist route to 2 market economy in
the East is that it is bound to provoke significant political opposition from important
groups -- notably workers -- who face the prospect of a very substantial loss of economic
welfare and political power. Opposition from workers or other groups disadvantaged by
the manifold social and economie changes implied by the introduction of capitalist
property right can pose signiﬁcant obstacles to the implementation of capitalist market
reforms. Alternatively, such opposition may lead reformers to apply increasingly anti-
democratic methods to push through the desired reforms. Either way, the prospects for

a successful transition to a democratic market system are threatened,
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I do not wish to imply that potential obstacles menace only capitalist routes to a
market system. Any effort to transform the deteriorating economies of the Eastern
nations into viable market systems is bound to give rise to a host of problems and
uncertainties. Perhaps the ﬁmst serious threat to the success of a market socialist
tr.an-sitinn is the historical legacy of bureaucratic ineptitude and rampant corruption on
the part of public ‘ofﬁcials in the nations formerly under communist rule. This legacy
threatens to undermine the integrity of the government role that is critical to a market
socialist route to a market economy, and it underlines the importance of a genuinely

democratic pelitical order for the success of market socialism.

- There are also potential problems asseciated with the empowerment of workers
through democratic self-management at the enterprise level. To ﬁhe extent that worker
influence generates a bias toward stability, it may inhibit some of the changes that are
needed {o restructure the old command-administrative system. And there may well be a
‘tendency for workers to adopt defensive positions designed to protect their short-run
interésts rather than- serve their own (and society’s) long-term interest in fundamental
change. Yet there are substantial grounds for believing that such possible pitfalls will
be more than outweighed by the potential advantages of a market socialist route out of

administrative-command sociaHsm,

C. The Promise of a Third Way in the East,

‘The case for a -democratic—enterprise-baéed market socialism in the East rests
upon a combination of political and economic considerations. First of all, it should be
noted that any transition out of the currently chaotic situation, with its crumbling A
institutionai mfrastructure and ill-defined property rights, constitutes a huge and
unprecedentéd experiment with unavoidably uncertain re;s,ults. Contrary to popular

myth, an attempt to make an immediate transition to a conventional capitalist economy
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doeg not offer a tried-and-true path to prosperity any more than does an attempt to

build a democratic market socialist economy.

Perhaps the strongest argument for the latter alternative rests on the general
conservative case for gradualism in secial and ecoromic change.27 Although many
economic reformers -- like revolutionaries -- would like to wipe the slate clean and build
a new system from scratch, historical experience suggests that such an approach tends
to be destructive of the good as well as the bad and thus to make successful change even
more difficult than it has to be. In the context of the East, this suggests that the
transition to a market economy should seek to take advantage of any elements in the old
system potentially conducive to successful operation within a new decentralized
competitive market context. In particular, one should seek to make use of the skills and
the education embedied in the current Woxfk forces of the old state enterprises -
managers, engineers, technicians, as well as operatives; and their detailed knowledge
about production processes might best be harnessed by a_system in which management

remains more accountable to insiders than to external financiers.

An approach that builds on worker self-management rather than rejecting it also
provides the opportunity to recognize the growth -- albeit limited -- of workers’ political
and economic power at the workplace during the late reform stages of many of the
command-administrative systems. To some extent worker control rights may also
substitute for higher real wages, confering greater legitimacy on policies for economic
and social changes which in many other ways will lead to difficult times for workers. .
Far from leading to wage indiscipline, worker control in the declining sectors of
transitional economies can lead to greater accepiance of real wage decreases as an

alternative to higher unemployment.
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Another important consideration militating in favor of a market socialist rather
‘tha_n a capitaiist approach is the ability of the former to assure a more egalitarian
distributi{;n of claims to capital income. This important socia;list_ pr-inciple is still of
some importance in the East; even though the capital income generated by state
enterprises was in fact distributed rather unevenly, the idea that the general population
built the nation’s capital stock and deserves te share in its fruits remains a compelling
one. The market socialist proposal for mutual funds in which all citizens are guaranteed
shares appears especially salient in the contexi of the "spontaneous™ or "wild" _
privatizations of public assets (in which well-placed public oﬁicialé or private robber-
barons take control of valuable assets previcusly under state authority) which have all

too often become an element of the capitalist route to the market in the East.

| The process of transition to a marketf economy -- m-} matter what precise form it
takes -- will surely require economic sacriﬁces on the part of many people; it is simply
impossible to engineer a sequence of Pareto-improving steps from the present disorder to
a new gystem. People are likely to be much more willing to endure such sacrzﬁces if the
gains and/or losses during the transition are seen as reasonably equitably distributed.
The fact that a more equitable traﬁsitipn 1s more conducive to maintaining popular
support means that it also offers more hope for keeping up the momentum for change
within a context of political democracy. Democratic-enterprise-based market socialism
méy therefore offer the best hope for transition to democratic market societies in Eastern

Europe and the former Soviet Union.
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FOOTNOTES

For an analysis of coordination problems within capitalist enterprises in terms of
prisoners’ dilemmas, see Samuel Bowles, "Productivity-Enhancing
Redistributions,”" in Gerald Epstein and Herbert Gintis (eds.), Savings,

Investment and Finance: A Progressive Strategy for 1mable Eeonomic

- Growth (forthcoming 1993).

For recent critiques of socialist planning from a _market socialist perspective, see
Wilodzimierz Brus and Kazimierz Laski, From Marx to the Market {Oxford
University Press, 1989), and Alec Nove, The Economics Of Feasible Socialism

Revisited (Harper-Collins Academic, 1991).

In most models of market socialism markets are not intended to replace planning
completely; there is clearly room for planning in the form of public economic
policy at various levels of government. And social property rights are not
intended to displace private property rights completely; there is also room for

private property rights on a small scale.

It is arguable that worker self-management also promotes greater community at
places of residence: insofar as workers are more likely than shareholders to push
for employment stability and locally-oriented investment, worker-controlied
enterprises are more likely to contribute to the stability of the residential

communities in which they are located.

For representative critiques of public market socialism, see the contributions by

Stiglitz, Kornai and Putterman to this volume.
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10.

11.

The theoretical literature critical of wbrker ownership and self~management is
surveyed in John Bonin and Louis Putterman, Economics of Cooperation and the
Labor-Managed Economy-- (Harwood Academic Publishers, 1987), Part L

See the contributions by Roemer and Bardhan to this volume.

See Jaroslav Vanek, The Labor-Man Economy (Cornell University Press,
16'77), David Blierman, The Democratic Worker-owned Firm (Unwin Hyman,
1990), and Murat Sertel, Workers and Incentives (North-Holland, 1982).

It is important to note in this context that ihe right of individuals to enter into
mutually agreed-upon contracts is by no means unrestricted even in the most
free-market of capitalist societies. Two salient examples are the prohibition of
serfdom and the prohibition of purchase and sale of votes. Moreover, laws
establishing limited liability for capitalist cerporaﬁons represent a clear violation
of purely private property rights; they are justifiable on grounds of their putative
positive externalities in a way that does not differ qualitatively from the |

justification for market socialist alterations of pure private property rights.

Goverﬁment redistributive taxes and transfers als¢ have potentially adverse
incentive effects; how serious these would be depends of course on their size. This
kind of efficiency problem is arguably greater for income taxes than for wealth
taxes; and a well-designed tax on inheritances is likely to have the smallest
adverse incentive effect (see, for eﬁample, the ingenious mheﬂtance tax proposed

by Fleurbaey in his contribution to this volume).

Indeed, the Japaness have managed to incorporate effective employee power via
{mostly implicit) long-term relai;icns and contracts without actually building in a
formal worker management role; see, for example, Masanori Hashimoto,

"Employment and Wage Systems in Japan and Their Implications for
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12,

14.

15.

16.

Productivity,” in Alan Blinder (ed.), Paying for Productivity (The Brookings

Institution, 1990).

Dawvid Levine and Laura Tyson, "Participation, Productivity and the Firm’s
Environment," in Alan Blinder (ed.), Paving for Productivity (The Brookings
Institution, 1990), argue persuasively that the most effective worker participatory
arrangements involve gain sharing, long-term employment, groap cohesiveness
and solidarity, and strong guarantees of worker rights -- all of which are likely to

be most strongly fostered in a demeocratic self-managed enterprise.

The case for such a hybrid model gains strength from the argument that
the evolutionary stability of democratic self-management is enhanced by a
relatively egalitarian distribution of wealth; on this point see Bowles and Gintis,

"An Economic and Political Case for the Democratic Firm," in John Roemer (ed.),

The Idea of Democracy (forthecoming, 1992).

The ceiling of 5 on the number of people involved in a small private business is of
course merely suggestive; it could be relaxed at least in the case of members of the

same family.

Such internal equity shaes conform to the spirit of the system of internal capital
accounts recommended by Ellerman, which provides a capital stake to workers in
proportion to the earnings they forego when the enterprise reinvests rather than
distributes net revenue to collective consumption or individual wages and
salaries; my proposal dift_’ers, however, in allowing outsider tradable shares as
well as insider nontradable shares, and in having dividends -- varying with firm

performance - rather than a fixed rate of return paid on the insider shares.

The case for assigning voting rights in the firm to workers rather than to capital-

owners is supported by the analysis of Bowles and Gintis, gp. cit., showing how
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17.

18.

18,

20.

21,

workers lack power because they tend to be on the long side of the labor market
while capital-suppliers derive power from being on the short side of the capital

market.
See his contribution to this volume.

There are of course huge issues of transition to be addressed in any real-world

application of this model -- involving, for example, the guestion of compensation

... for previous ownership rights. My paper abstracts from such issues, except 1o

note that the situation of the formerly administrative-cornmand economies of the
East -- with very vague property rights and a generalized public claim to society’s
productive assets -- invites an egalitarian initial distribution of income claims to

the assets of the old state enterprises.

Such government policy need not generally take the form of direct controls, but
can usually be administered effectively via taxes, subsidies, regulation and other

such measures designed fo "get the prices right.”

See, for example, the contribution by Pranab Bardhan to this volume, and Ajit
Singh, "The Stock Market and Economic Development: Should Developing
Countries Encourage Stock Markets,” unpublished paper, University of

Cambridge, UK, October 1991.

As a practical matter, this kind of concern is most likely to arise with respect to
potential foreign investment in democratically self-managed enterpises. If indeed
the only realistic rhope for succeessiul enterprise performance 35 to have a
foreigner investor bring in capital, and perhaps also a management team, then

the potential foreigner investor would be in a very strong bargaining position vis-
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22.

23.

24.

25,

26.

217,

a-vis enterprise workers and could surely exact various rights of management

and/or various guarantees as a condition for participation in the venture.
See Richard Freeman and James Medoff, What Do Uniong Do (Basic Books, 1884).

See Bonin and Putterman, gp, cit., Part I, section 1, for a review of the relevant

Literature.

Yet another reason to prefer enterprise ownership structures that do not
concentrate decision-making power in a small number of hands is to reduce the
incidence of negative externalities associated with "public bads,” as analyzed by

John Roemer in his contribution to this volume.

See Samuel Bowles, David M. Gordon, and Thomas E. Weisskopf, Bevond the
Waste Land (M.E. Sharpe, Inc., 1930), chapter 12, for an analysis of the waste

embodied in "guard labor" in the United States.

See Levine & Tyson, op. cit., and other contributions to Alan Blinder (ed.), Payving
for Productivity (The Brookings Institution, 1990}.

This case has been articulated very persuasiveb; by Peter Murrell in his

"Conservative Political Philosophy and the Strategy of Economic Transition,"”

Eastern European Politics and Saciety, Vol. 6 (1992), pp. 3-16.
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