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ABSTRACT

This article addresses the question of what makes democratic political organization and capitalist economic
organization mutually compatible on the macro-sociological level, and what has, more specifically, led to
the absence of manifest tension between those two organizing principles in the post-World War Il era in
Western Europe. A hypothetical answer is provided, namely that the organization of mass participation
through a competitive party system makes democracy safe for capitalism and that Keynesianism and the
welfare state makes capitalism safe for democracy. The question of the extent to which one can expect the
continuity of those arrangements under the conditions of political and economic crisis is then explored ona
theoretical level. As a skeptical answer to this question, a number of factors are systematically discussed
which seem to subvert both party competition as the dominant mode of mass participation and welfare-
Keynesianism as the prevalent mode of economic policy.

I. Introduction

If we compare 19th century liberal political theory on the one side and classical
Marxism on the other, we see that there is one major point of agreement of the two.
Both Marx and his liberal contemporaries, such as J.S. Mill or de Tocqueville, are
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convinced that, in their contemporary societies, capitalism and full democracy (based
on equal and universal suffrage) do not mix. Obviously, this analytical convergence
was arrived at from diametrically opposed points of view: the classical liberal writers
believed that freedom and liberty were the most valuable accomplishments of societal
development which deserved to be protected, under all circumstances, from the
egalitarian threats of mass society and democratic mass politics, which, in their view,
would lead, by necessity, to tyranny and “class legislation” by the propertyless as well
as uneducated majority [1]. Marx, on the other side, analyzed the French democratic
constitution of 1848 as a political form that would exacerbate societal contradictions
by withdrawing political guarantees from the holder of sqcial power while giving
political power to subordinate classes; consequently, he argued, democratic con-
ditions could bring the proletarian class to victory and put into question the founda-
tions of bourgeois society [2].

From the 20th century experience of capitalist societies, there is a lot of evidence
against this 19th century hypothesis concerning the incompatibility of mass demo-
cracy (defined as universal and equal suffrage plus parliamentary or presidential form
of government) and bourgeois freedom (defined as production based on private
property and “free” wage labor). The coexistence of the two is known as liberal
democracy. To be sure, the emergence of fascist regimes in some of the core capitalist
countries testifies to the continued existence of tensions and contradictions that
prevail between the two models of economic organization and political organization,
and to the possibility of the outbreak of such tensions under the impact of economic
crises. But it is also true that most advanced capitalist countries have also been liberal
democratic states throughout most of the 20th century and that “all major advanced
bourgeois states are today democracies” [3]. In view of this evidence and experience,
ours is in some way a problematigue that is the reverse of what the classical writers of
both liberalism and Marxism concerned themselves with. While they prognosticized
the incompatibility, we have to explain the coexistence of the two partial principles of
societal organization. More precisely, we want to know (a) which institutional ar-
rangements and mechanisms can be held responsible for the pattern of coexistence that
proved to be solid beyond all I9th century expectations and (b) what, if any, the limits
of such arrangements are. These limits, or failures of the working.of mediating
mechanisms, would be defined analytically as those points at which either capitalist
societies turn non-democratic or democratic regimes turn non-capitalist. It is these
two questions with which I will be concerned in this article. To put it schematically, the
course of the argument starts from the problem of how we explain the compatibility
[4] of the structural components of “mass polity” and “market economy,” and then
goes on to focus, on the level of each of these two structures, on the factors contribut-
ing to as well as those putting into question such compatibility. This is done in the
sequence of boxes (1)-(4) of the following schema:
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Factors maintaining stability Factors paralyzing stability
Mode of democratic mass participation (1) 2)
Mode of economic steering (KWS) 3) (4)

To pose this questions at all is to presuppose, in accordance with both Marx and
Mill, that there is some real tension between the two respective organizing principles of
social power and political power, market society and political democracy, a tension
that must be (and possibly cannot indefinitely be) bridged, mediated and stabilized.
This is by no means an undisputed assumption. For instance, Lenin and the Leninist
tradition deny that there is such tension. They assume, instead, that there is a
prestabilized harmony of the rule of capital and bourgeois democratic forms, the latter
mainly serving as a means of deception of the masses. Consequently, it does not make
sense whatsoever to ask the question of what makes democracy compatible with
capitalism and what the limits of such compatibility might be, because democracy is
simply seen to be the most effective and reliable arrangement of capitalist class
dominance. “What is central to Lenin’s position is the claim that the very organiza-
tional form of the parliamentary democratic state is essentially inimical to the interests
of the working class,” as one recent commentator has succinctly stated [5]. Plausible
and convincing as this view can be taken to be if based on the constitutional practise of
Russia between 1905 and 1917, its generalization to the present would have, among
other and still worse political consequences, the effect of grossly distorting and
obscuring the very problematique which we want to discuss [6].

The reciprocal distortion is the one promulgated by some ideologists of pluralist-
elitist democratic theory. They claim (or, more precisely, they used to claim in the
fifties and early sixties) that the tension between the principles governing capitalist
market society and political democratic forms had finally been eliminated in the
American political system. According to this doctrine, the class struggle on the level of
bourgeois society has been replaced by what Lipset calls “the democratic class strug-
gle” which is seen to make all social arrangements, including the mode of production
and the distribution of economic resources, contingent upon the outcomes of demo-
cratic mass politics. The underlying logic of this analysis can be summarized in an
argument like this: “If people actually wanted things to be different, they simply would
elect someone other into office. The fact that they don’t, consequently, is proof that
people are satisfied with the socio-political order as it exists.” Hence, we get something
like the inverse of the Leninist doctrine: democracy is not tied to capitalism, but
capitalism to democracy. Both of these perspectives deny major tensions or incom-~
patibilities between mass democracy and the market economy.

Thus, both the Leninist and the pluralist-elitist conceptions of democracy are
missing the point that interests us here. The one dogmatically postulates total depen-
dence of democratic forms and procedures upon class power, while the other equally
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dogmatically postulates total independence of class and democratically constituted
political power. The question that is at the same time more modest and more promis-
ing in leading to insights of both intellectual and practical significance is, however,
this: which institutions and mechanism regulate the extent to which the two can
become incongruent in a given society, and what are the /imits of such potential
incongruity, - limits, that is, which would constrain the range of potential variance of
class power and democratically constituted political authority?

Marketization of Politics and Politicization of the Private Economy

In what follows, I will argue that the continued compatibility of capitalism and
democracy that was so inconceivable to both classical liberalism and classical Marx-
ism (including Kautsky and the Second International) has historically emerged due to
the appearance and gradual developments of two mediating principles, (a) political
mass parties and party competition and (b) the Keynesian welfare state (KWS). In
other words, it is a specific version of democracy, political equality and mass participa-
tion that is compatible with the capitalist market economy. And, correspondingly, it is
a specific type of capitalism that is able to coexist with democracy. What interests us
here are those specificities of the political and economic structures, the way in which
their mutual “fit” is to be explained by the functions each of them performs, and
furthermore the strains and tensions that affect those conditions of “fit.” »

Historically, each of those two structural components of “democratic capitalism”
has largely taken shape in Europe either during or in the aftermath of the two World
Wars; democracy through party competition after World War I and the Keynesian
welfare state after World War II. Each of these two principles follow a pattern of
“mixing” the logic of authority and the logic of the market, of “voice” and “exit” in
Hirschman’s terminology. This is quite obvious in the case of the Keynesian welfare
state for which the term “mixed economy” is often used as a synonym. But it is no less
true for the political sphere of capitalist society which could well be described as a
“mixed polity” and the dynamics of which are often, and to a certain extent approp-
riately, described as the “oligopolistic competition” of political elites or political
“entrepreneurs” providing public “goods”[7]. The logic of capitalist democracy is one
of mutual contamination: authority is infused into the economy by global demand
management, transfers and regulations so that it loses more and more of its spontane-
ous and self-regulatory character; and market contingency is introduced into the state,
thus compromising any notion of absolute authority or the absolute good. Neither the
Smithean conception of the market nor the Rousseauan conception of politics have
much of a counterpart in social reality. Thus, one of the ways in which compatibility is
accomplished appears to be the infusion of some of the logic of one realm into the
other, i.e., the notion of “competition” into politics and the idea of “authoritative
allocation of values” into the economy.

Let us now consider each of the two links, or mediating mechanisms, between state
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and civil society in turn. Following the problematique developed before, we will ask
two questions in each case. First, in what way and by virtue of which structural
characteristics do political parties and the Keynesian welfare state contribute to the
compatibility of capitalism and democratic mass politics. Second, which observable
trends and changes occur within the institutional framework of both the “mixed
economy” and the “mixed polity” that threaten the viability of the coexistence of
capitalism and democracy?

II. Stabilization through Competitive Party Democracy

The widespread fear of the German bourgeoisie during the first decade of this century
was that once the full and equal franchise was introduced together with parliamentary
government, the class power of the working class would, due to the numerical strength
of this class, directly translate into a revolutionary transformation of the state. It was
the same analysis, of course, that inspired the hopes and the political strategies of the
leaders of the Second International. Max Weber had nothing but sarcastic contempt
for both these neurotic anxieties and naive hopes. He was (together with Rosa
Luxemburg and Robert Michels who conducted the same analysis with their own
specific accents) among the first social theorists who understood (and welcomed) the
fact that the transformation of class politics into competitive party politics implies not
only a change of form, but a decisive change of content. In 1917, he stated that
“amongst us, organizations like the trade unions, but also like the social democratic
party, are a very important counterweight against the typically real and irrational
power of street mobs in purely plebiscitary nations” [8]. He expected that the bureau-
cratized political party together with the charismatic and demagogic political leader at
its top would form a reliable bulwark to contain what he described as “blind mass
rage” or “syndicalist insurrectionary tendencies.”

Rosa Luxemburg’s account of the dynamic of political mass organization differs
only in its inverse evaluative perspective, not its analytical content. In 1906, she
observed the tendency of working class organizations (i.e., unions and the party) to
follow specialized strategies according to a tacit division of labor and of the organiza-
tions’ leadership to dominate rather than serve the masses of the constituency. The
tendency of the organizations’ bureaucratic staff consists, according to Luxemburg, in
a “great trend of rendering itself independent”, “of specializing their methods of
struggle and professional activity”, “of overestimating the organization which be-
comes transformed into an end in itself and the highest good”, “a need for rest”, “a
loss of general view of the overall situation,” while at the same time “the mass of
comradesare beingdegraded intoa mass whichisincapable of formingajudgment”[9].
Biographically, politically and intellectually, Robert Michels absorbs and integrates
the ideas of both Luxemburgand Weber by formulating, in 1911, his famous “iron law
of oligarchy” in which the observation of empirical tendencies of organizations is
transformed in the proclamation of an inexorable historical necessity [10].
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It is probably not too much to say that the 20th century theory of political
organization has been formed on the basis of the experience and the theoretical
interpretation of these three authors who, interestingly enough, arrived at widely
divergent political positions at the end of their lives: Luxemburg died in 1919 as a
revolutionary democratic socialist and victim of police murder, Weber in the same
year as a “liberal in despair,” and Michels in 1936 as an ardent admirer and ideological
defender of Mussolini and Italian fascism. In spite of the extreme diversity of their
political views and positions, there is a strong common element in their analysis. This
element can be summarized in the following way: as soon as political mass participa-
tion is organized through large scale bureaucratic organization (a type of organiza-
tion, that is, which is presupposed and required by the model of electoral party
competition and institutionalized collective bargaining), the very dynamic of this
organizational form contains, perverts, and obstructs class interest and class politics in
ways that are described as leading to opportunism (Luxemburg), oligarchy (Michels)
and the inescapable plebiscitarian submission of the masses to the irrational impulses
of the charismatic leader and his demagogic use of the bureaucratic party “machine”
(Weber).

According to the common insight underlying this analysis, as soon as the will of the
people is expressed through the instrumentality of the competitive party striving for
government office, what is expressed ceases to be the will of the people and is instead
transformed into an artefact of the form itself and the dynamics put into motion by the
imperatives of politiéal competition.

More specifically, these dynamics have three major effects. First, the deradicaliza-
tion of the ideology of the party: to be successful in elections and in its striving for
government office, the party must orient its programmatic stance towards the expe-
diencies of the political market[11]. This means two things: first, to maximize votes by
appealing to the greatest possible number of voters and consequently to minimize
those programmatic elements that could create antagonistic cleavages within the
electorate. Second, vis-a-vis other parties, to be prepared to enter coalitions and to
restrict the range of substantive policy proposals to those demands which can be
expected to be negotiable to potential coalition partners. The combined effect of these
two considerations is to dissolve any coherent political concept or aim into a “gradual-
ist” temporal structure or sequence, giving priority to what can be implemented at any
given point in time and with the presently available resources, while postponing and
displacing presently unrealistic and pragmatically unfeasible demands and projects.
Also, the fully developed competitive party is forced by the imperatives of competition
to equip itself with a highly bureaucratized and centralized organizational structure.
The objective of this organization is to be present continuously on the political market,
just as the success of a business firm depends in part upon the size and continued
presence of its marketing and sales organization. The bureaucratic organization of the
modern political party performs the tasks of (a) collecting material and human
resources (membership dues, other contributions and donations, members, candi-
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dates), (b) disseminating propaganda and information concerning the party’s position
on a great number of diverse political issues and (c) exploring the political market,
identifying new issues and monitoring public opinion and (d) managing internal
conflict. All of these activities are normally executed by a professional staff of party
officials who develop a corporate interest in the growth and stability of the apparatus
that provides them with status and careers. This pattern of internal bureaucratization
that can be found in parties of the right and the left alike, has two important traits.
First, the social composition (as measured by class background, formal education,
sex, occupation, age, etc.) of the party leadership, its officials, members of parliament,
and government becomes more and more at variance both with the social composition
of the population in general and the party’s electoral base in particular. And second,
the professionalization of party politics leads to the political dominance of profession-
al and managerial party personnel who typically come, by their training and profes-
sional experience, from such backgrounds as business administration, public adminis-
tration, education, the media, or interest organizations.

A second major consequence of this bureaucratic-professional pattern of political
organization is the deactivation of ordinary members. The more the organization is
geared toward the exploration of and adaptation to the external environment of the
political market in what can be described as a virtually permanent electoral campaign,
the less room remains for the determination of party policies by internal processes of
democratic debate and conflict within the organization. The appearance of internal
unanimity and consensus is what any competitive party must try to cultivate in order
to become or remain attractive to voters, as a consequence of which internal division,
factionalism and organized conflict of opinion and strategy are not only not encour-
aged, but rather kept under tight control or at least kept out of sight of the publicin a
constant effort to streamline the party’s image and, as it were, to standardize its
product. (It is tempting to compare, in this respect, the practise of some social
democratic parties to the theory of the Leninist party, and I suspect we would find
some ironic similarities.) The highly unequal importance of external and internal
environments frequently becomes evident when the results of public opinion surveys,
which today are routinely commissioned by the party leadership, suggest positions
and strategies which are in conflict with declared intentions of party members who
then, in the interest of “winning the next elections,” are called upon to yield to political
“reality.”

The third characteristic of what Kirchheimer has called the modern “catch-all-par-
ty” is the increasing structural and cultural heterogeneity of its supporters. This
heterogeneity results from the fact that the modern political party relies on the
principle of “product diversification” in the sense that it tries to appeal to a multitude
of diverse demands and concerns. This is most obvious in the case of social democratic
and communist parties who have often successfully tried to expand their base beyond
the working class and to attract elements of the old and new middle classes, the
intelligentsia and voters with strong religious affiliations. The advantage of this
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strategy is quite obvious, but so is its effect of dissolving a sense of collective identity
which, in the early states of both socialist and Catholic parties, was based on a cultural
milieu of shared values and meaning.

It is easy to see why and how the three consequences of the organizational form of
the competitive political party that I have discussed so far - ideological deradicaliza-
tion, deactivation of members, erosion of collective identity ~ contribute to the
compatibility of capitalism and democracy. Each of these three outcomes helps to
contain and limit the range of political aims and struggles, and thus provides a virtual
guarantee that the structure of political power will not deviate so far from the structure
of socio-economic power as to make the two distributions of power incompatible with
each other. “The party system has been the means of reconciling universal equal
franchise with the maintenance of an unequal society,” McPherson has remarked[12].
The inherent dynamic of the party as an organizational form which develops under
and for political competition generates those constraints and imposes those “non-de-
cisions” upon the political process which together make democracy safe for capital-
ism. Such “non-decisions” affect both the content of politics (i.e., what kinds of issues,
claims, and demands are allowed to be put on the agenda) as well as the means by
which political conflicts are carried out. The constraints imposed upon the possible
content of politics are all the more effective since they are non-explicit, i.e., not based
on formal mechanisms of exclusion (such as limitations of voting rights, or authoritar-
ian bans on certain actors or issues), but rather constituted as artetacts and by-
products of the organizational forms of universal political inclusion. This conclusion,
of course, is strongly supported by the fact that no competitive party system so far has
ever resulted in a distribution of political power that would have been able to alter the
logic of capital and the pattern of socio-economic power if generates.

To avoid misunderstanding, 1 should emphasize that what I intend here is not a
normative critique of the organizational form of the political party which would lead
to the suggestion of an alternative form of political organization. Rather than specu-
lating about the comparative desirability of anarchist, syndicalist, council-democrat-
ic, or Leninist models of either non-party or non-competitive party organization, let us
now look at the future viability of this organizational form itself - its potential to
construct and mediate, as it did in the post-war era, a type of political authority that
does not interfere with the institutional premises of the capitalist economy. The
question is, in other words, whether the institutional link that in most advanced
capitalist countries has allowed capitalism and political democracy to coexist for most
of the last 60 years is likely to continue to do so in the future. How solid and viable are
the organizational forms that bring the “iron law” to bear upon the process of politics?

One way to answer this question in the negative would be to expect political parties
to emerge which would be capable of abolishing the above-mentioned restrictions and
constraints, thus leading to a challenge of class power through politically constituted
power. I do not think that there are, in spite of Eurocommunist doctrines and
strategies that have emerged in the Latin-European countries in the mid-seventies, and
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in spite of the recently elected socialist/{ communist government in France, many
promising indicators of such a development. The other possibility would be a disinfe-
grationofthe political party as the dominant form of democratic mass participationand
its gradual replacement by other forms which possibly are less likely than party
competition to lead to “congruent” uses of state power. As we are concerned with the
prospects of competitive party democracy in the eighties, it might be worthwhile to
explore this possibility a little further.

Causes of the Decline of the Party System as the Dominant Form of Mass Participation

1t is well possible today to argue that the form of mass participation in politics that is
channeled through the party system (i.e., according to the principles of territorial
representation, party competition and parliamentary representation) has exhausted
much of its usefulness for reconciling capitalism and mass politics. This appears to be
so because the political form of the party is increasingly bypassed and displaced by
other practices and procedures of political participation and representation. It is
highly doubtful, however, whether those new and additional practices that can be
observed in operation in quite a number of capitalist states will exhibit the same
potential of reconciling political legitimation with the imperatives of capital accumu-
lation that has been, at least for a certain period, the accomplishment of the competi-
tive party system. Again, three points - referring in an highly schematic fashion to new
social movements, corporatism and repression as phenomena - tend to bypass,
restrict, and subvert the party system and its political practices and their reconciling
potential.

First, in many capitalist countries, the new social movements which have emerged
during the seventies are, for a number of reasons, very hard to absorb into the
practices of competitive party politics. Such movements include ethnic and regionalist
movements, various urban movements, ecological movements, feminist movements,
peace movements, and youth movements. To a large extent, all of them share two
characteristics. First, their projects and demands are based not on a collective contrac-
tual position on either goods or labor markets, as was the case, for instance, with
traditional class parties and movements. Instead, their common denominator of
organization and action is some sense of collective identity (often underlined by
ascriptive and “naturalistic” conceptions of the collective “self” in terms of age,
gender, “nation” or “mankind”). Closely connected with this is a second characteristic:
they do not demand representation (by which their market status could be improved
or protected) but, autonomy. In short, the underlying logic of these movements is the
struggle for the defense of a physical and/ or moral “territory,” the integrity of which is
fundamentally non-negotiable to the activists of these movements. For the purpose of
this defense, political representation and parliamentary politics are often considered
unnecessary (because what is requested of the state, as can be illustrated in the issues of
abortion or nuclear energy, is not to “do something” but to “stay out”), or even
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dangerous, because the state is suspected of attempting to demobilize and disorganize
the movement. To the extent such movements attract the attention and the political
energies of people, not only individual political parties, but the traditional competitive
party system as a whole will lose in function and credibility because it simply does not
provide the arena within which such issues and concerns can possibly be processed.
These “new social movements” are not concerned with what is to be created or
accomplished through the use of politics and state power, but what should be saved
from and defended against the state, and the considerations governing the conduct of
public policy. The three most obvious cases of such movements, the peace movement,
the environmental movement and various movements centered on human rights (e.g.,
of women, of prisoners, of minorities, of tenants) all illustrate a “negative” conception
of politics trying to protect a sphere of life against the intervention of state (or
state-sanctioned) policy. What dominates the thought and action of these movements
is not a “progressive” utopia of what desirable social arrangements must be achieved,
but a conservative utopia of what non-negotiable essentials must not be threatened
and sacrificed in the name of “progress.”

Second, many observers in a number of capitalist states have analyzed an ongoing
process of depérliamentarization of public policy and the concomitant displacement
of territorial forms of representation through functional ones. This is most evident in
“corporatist” arrangements which combine the function of interest representation of
collective actors with policy implementation vis-a-vis their respective constituencies
[13]. The functional superiority of such corporatist arrangements, compared to both
parliamentary-competitive forms of representation and bureaucratic methods of im-
plementation, resides in their informal, inconsbicuous, and non-public procedures
and the “voluntary” character of compliance that they are said to be able to mobilize.
Although the dynamics and limits of corporatist forms of public policymaking,
especially in the areas of economic and social policies, are not of interest to us here,
what seems to be clear is that there has been a trend toward such arrangements, most
of all in countries with strong social democratic parties (such as in Europe, Sweden,
the UK, Austria, and Germany) which has worked at the expense of parliament and
the competitive party system. A number of Marxist and non-Marxist political scient-
ists have even argued that “parliamentary representation on the basis of residence no
longer adequately reflects the problems of economic management in a worldwide
capitalist system,” and that “a system of functional representation is more suited to
securing the conditions of accumulation” [14].

Third, a constant alternative to free party competition is political repression and the
gradual transformation of democracy into some form of authoritarianism. In an
analytical sense, what we mean by repression is exclusion from representation. Citi-
zens are denied their civil liberties and freedoms, such as the right to organize,
demonstrate, and express certain opinions in speech and writing. They are denied
access to occupations in the public sector, and the like. The expansion of police
apparatuses and the practice of virtually universal monitoring and surveillance of the
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activities of citizens that we observe in many countries are indications of the growing
reliance of the state apparatus upon the means of preventive and corrective repression.
More importantly, in our context of discussing the limits of competitive party demo-
cracy, is one other aspect of the exclusion from representation. It is the de facto and/ or
formal limitation of competitiveness within the party system: be it by strengthening of
intra-party discipline and the sanctions applied against dissenters; be it in the election
campaigns from which substantive alternatives concerning the conduct and pro-
grammatic content of public policy often seem to be absent; be it finally on the level of
parliament and parliamentary government where the identity of individual (and only
nominally “competing™) parties more and more often disappears behind what occa-
sionally is called the “great coalition of the enlightened,” inspired by some vague
“solidarity of all democratic forces.” Referring back to the economic methaphor used
before, such phenomena and developments could well be described as the “carteliza-
tion” of political supply and the closure of market access.

If Iam correct in assuming that the displacement of the role and political function of
the competitive party system, as indicated by the emergence of new social movements,
increasing reliance on corporatist arrangements, and self-limitation of the competi-
tiveness of party systems is a real process that could be illustrated by many examples in
numerous advanced (and not so advanced) capitalist states; and if I am also correct in
assuming that the organizational form of the competitive political party plays a crucial
role in making democratic mass participation compatible with capitalism, then the
decline of the party system is likely to lead to the rise of less constrained and regulated
practices of political participation and conflict, the outcomes of which may then have
the potential of effectively challenging and transcending the institutional premises of
the capitalist form of social and economic organization.

I have so far focused only on those limits of the “reconciling functions” of the
organizational forms of mass democracy which consists in the weakening and more or
less gradual displacement of the dominant role of political parties as mediators
between the people and state power. But the picture remains incomplete and unbal-
anced as long as we concentrate exclusively on cases in which the “channel” of political
participation that consists of party competition, elections and parliamentary represen-
tation is bypassed (and reduced in its legitimacy and credibility) by the protest politics
of social movements or corporatist negotiations among powerful strategic actors, or
where this channel is altogether reduced in significance by “repressive” mechanisms of
exclusion.

The other alternative, alluded to before, consists not in a process of displacement
and loss of relevance of the organizational form of political parties, but in the
successful strategy of “self-transcendence” of the party moving from “political” to
“economic” democracy. All models and strategies of economic democratization (be-
ginning in the mid-twenties in Austria and Germany and continuing through the
current Swedish concepts of wage earner funds and the Meidner plan[15]) rely on the
notion that the tension between the democratic principle of equal mass participation
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and the economic principle of unequal and private decisionmaking power could be put
to use by instituting, by the means of electoral success and parliamentary legislation,
democratic bodies on the level of enterprises, sectors of industry, regions, cities, and so
on. The central assumption that inspires such strategies is that “democracy would
.explode capitalism (and) that the democratic state, because it could be made to
represent the people, would compel entrepreneurs to proceed according to principles
inimical to their own survival . . . The working class, as the spokesmen for the great,
non-capitalist majority, would enforce the primacy of politics throughout the econo-
my, as well as in politics per se” [16].

Although this alternative course of suspending the compatibility of democracy and
capitalism is part of the programmatic objectives of almost all social democratic/ so-
cialist (and, increasingly, communist) parties in Europe (and even of some forces in
North America), it has nowhere been carried out to the point where the private
character of decisions concerning the volume, kind, point in time and location of
investment decisions would have effectively been transformed into a matter of demo-
cratic control. In the early eighties, the European Left seems rather to be divided as to
the strategic alternatives of trying to overcome the constraints of political democracy
and its oligarchic organizational dynamics, either by supporting those “new social
movements” and engaging in their politics of autonomy and protest, or to stick to the
older model of economic democratization. Both tendencies, however, provide suffi-
cient reason to expect a weakening of these organizational and political characteristics
which so far have made democratic mass participation safe for capitalism. The extent,
however, to which it becomes likely that competitive party democracy is either
displaced by social and political movements and corporatist arrangements or is
complemented by “economic democracy” will probably depend on the stability,
growth and prosperity the economy is able to provide. Let us, therefore, now turn to
the question of the organization of production and distribution and the changes that
have occurred since Andrew Shonfield’s classic Modern Capitalism came out in 1965

[17].
I11. The Keynesian Welfare State and Its Demise

Let me now try to apply the analogous argument, in an even more generalized and
schematic fashion, to the second pillar upon which, according to my initial proposi-
tion, the coexistence of capitalism and democracy rests, namely the Keynesian welfare
state (KWS). The bundle of state institutions and practices to which this concept
refers has been developed in western capitalism since the Second World War. Until the
decisive change of circumstances that occurred after the mid-seventies and that was
marked by OPEC price policies, the end of dérente, and the coming to power of
Thatcher in the UK and Reagan in the US (to mention just a few indicators of this
change), the KWS has been adopted as the basic conception of the state and state
practice in almost all western countries, irrespective of parties in government, and with
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only minor modifications and time lags. Most observers agree that its effect has been
(a) an unprecedented and extended economic boom favoring all advanced capitalist
economies and (b) the transformation of the pattern of industrial and class conflict in
ways that increasingly depart from political and even revolutionary radicalism and
lead to more economistic, distribution-centered and increasingly institutionalized
class conflict. Underlying this development (that constitutes a formidable change if
compared to the dynamics of the capitalist world system during the twenties and
thirties) is a politically instituted class compromise or “accord” that Bowles has described
as follows:

[The accord] represented, on the part of labor, the acceptance of the logic of profitability and markets as
the guiding principles of resource allocation, international exchange, technological change, product
development, and industrial location, in return for an assurance that minimal living standards, trade
union rights, and liberal democratic rights would be protected, massive unemployment avoided, and
real incomes would rise approximately in line with labor productivity, all through the intervention of the
state, if necessary [18].

It is easy to see why and how the existence of this compact has contributed to the
compatibility of capitalism and democracy. First, by accepting the terms of the
accord, working class organizations (unions and political parties) reduced their
demands and projects to a program that sharply differs from anything on the
agenda of both the Third and the Second Internationals. After the physical, moral
and organizational devastations the Second World War had left behind, and after
the discredit the development of the Soviet Union had earned for communism, this
change of perspective is not entirely incomprehensible. Moreover, the accord itself
worked amazingly well, thus reinforcing a deeply depoliticized trust in what one
leading German Social Democrat much later came arrogantly to call the “German
Model” (Modell Deutschland) [19]: the mutual stimulation of economic growth
and peaceful class relations. What was at issue in class conflicts was no longer the
mode of production, but the volume of distribution, not control but growth, and
this type of conflict was particularly suited for being processed on the political
plane through party competition, because it does not involve “either/ or” questions,
but questions of a “more or less” or “sooner or later” nature. Overarching this
limited type of conflict, there was a consensus concerning basic priorities, desirabil-
ities and values of the political economy, namely economic growth and social (as
well as military) security. This interclass, growth-security alliance does in fact have
a theoretical basis in Keynes’ economic theory. As applied to practical purposes of
economic policymaking, it teaches each class to “take the role of the other.” The
capitalist economy, this is the lesson to be learnt from Keynesianism, is a positive-
sum game. Therefore, playing like one would in a zero-sum game is against one’s
own interest. That is to say, each class has to take the interests of the other class into
consideration: the workers profitability, because only a sufficient level of profits
and investment will secure future employment and income increases; and the
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capitalists wages and welfare state expenditures, because these will secure effective
demand and a healthy, well-trained, and well-housed working class.

The welfare state is defined as a set of legal entitlements providing citizens with
claims to transfer payments from compulsory social security schemes as well as to
state organized services (such as health and education) for a wide variety of defined
cases of need and contingencies. The means by which the welfare state intervenes
are thus bureaucratic rules and legal regulations, monetary transfers and profes-
sional expertise of teachers, doctors, and social workers. Its ideological origins are
highly mixed and heterogeneous, ranging from socialist to Catholic-conservative
sources; its character of resulting from ideological, political and economic inter-
class compromises is something the welfare state shares with the logic of Keynesian
economic policymaking. In both cases, there is no fast and easy answer to the
zero-sum question of who wins and who loses. For, although the primary function
of the welfare state is to cover those risks and uncertainties to which wage workers
and their families are exposed in capitalist society, there are some indirect effects
which serve the capitalist class, too.

This becomes evident if we look at what would be likely to happen in the absence
of welfare state arrangements in a capitalist society. We would probably agree that
the answer to this hypothetical question is this: first, there would be a much higher
level of industrial conflict and a stronger tendency among the proletariat to avoid
becoming wage workers. Thus, the welfare state can be said to partially dispell
motives and reasons for social conflict and to make the existence of wage labor
more acceptable by eliminating parts of the risk that result from the imposition of
the commodity form upon labor. [20] Second, this conflict would be much more
costly in economic terms by its disruption of the increasingly complex and capital-
intensive process of industrial production. Therefore, the welfare state performs the
crucial function of taking part of the needs of the working class out of the class
struggle and industrial conflict arenas, of providing the means to fulfill their needs
more collectively and hence more efficiently, of making production more regular
and predictable by relieving it of important issues and conflicts, and of providing, in
addition, a built-in stabilizer for the economy by partly uncoupling changes in
effective demand from changes in employment. So, as in the case of Keynesian
doctrines of economic policy, the welfare state, too, can be seen to provide a
measure of mutuality of interest between classes that virtually leaves no room for
fundamental issues and conflicts over the nature of the political economy.

The functional links between Keynesian economic policy, economic growth and
the welfare state are fairly obvious and agreed upon by all “partners” and parties
involved. An “active” economic policy stimulates and regularizes econcmic
growth; the “tax dividend” resulting from that growth allows for the extension of
welfare state programs; at the same time, continued economic growth limits the
extent to which welfare state provisions (such as unemployment benefits) are
actually claimed. And the issues and conflicts that remain to be resolved within the
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realm of formal politics (party competition and parliament) are of such a fragment-
ed, non-polarizing, and non-fundamental nature (at least in the areas of economic
and social policy) that they can be settled by the inconspicuous mechanisms of
marginal adjustments, compromise and coalition-building.

If all of this were still true, today’s ubiquitous critiques and political attacks
directed at Keynesianism, the welfare state and, most of all, the combination of
these two most successful political innovations of the post-war era, would be
plainly incomprehensible. They are not. As in the case of competitive political
parties, these innovations and their healthy effects seem to have reached their limits
today. While the integrative functions of the party system have partly been
displaced by alternative and less institutionalized forms of political participation,
the Keynesian welfare state has come under attack by virtue of some of its less
desireable side effects and its failure to correct some of the ills of an economic
environment that has radically changed, compared to the conditions that prevailed
prior to the mid-seventies. Let us look at some of the reasons why there are very few
people remaining - be they in academia or politics, on the Left or the Right ~ who
believe that the Keynesian welfare state continues to be a viable peace formula for
democratic capitalism.

My thesis, in brief, is this: while the KWS is an excellent and uniquely effective
device to manage and control some socioeconomic and political problems of advanced
capitalist societies, it does not solve all those problems. And the problems that can be
successfully solved through the institutional means of the welfare state no longer
constitute the most dominant and pressing ones. Moreover, this shift of the socioeco-
nomic problematique is in part an unintended consequence of the operation of the
KWS itself. The two types of problems to which I refer are the production/ exploita-
tion problem and the effective demand|/realization problem. Between the two, a
trade-off exists: the more effectively one of the two is solved, the more dominant and
pressing the other one becomes. The KWS has indeed been able to solve, to a
remarkable extent, the problem of macroeconomic demand stabilization. But, at the
same time, it has also interfered with the ability of the capitalist economy to adapt to
the production/exploitation problem as it has emerged ever more urgently since the
mid-seventies. The KWS, so to speak, has operated on the basis of the false theory that
the problems it is able to deal with are the only problems of the capitalist political
economy, or at least the permanently dominant ones. This erroneous confidence is
now in the politically and economically, equally painful process of being falsified and
corrected.

To the extent the demand problem is being solved, the supply problem becomes
wide open. The economic situation has changed in a way that lends strong support to
conservative and neo-laissez-faire economic theory. Far from stimulating production
any longer, the governmental practice of deficit spending to combat unemployment
contributes to even higher rates of unemployment, by driving up interest rates and
making money capital scarce and costly. Also (and possibly even worse), the welfare
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state amounts to a partial disincentive to work. Its compulsory insurance schemes and
legal entitlements provide such a strong institutional protection to the material
interest of wage workers that labor becomes less prepared and/ or can be less easily
forced to adjust to the contingencies of structural, technological, locational, vocation-
al and other changes of the economy . Not only wages are “sticky” and “downwardly
inflexible,” but, in addition, the provisions of the welfare state have partly “decom-
modified” the interests of workers, replacing “status” for “contract,” or “citizen rights”
for “property rights.” This change of industrial relations that the KWS has brought
about has not only helped to increase and stabilize effective demand (as it was intended
to), but it also has made employment more costly and more rigid. Again, the central
problem on the labor market is the supply problem, how to hire and fire the right
people at the right place with the right skills and, most important, the right motivation
and the right wage demand. Concerning this problem, the welfare state is justifiably
seen by business not to be part of the solution, but part of the problem.

As capital (small as well as big) has come to depend and rely on the stimulating and
regularizing effects of interventionist policies executed on both the demand and
supply sides, and as labor depends and relies on the welfare state, the parameters of
incentives, motivations, and expectations of investors and workers alike have been
affected in ways that alter and undermine the dynamics of economic growth. For
capital and labor alike, pressures to adjust to changing market forces have been
reduced due to the availability of state-provided resources that either help to avoid or
delay adaptation or due to the expectation that a large part of the costs of adaptation
must be subsidized by the state. Growth industries such as defense, civilian aircraft,
nuclear energy, and telecommunications typically depend as much on markets created
by the state (and often capital provided by the state) as stagnant industries (such as
steel, textiles, and, increasingly, electronics) depend on state protection and subsidized
market shelters. Economic growth, where it occurs at all, has become a matter of
political design rather than a matter of spontaneous market forces.

The increasing claims that are made on the state budget both by labor and capital,
and both by the growing and the stagnant sectors of the economy, cannot but lead to
unprecedented levels of public debt and to constant efforts of governments to termi-
nate or reduce welfare state programs. But economic growth does not only become
more costly in terms of budgetary inputs that are required to promote it, it also
becomes more costly in terms of political legitimation. The more economic growth
becomes “growth by political design,” and the more it is perceived to be the result of
explicit political decisions and strategies of an increasingly “disaggregated” nature
(i.e., specified by product, industry, and location), the more governments and political
parties are held accountable for the physical quality of products, processes and
environmental effects resulting from such industrial policies. The widespread and
apparently increasing concern with the physical quality of products and production,
and the various “anti-productivist” and environmentalist political motives and de-
mands that are spreading in many capitalist countries have so far mostly been
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interpreted in the social science literature either in objectivist terms (“environmental
disruption™) or in subjectivist categories (“changing values and sensitivities”). In
addition, I suggest, these phenomena must be analyzed in terms of the apparent
political manageability of the physical shape and impact of industrial production and
growth, a perceived area of political decision- and non-decisionmaking that gives rise
to a new arena of “politics of production.” The outcomes of the conflicts in this arena,
in turn, tend to cause additional impediments to industrial growth.

The strategic intention of Keynesian economic policy is to promote growth and full
employment, the strategic intention of the welfare state to protect those affected by the
risks and contingencies of industrial society and to create a measure of social equality.
The latter strategy becomes feasible only to the extent the first is successful, thus
providing the resources necessary for welfare policies and limiting the extent to which
claims are made on these resources.

The combined effect of the two strategies, however, has been high rates of unem-
ployment and inflation. At least, economic and social policies have not been able to
check the simultaneous occurrence of unemployment and inflation. But one can safely
say more than that. Plausible causal links between the KWS and today’s condition of
“the worst of both worlds” are suggested not only by conservative economic policy
ideologues advocating a return to some type of monetarist steering of a pure market
economy. They are equally, if reluctantly, accepted by the practice and partly by the
theories of the Left. The relevant arguments are:

(1) The Keynesian welfare state is a victim of its success. By (partly) eliminating and
smoothening crises, it has inhibited the positive function that crises used to
perform in the capitalist process of “creative destruction.”

(2) The Keynesian welfare state involves the unintended but undeniable consequence
of undermining both the incentives to invest and the incentives to work.

(3) There is no equilibrating mechanism or “stop-rule” that would allow us to adjust
the extension of social policy so as to eliminate its self-contradictory consequen-
ces; the logic of democratic party competition and the social democratic alliance
with unions remains undisciplined by “economic reason.”

While the latter argument is probably still exclusively to be found in the writings of
liberal-conservative authors [21], the other two can hardly be contested by the Left.
Let me quote just one example of an author who clearly thinks of himself as a social
democratic theoretician:

Itis unfortunate that those wish to defend the welfare state . . . spend their energies persuading the public
that the welfare state does not erode incentives, savings, authority or efficiency . . . What the Right has
recognized much better than the Left is that the principles of the welfare state are directly incompatible
with a capitalistic market system. ... The welfare state eats the very hand that feeds it. The main
contradiction of the welfare state is the . . . tension between the market and social policy [22].
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It must not concern us here whether such blames and charges that today are ever more
frequently directed against the KWS are entirely “true,” or, in addition, partly the
result of paranoic exaggerations or a conscious tactical misrepresentation of reality on
the part of capital and its political organizations. For what applies in this context is a
special version of a law known to sociologists as the “Thomas theorem”: what is real in
the minds and perceptions of people will be real in its consequences. The structural
power position of the owners and managers and associational representatives of
capital in a capitalist society is exactly their power to define reality in a highly
consequential way, so that what is perceived as “real” by them is likely to have very real
impacts for other classes and political actors.

Without entering too far into the professional realm of the economist, let me suggest
two aspects of a potentially useful (if partial) interpretation of this changé. One is the
idea that the Keynesian welfare state is a “victim of its success,” as one author has put it
[23]: the side-effects of its successful practice of solving one type of macro-economic
problems have lead to the emergence of an entirely different problematique which is
beyond the steering capacity of the KWS. The familiar arguments that favor and
demand a shift of economic and social policymaking toward what has been named
“supply-side economics” are these: the nonproductive public sector has become an
intolerable burden upon the private sector, leading to a chronic shortage of investment
capital; the work ethic is in the process of being undermined, and the independent
middle class is being economically suffocated by high rates of taxation and inflation.

The other set of arguments maintains that, even in the absence of those economic
side effects, the political paradigm of the KWS presently is in the process of definitive
exhaustion due to inherent causes. The relevant arguments, in brief, are two. First,
state intervention works only as long as it is not expected by economic actors to be
applied as a matter of routine, and therefore does not enter their rational calculations.
Assoon as this happens, however, investors will postpone investment because they can
be reasonably sure that the state, if only they wait long enough, will intervene by
special tax exemptions, depreciation allowances or demand measures. The spread of
such (“rational”) expectations is fatal to Keynesianism, for to the extent it enters the
calculations of economic actors, their strategic behavior will increase the problem load
to which the state has to respohd or at least will not contribute, in the way it had been
naively anticipated, to resolving the unemployment (and state budget) problem. This
pathology of expectations, of course, is itself known to (and expected by) actors in the
state apparatus. It forces them to react either by ever higher doses of intervention or,
failing that possibility for fiscal reasons, to give up the interventionist practice that
breeds those very problems that it was supposed to solve. This would lead us to
conclude that state intervention is effective only to the extent it occurs as a “surprise”
and exception, rather than as a matter of routine.

A further inherent weakness of the KWS resides in the limits of the legal-bureau-
cratic, monetarized and professional mode of intervention. These limits become
particularly clear in the areas of personal services, or “people processing organiza-
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tions,” such as schools, hospitals, universities, prisons and social work agencies.
Again, the mode of intervention generates the problems it is supposed to deal with.
The explanation of this paradox is well-known: the clients’ capacity for self-help - and,
more generally, the system of knowledge and meaning generating such capacity — are
subverted by the mode of intervention, and the suppliers of such services, especially
professionals and higher level bureaucrats (who are in neo-conservative circles
referred to as the “new class”), take a material interest in the persistence (rather than
the solution) and in the continuous expansion and redefinition of the problems with
which they are supposed to deal [24].

Thus, for reasons that have to do both with its external economic effects and the
paradoxes of its internal model of operation, the KWS seems to have exhausted its
potential and viability to a large extent. Moreover, this exhaustion is unlikely to turn
out to be a conjunctural phenomenon that disappears with the next boom of economic
growth. For this boom itself is far from certain. Why is this so? First, because it cannot
be expected to occur as the spontaneous result of market forces and the dynamics of
technological innovation. Second, it apparently cannot be generated and manipulated
either by the traditional tools of Keynesianism nor by its “monetarist” counterpart.
Third, even to the extent it does occur either as an effect of spontaneous forces or state
intervention, the question is whether it will be considered desirable and worthwhile in
terms of the side-effects it inevitably will have for the “quality of life” in general and the
ecology in particular. This question of the desirability of continued economic growth
isalso accentuated by what Fred Hirsch has called the “social limits to growth” and by
which he means the decreasing desirability and “satisficing potential” of industrial
output, the use-value of which declines in proportion to the number of people who
consume it.

1V. Conclusion

We have seen that the two institutional mechanisms on which the compatibility of the
private economy and political mass participation rests — namely the mechanism of
competitive party democracy and the paradigm of the Keynesian welfare state - have
come under stress and strain, the order of magnitude of which is unprecedented in the
post-war era. Limitations of space do not allow me to explore in any detail the
interactive and possibly mutually reinforcing dynamics that take place between the
two structural developments that I have sketched here.

One plausible hypothesis is that, as the political economy turns from a growth
economy into a “zero-sum society” [25], the institutional arrangements of conflict
resolution will suffer from strains and tensions. These tensions are probably best
described, using the conceptual paradigm of “organized capitalism” as a referent [26],
as threats of disorganization. Such threats are likely to occur on two levels: (a) on the
level of interorganizational “rules of the game” and (b) on the level of the organization
of collective actors. Under positive-sum conditions, it is not only a matter of legal
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obligation or traditional mutual recognition, but of the evident self-interest of each
participant to stick to the established rules of interaction and negotiation. As long as
one participates, one can be at least sure not to lose, to receive future rewards for
present concessions, and to have one’s claims respected as legitimate, since the process
of growth itself provides the resources necessary for such compensation. Stagnation,
and even more recession or expected no-growth conditions, destroy the basis for
cooperative relations among collective actors; confidence, mutual respect, and reci-
procity are put in question, and coalitions, alliances, and routinized networks of
cooperation tend to be seen as problematic and in need of revision by the organiza-
tional elites involved. Crucial as these “social contracts” - i.e., subtle “quasi-constitu-
tional” relations of trust, loyalty, and recognition of the mutual spheres of interest and
competence are in a complex political economy[27] - the interorganizational relations
that are required for the management of economic growth tend to break down under
the impact of continued stagnation. This is illustrated by growing strains within party
coalitions, between unions and parties, employers’ associations and governments,
states and federal governments, all of which find the principle of “sich auf die eigene
Kraft verlassen” (i.e., to engage in uncooperative strategies either because nothing
appearsto be gained fromstickingtothe rulesand/ or because relevant othersare antic-
ipated to do the same) increasingly attractive in a number of Western European
political systems, including the European Community itself.

The second type of disorganization that follows from stagnation has to do with
intraorganizational relations within collective actors such as trade unions, employers
associations, and parties. Such organizations depend on the assumption shared by
their members that gains achieved by collective action will be achieved at the expense
of third parties, not at the expense of groups of members and in favor of other groups
of members. As soon as this solidaristic expectation is frustrated, the representative-
ness of the organization is rendered questionable, and “syndicalist,” “corporativist” or
otherwise particularistic modes of collective action suggest themselves. The conse-
quences of this internal disorganization of collective actors include either increasing
“factionalism” of political and economic interests within the organization and/ or a
shrinking of the social, temporal, and substantive range of representation the organi-
zation is able to maintain [28]. The political and economic variants of the interclass
accord that have gradually developed in all advanced capitalist states since the First
World War and that have helped to make capitalism and democracy compatible with
each other are clearly disintegrating under the impact of these developments and
paradoxes.

Does that mean that we are back in a situation that supports the convergent views of
Marx and Mill concerning the antagonism of political mass participation and (eco-
nomic) freedom? Yes and no. Yes, because we have numerous reasons to expect an
increase of institutionally unmediated social and political conflict, the expression of
which is not channelled through parties or other devices of representation, and the
sources of which are no longer dried up by effective social and economic policies of the
state. But no, because there are strict limits to the analogy between the dynamics of
“late” and “early” capitalism. One important limit derives from the fact that the forces
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involved in such conflicts are extremely heterogeneous, both concerning their causes
and socioeconomic composition. This pattern is remarkably different from a bipolar
“class conflict” situation which involves two highly inclusive collective actors who are
defined by the two sides of the labor market. But, in spite of this highly fragmented
nature of modern political conflict, its outcomes may well involve fundamental
changes of either the economic or the political sphere of society, changes that have, for
just a limited and short period of time, been inconceivable under the unchallenged
reign of competitive party democracy and the Keynesian welfare state.
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