Steven Durlauf: Hello everyone and welcome to the inequality podcast. I'm Steven
Durlauf. Today I'm delighted to introduce as our guest, Lane Kenworthy, who is
distinguished professor of Sociology and Yankelovich chair in social thought at the
University of California San Diego. It's a pleasure to have this podcast and I've never met
Lane though I've been a long time consumer of his research. Lane is one of the world's
leading sociologists. He is also the comparatively rare social scientist | think that is willing
to write books on very big questions and | will take the liberty of starting by recommending
three of them. One is which we will focus on it to start which /s Inequality the Problem. The
second book is Would Democratic Socialism Be Better and the third is Social Democratic
Capitalism. So Lane, thanks so much for joining us.

Lane Kenworthy: Thanks a lot for having me, Steven.

Durlauf: So | thought we would start with your newest book which is Is Inequality the
Problem. Of course when | read it, it raised my hackles since it calls into question the title
of the show, but moving on from the personal, it's really quite an extraordinary book in
terms of making a systematic argument that pushes back against many of the narratives
that exist with respect to the harms of inequality certainly in contemporary United States.
And so | was hoping we could start by talking about the different dimensions that you
explore in the book. And following that, an important argument in the book is that inequality
is conventionally measured does not seem particularly predictive of changes in overall
well-being. So I'd like you to sort of describe the main conclusions you drew in that regard.

Kenworthy: Starting in the 2000s, a number of social scientists began looking into the
consequences or effects of mostly income inequality. That's what we primarily have data
for as opposed to wealth inequality. And developing a number of hypotheses that
suggested that income inequality might have harmful effects on things like health or
economic growth or equality of opportunity or even democracy or happiness. | was primed
to believe these to be persuaded by that evidence and mostly was in the 2000s. And then
when a book called A Spirit Level came out, | believe in 2009 which got a fair amount of
public attention, | started looking more closely into the data. Other social scientists began
doing this as well. And | thought about writing a book at that point in the early 2010s. At one
point was considering writing a book with Christopher Jencks, a fantastic sociologist who
was interested in similar questions. But there was so much research coming out that we
both decided it wasn't a good time to do it. So | set it aside and then just came back to this
a couple of years ago.

What | try to do, | mean, the book tries to do a number of things, but one is as you
suggested an examination of the evidence looking across the rich democratic countries
about consequences of income inequality. | think the nature of developments in inequality



give us something akin to a natural experiment. So starting in the late 1970s or if you want
to around 1980, income inequality began rising in most, not all, but most of these
countries, but at different rates. And so we can use that analytically. It's not something that
I was happy to see, but analytically it ends up being useful because we can try to use that
to get a better handle on the consequences or effects of inequality for things like life
expectancy or economic growth or middle class incomes to some extent, equality of
opportunity, life satisfaction. And so that's what | do in five chapters of the book is try to get
a sense of whether we can observe likely causal effects of income inequality by seeing
whether countries in which it's increased at a more rapid pace or a larger amount end up
having worse developments on things like health or economic growth or happiness. And
the simple concise version of the conclusion is that we don't observe much in the way of
likely impacts.

Durlauf: So focusing on well-being, one reason one may not see that across countries is
different social welfare systems. And so one could imagine, for example, the fluctuations in
pre-transfer income in the Nordic countries has very different consequences for being than
in the United States. To give you a bit about how you're thinking about the interaction of the
statistics of inequality with the social welfare systems.

Kenworthy: Yeah, well, that's exactly right. And so one of the things | look at is the
relationship between income inequality or changes in income inequality and changes in
household incomes at the low end of the distribution. So | look at the 10th percentile. And
looking across the countries, we just don't see any association. | mean, it's very plausible
to suspect that in a country where income inequality rises, you're going to see slower
growth or a smaller rise in low end household incomes over time, despite a fair amount of
economic growth. And we just don't see that. And it turns out that the main reason is a lot
of households at the low end of the distribution get a lot of their income from government
transfer programs. And in a variety of countries, we observe different rates of expansion in
these programs. So in some countries, a lot of these programs or some of these programs
are designed so that when the economy grows, transfers increase here in the United
States, that's not so much the case. Social security is designed in that way. It's tied in a sort
of complicated way to wage developments. But most of our other public insurance
programs aren't explicitly tied to changes in GDP or GDP per capita.

And so it takes an act of Congress, typically, to actually change the benefit levels. And so

one simple comparison that | think illustrates why income inequality doesn't seem to have
had much effect on growth of household incomes at the low end is to compare the United
States and the United Kingdom. So these are countries with broadly similar welfare states
in terms of scope and generosity. And politically, they looked fairly similar over this period.



You had conservative governments for a while in the 80s and 90s, center left governments
for a certain period of time. But it turned out that household incomes at the low end
increased much more in the UK than they did in the US. And the main reason was that the
Blair and Brown governments between 1997 and 2010 funneled a lot more money to low
end households in various ways, partly tax reductions, but partly also increase in income
transfers. And those decisions, those policy choices don't seem to have been tied at all to
income inequality, which was rising at fairly similar rates in both of those countries. So
that's just one small comparison that illustrates it. But the point s, yes, developments in
welfare states do play a big role. And they can or cannot, depending on policy choices,
compensate for whatever effects income inequality might have on low end household
incomes.

Durlauf: | think the argument that you made is persuasive, but it also speaks to the fact as
it were that levels of inequality, levels of well-being, they’re choices dealing with issues of
disadvantage are not, these are not laws of nature, they're laws of society. You brought up
the issue of the spirit level as a background. And for the audience, it was a book that argued
that inequality per se was harmful to health. And that | think brings up an important
distinction, which your book addresses, which is the distinction of disadvantage in
inequality. In other words, it's one thing to say that as we envision a society, we want to max
increase opportunities for those that are less advantaged. But it's a quite different
argument to say that inequality per se is harmful. And | bring that up because one of the
classic arguments, criticizing egalitarians, is the leveling down objection that if you think
it's literally inequality, you'd like to lower the upper tail. There may be defenses for that, but
it's tricky business. And at least one message | took from the book was that if you were
going to give you a philosophical tag, you're a prioritarian. You'd like to see priority given to
the less well-off. Is that a fair statement from the conclusion of your work?

Kenworthy: | think of myself as sort of a loose Rawlsian. So | do think focusing on the
absolute well-being of the least well-off is more important than reducing inequality. | mean,
I'm pretty persuaded by the ethical or normative case that inequality should be fairly low or
at least not too high because so much of what determines where each of us ends up in the
distribution is out of our control. It owes to all kinds of factors that we just can't control. But
at the same time, yes, if | had to pick one or the other and say, yes, pulling up the least well-
off is more important than reducing inequality or getting to very low levels of inequality.

Durlauf: So in debates about inequality, | would argue that there's obviously different
normative dimensions that are raised as to why it's a bad thing. The first one which we just
talked about is that inequality per se is reducing well-being. A second area that is often
talked about, | think, is the spillover effects of inequality in the economic sphere to others.



And here you have a very provocative chapter. | would say typically in the discussion of
inequality, many of the concerns about the spillover of inequality from the economic
domain to the political domain. And so that leads to the question as whether or not
inequalities of income and wealth are distorting equal power in the political sphere. And |
was hoping you can talk about your chapter that addresses that question.

Kenworthy: The question is, if we think of a core element of democracy as equality of
opportunity to influence policy decisions, then there's every reason to suspect that more
income inequality will lead to less democracy, less equality or more inequality of a political
influence because money can buy influence in politics, to varying degrees, depending on
the rules. There are all kinds of ways in which money can help people speak with a louder
voice, as it were, in the political arena. And so then the question is, do we observe this
during this period of the last 40, 45 years or so since again, in or around 1980, when
inequality is rising? And unfortunately here, we don't have the kind of cross country similar
or comparable data that would allow us to do this sort of test or examination that | just
spoke about with respect to low-end incomes and that | try to do with health and life
satisfaction and so on.

So | really focused on the United States where we've had a lot of study on this and where
we have from Larry Bartels and Martin Gilens and some other political scientists, maybe
the best available data on the degree to which inequality of political influence correlates
with income. And it looks very much— so they look at public opinion data and most public
opinion surveys ask people what theirincome was. That's often a very crude measure but
you can put people into three buckets, kind of high, middle and low income. And then you
look at whether, when the views of those with higher incomes disagree or differ from the
views of those with middle and low incomes and then you look at subsequent policy
developments, do they correlate more with express preferences of those with higher
incomes or middle or lower incomes? And the conclusion is that yes they do and in the
United States those with higher incomes tend to get what they want from policy makers
more frequently than those with middle and lower incomes. So that suggests thatincome
inequality probably is tied with political inequality or less democracy.

But then the really interesting question is as we've seen this big increase in income
inequality in the United States over the last 45 years, have we seen a corresponding change
in inequality political influence? And here the most important thing to say is we don't really
have the data to answer that question. Nobody has looked really carefully over this full
period to see if we observe changes in inequality of political influence that correspond to
the rise in income inequality. But we do have some evidence. So Martin Gilens looks a little
bit at different time periods and he doesn't see the expected or predicted reduction in



equality political influence or increase in inequality political influence. There's one other
analysis by a couple of political scientists on a more narrow range of policy outcomes that
finds the same thing, no real significant change over this period. We are beginning to get
some similar analyses of equality or inequality of political influence in other rich
democratic nations and interestingly, despite less income inequality and also different
rules about how money can play a role in politics, we see fairly similar phenomena in some
of these other countries where those with higher income tend to get what they want from
policy makers more frequently than those with middle or lower incomes.

And so to dig a little deeper | ask a number of other questions about what we'd expect to
see in the United States if in fact income inequality or the rise in income inequality were
yielding a greater political advantage, especially for those at the top of the distribution,
which is what we might expect. And for the most part, we just don't observe these things.
So if we look at policy outcomes that the rich might want like lower taxes, weaker labor
unions, more deregulation of finance, if we look across states, if we look at campaign
contributions to Republicans versus Democrats and who ends up winning elections, in all
of these areas, we don't, at least | conclude, | think, see what we'd expect to see if rising
income inequality were leading to greater political advantage for the rich. And so what |
suspect, again, I'm not super confident about this because again, | don't think we have the
data to really have a very high level of confidence. But this is my tentative conclusion that
probably money has diminishing returns in politics. And it could well be that even at our
low point of income inequality in the United States in the late 1970s or early 1980s, the rich
already had a lot of political advantage and so the fact that they pulled even further ahead
of the rest of Americans in theirincomes, and also by the way, their wealth over
subsequent decades, may not have given them any more advantage than they already had
backin that period in the late 1970s or early 1980s.

Durlauf: Is there another dimension worth thinking about, which is the ability of the rich to
change the preferences of others? Going down a thought experiment that if | thought that
rising income inequality in the United States had led to greater control of the very wealthy
over different types of media, I'll randomly suggest Twitter, Facebook, Fox News, etc. There
may be another channel there, which is that the comparative lack of change in the weights
in terms of the articulated policy preferences may also have a feedback that those policy
preferences of the less affluent being are being manipulated. | put that down as
speculation.

Kenworthy: | think that again, is very plausible to suppose, but I'm not sure that if we look
at public opinion data on attitudes toward taxes, for example, or especially taxes for the
rich, or attitudes toward labor unions, | don't think we see changes in what would be the



predicted direction. So | think the hypothesis there would suggest that the rich have always
wanted lower taxes at the top, have always wanted weaker labor unions, and the
hypothesis would be that as income inequality grows over the 80s, 90s, 2000, 2010s,
maybe they would end up changing views of the middle class and lower income Americans
more in that same direction. | don't think that's what we see in public opinion surveys. You
could argue that maybe we see it in voting patterns, the main data point would be the shift
among working class Americans, those with less than a four-year college degree, from
being a strong democratic block to a strong Republican block in the United States. But I'm
not sure that the causal story would be the hypothesized one, that it's greater ability of the
rich to shift the views or preferences of working class Americans in that direction. | think
this is a much longer term change. | think it is largely more on the side of cultural and social
issues rather than preferences on economic issues, but in any event, that's maybe a longer
conversation.

Durlauf: Yeah, | think your points are very well taken. The issue of the rise of culturalissues
is itself an interesting question as to whether or not there's some feedback from the chief
story about changes in the income distribution to changes in media, et cetera, and the
salience of issues in public conversations and public debates. But | think you're right. To
actually work out the story effectively would require a lot of very careful thought.

Another dimension of inequality, of course, is not inequality of outcomes, but inequalities
that are perceived as unjust. So questions of fairness. | was hoping that we could talk about
that a bit in terms of your thoughts on the relationship between changes in inequality and
changes in unfair inequality. One canonical example of that's the Great Gatsby curve in
which arguments are made that there's a set of mechanisms that map the cross-sectional
inequalities in a society to the degrees of intergenerational mobility. And the Gatsby curve’s
argument is that greater cross-sectional inequality slows down mobility. And so this is an
issue you deal with the books | was hoping you could elaborate your views.

Kenworthy: Here to, we don't, | think, have the kind of comparable data across the set of
20 or so rich democratic nations that | try to look at throughout the book to do really good
cross-country analysis. We do have measures for a number of countries for
intergenerational elasticities. I'm not convinced that many of them are comparable across
countries and the elasticity also because it takes into account the level of inequality in the
country. I'm not sure that it's the right measure to use, but there are data for at least seven
or eight of these countries that | think use an appropriate measure and do conform to the
great gas-be-picture where nations with higher income inequality have less measured
equality of opportunity, less measured intergenerational mobility. So then the question is,
is that correlation causal? And it could well be, but there's also another possibility, which is



that public policies, especially things like early education and less use of tracking early and
elementary schools, for example, play an important causal role in why, for example, the
Nordic countries end up with more measured intergenerational mobility than countries like
the United States. What | try to do mostly in that chapter is like in the democracy chapters
work through the data that we have and the research findings we have for the United States.

And so | look at a variety of the hypothesized causal pathways about how income inequality
might have adverse effects on equality of opportunity, things like family structure and how
much parents spend on their kids, educational attainments, health and neighborhoods.
And then | also refer to findings on whether in the United States we see this rise inincome
inequality corresponding to a decline in measured overall equality of opportunity or
intergenerational mobility. And my read of the findings there on that last pointis that we
have a couple of findings—and | know you had Bhash Mazumder on the podcast a while
ago, | can't remember how long ago—he's got a couple of papers that conclude that there
has been a decline, which is the predicted effect in intergenerational mobility during this
period when income inequality has been rising in the United States. But we have a number
of other studies that conclude that there's really not been any change over time. And so I'm
not certain which view is right, but by my count there are, | don't know, eight or nine or ten
studies that conclude there's been no change over this period and only a few that find that
there or conclude that there has been a decrease in between generation mobility or a
decrease in measured equality of opportunity.

It could well be that income inequality has been reducing equality of opportunity, but other
changes in American society, let's say moves toward equalization of funding across
schools or school systems, removal of lead from gasoline and a variety of other things that
might have offset a causal effect of income inequality on intergenerational mobility. But my
bottom line here is | don't think we have very strong evidence, the kind of evidence that |
would want to take to policymakers and say, look, you need to make inequality, income
inequality reduction a top priority because it seems pretty clearly to have these adverse
effects or harmful effects on equality of opportunity.

Durlauf: Well, | think you brought up a very important issue, which is the distinction
between the Great Gatsby curve as a cross-sectional phenomenon as opposed to an
intertemporal phenomena within one country. And so you know, speaking about the United
States, the question is different. This is asking whether we have higher inequality and lower
mobility versus Sweden. The question for the US is whether fluctuations across social
inequality are associated with consequent or subsequent changes in mobility. And there, |
think you're absolutely right that the evidence is not overwhelming. So the Mazumder work
has been suggestive of that. Raj Chetty, for example, has made a different argument. The



paper's not quite ready to circulate. | have a work on occupational mobility with Geoff
Wodtke, Weiqi Wang, and Kristina Butaeva that actually finds some recent decrease in
occupational mobility, but that doesn't directly speak to the Gatsby issue. All of that's to
say that probably what is the way to make stronger arguments is to look at specific
mechanisms. Going down that route, the extent to which changes in income inequality or
social exchanges in degrees of economic segregation of neighborhoods, that by implication
will speak to something about a Gatsby type relationship. And so | think that in general for
the Great Gatsby curve, it's really a case where we need to look at specific mechanisms
and see whether there's evidence. And the second question is whether the aggregation
across the different mechanisms leads to the overall empirical regularities. And | took that
as an important message of what you had to say in your book.

Kenworthy: Let me just say quickly and tell me a few, if you think this is right or wrong. So
my read on the finding on neighborhoods, for example, as one pathway through which we
might observe this effect is that there has been growing segregation in the United States
during this, again, 40-ish year period of rising income inequality. But it's mostly at the top.
That is to say it's those with high incomes that are increasingly segregated from the rest. We
don't really observe an increase in segregation between, say, the middle and the bottom.
And the problem there is | don't think we, at least to my knowledge, we don't know a whole
lot about whether there's much of an effect on equality of opportunity from this growing
segregation at the top. That is to say, we don't know a whole lot about whether it confers
much advantage to kids who grow up in a very high income neighborhood as opposed to,
let's say, upper middle class kids and maybe the second or middle quintile of the
distribution who are increasingly separated from those at the top. We do know, | think,
pretty convincingly, that growing up in a poor neighborhood confers disadvantage
compared to growing up in a non-poor neighborhood. But I'm not sure we know much
about the effects of this increasing segregation to the top.

Durlauf: | think that's a fair statement. So if we think about the work by Geoff Wodtke,
David Harding, and Felix Elworth, which | find some of the most persuasive neighborhood
evidence, the key findings for them were that being in a neighborhood that was high poverty
and at the usual markers of being disadvantage, that did have demonstrable consequences
for educational outcomes. But the other dimension of the finding that's important is it was
about adolescents. In other words, even asking the question about neighborhood effects,
one has to think about a trajectory and identify the years in which children are particularly
sensitive to the neighborhood characteristics. | mentioned the Wodtke et al. paper partially
because it needs a wonderful paper. But second to say, | think that also is highlighting the
difficulty of making very broad sweeping claims for the reasons that you said. We really
have to have very specific information about the trajectories of kids that are in different



socioeconomic strata and understanding the effects of the, in terms of timing of exposures
to different types of neighborhoods and of course by implication, different types of schools.

Kenworthy: Yeah, that sounds right to me.

Durlauf: So having written the book and thought about this, what sort of equality
enhancing policies that would you find most compelling?

Kenworthy: | will say again that because I'm pretty convinced by the ethical or normative
argument, which has always been there, by the way, you know, this long preceded this
surge of research on consequences, potential harms of income inequality. But the fairness
argument has always been there and I've always been persuaded by it and | remain pretty
persuaded by it. | think income inequality is higher than it needs to be in the United States
and we ought to try to reduce it. What would help? Well, | think first and foremost, strong
labor unions, they tend to have effects both on the labor market and also through the
political process. But unfortunately, I'm pretty pessimistic about a resurgence in the
strength of labor unions here in the United States and here too, | note you had Jake
Rosenfeld on the podcast a while ago and he also expressed a fair amount of pessimism
about a surge.

For me, it comes mainly for looking at what's happened and not only the long decline in
labor union membership here in the United States, but also the fact that this has occurred
in many other rich democratic nations. With the exception of the five that tie access to the
unemployment compensation system to union membership, we've seen a reduction in
unionization rates that's pretty comparable actually, and this is a really striking thing, to
what we've seen in the United States. It started later, it starts in many of these countries in
the 1970s rather than the 1950s or 60s. But it's pretty similar. That's the main basis for my
pessimism, unfortunately. So what can substitute in terms of bringing up wages at the low
end and in the middle for labor union strength? Here | think we now have pretty strong
evidence again coming mainly from this period of the last four decades that tight labor
markets are really effective. We see this in the mid to late 1990s and we've seen it in the
period since around 2015 when the unemployment rate is consistently below 5%, maybe
four and a half. | don't know exactly where the right number is. We see gains in real wages
and they seem to occur throughout the distribution just as much at the bottom and
sometimes more at the bottom than in the middle or toward the high end. That seems to be
really important.

Beyond that there are other things that can be done—minimum wages and | think here, it's
worth looking carefully at the Australian system where you not only have a crude minimum
wage for all types of employees, but minimum wages that differ across occupations and



across economic sectors. We're starting to see a little bit of this in places like California, a
specific minimum wage for people in particular sectors of the low wage service economy. |
don't know how far that can go but | think it's something worth looking closely into. And
then maybe profit sharing, things like the earned income tax credit, a subsidy to people
who earn low wages which a lot of states and increasingly some cities are beginning to do
to supplement or compliment the federal EITC. Those things are important but | also would
stress the value of public services—everything from health care training to childcare and
early education to elder care. These sorts of things don't show up in our measures of
income and therefore income inequality or even wage inequality, but they arguably help to
equalize real living standards and opportunities or capabilities for people. They play a really
important role.

I think you see this especially in the Nordic countries and some other rich democratic
nations, but also already here in the United States we could just do more to expand these
sorts of things. Then we also can, if we wanted, do a little more to pull down some of the
incomes at the top. | don't think this should be the focus but you could achieve some
inequality reduction mainly through increasing taxes at the top while also generating
revenues that can help to fund those various services and also programs like the earned
income tax credit that boost incomes at the low end of the distribution. So | wouldn't,
unlike some current policy makers, | wouldn't put my focus there but | do think that can
play a role, a valuable role whether it's in income taxes or possibly also wealth taxes. | don't
think we have a lot of evidence on how effective the latter are and it's really noteworthy that
a lot of European countries have paired back or done away altogether with their wealth
taxes. So our evidence is even slimmer than it used to be in terms of how effective these
things are and how politically salable they are. But | do think it's worth considering those
and probably experimenting with them more than we already do now. We have various
forms of wealth taxes, but not a sort of straightforward asset tax like currently being
proposed here in California where | live and recently in France and then a variety of other
places.

Durlauf: So | wanted to emphasize the issue you raised with early childhood investment
because | think that there is good evidence of a set of policies that help the disadvantaged.
Early childhood investments certainly being one of them. The other simply is school quality
education. There's been a seat change | think in the understanding of the role of per capita
expenditures for public schools. I'm thinking of the work by Rucker Johnson and Kirabo
Jackson. And so thinking again about the educational trajectories of the disadvantaged and
asking where the sensitive points are in terms of improving investment can have
substantial effects. And | also wanted to re-emphasize the importance of what you said in
terms of wealth taxes providing resources. In other words, it's one thing we plan to level



down per se. It's a different thing to say we simply wish to use the benefits of such tax
increases for public services. And | very much appreciate the issue you raised of elder care
and, as an example of moving back to thinking about well-being as the consequentialist
object that we care about in thinking about good or bad societies.

Kenworthy: Yeah, that's very much my view.

Durlauf: So | hope we can then turn to the uncontroversial questions of socialism and
social democracy. As | mentioned in the introduction, you have two very interesting books
to talk about social democracy and socialism as alternative ways to think about a more just
society. And so starting with your book Would Democratic Socialism be better, | was hoping
you could outline your arguments. And so | will take the liberty of asking you to sort of
define socialism as before we go ahead because | want to get into that a bit.

Kenworthy: Yeah, wellit's a tricky business nowadays here in the United States because
Bernie Sanders and a variety of other people including the new mayor of New York and a
few people in the House of Representatives use the term socialist a lot to refer to
themselves. And in fact, plenty of people who are members of the democratic socialists of
America use the term when what they really favor is just something along the lines of the
Nordic model that exists in the Scandinavian countries. And I've taken to calling this social
democratic capitalism, which is just a name. | wouldn't want anybody to get too hung up on
it. You can think of it as something like the Nordic model, which basically just means a big
welfare state, you know, sort of comprehensive and generous set of public insurance
programs like old age pensions, unemployment insurance, sickness insurance and so on. A
wide array of mostly employment friendly or employment facilitating public services like we
were just talking about things like early education, job training, healthcare, eldercare and
so on that make it easier for people to combine work and family and also give them greater
skills or capabilities to get the kind of job and keep the kind of job that they want or move to
the kind of job that they want.

And then the other aspect of this set of policies and institutions that | think is noteworthy is
a fairly moderate level of regulation of product and labor markets, not too high, not too low.
So | think we have increasing evidence that it's better if you want a well performing
capitalist economy, meaning well performing, meaning creating incentives and having
plenty of room for lots of innovation and competition and yielding economic growth, but
also allowing space for these kinds of government programs that make people's lives better
and boost their capabilities, help the less advantage that you don't want to go too far in
imposing stiff regulations on labor markets or product markets. And that's more or less
what the Nordic countries have done. There’s a little bit of variation across these countries.
Denmark has been particularly notable for having very little in the way of labor market



regulation. So it's really, really easy for companies to fire Danish employees. And the idea is
that, you know, we'llimpose very few regulations, but make it easy for people to get back
into the labor market by providing a lot of training, subsidies, and help for firms to hire them
in the first place or rehire them.

OK, so anyway, that's the kind of model that a number of American policymakers and
others these days have taken to calling socialism. And |, you know, there's nothing wrong
with that. People can use the term socialist, however they want. | think it's more useful to
think about socialism as something that's separate or fundamentally different from
capitalism. And so | think probably the most useful way to think about this almost nobody
advocates for planning anymore. Almost everyone is on board with the notion that markets
tend to work better than some kind of planning at the level of a national economy. You
know, within firms, it's a different story, but at the level of a national economy. | don't really
see any prominent voices calling for planning anymore. So what would separate socialism
from social democratic capitalism or the Nordic model? | think probably it has to do mostly
with public ownership. So you'd you want to say that a socialist economy would have a
much higher level of public ownership or public employment than a capitalist economy. In
real existing capitalist economies, about 30% of employment being in a public sector is the
highest value you see today but again, is in the Nordic countries and a lot of that has to do
with the fact that the healthcare sector and almost all of tertiary education is in the public
sector. That's the main thing that puts those employment levels up close to around 30%
compared to most other countries, which are around 25/20. 15 here in the United States. |
think government employment is about 14% last time | checked of total employment.

So that on the one hand and then the other thing is economic democracy. A lot of socialists
believe that a fairer or more just or better economy would have a lot more employee
controlled and maybe even employee owned and operated workplaces. You'd have a lot
more esops employee share ownership programs or maybe just a lot more cooperatives
where the workers are both the owners and in control of the company. You can have an
employee share ownership plan where workers control less than 50% or they own, excuse
me, less than 50% and therefore don't really have majority control. But in a cooperative, so-
called cooperative, they do. So anyway, those two things, the public ownership or
employment and economic democracy, | think are the two main things that would separate
what we might call an actual socialist economy from something more like a Nordic type
capitalist or mixed economy.

Durlauf: So why not socialism? How would you articulate the main arguments and favor of
social democracy or social democratic capitalism over socialism?



Kenworthy: What | try to do in this book with democratic socialism isn’t be better, it’s to
say what | see or my reading of the arguments for socialism is that they consist mainly of a
critique of capitalism. And what's the capitalism that they critique? Well, on the one hand,
it's a theoretical model, a sort of abstract model or ideal type of capitalism. And this is
what Karl Marx mostly famously did in capital, but lots of other people have tried to do this
too. Orit's a critique of American capitalism, of the US version of capitalism, which is not
the only version of capitalism. And so what | try to do in this book is say if we want to take
really seriously the idea that something like democratic socialism might be better, what we
should really do is examine the best version of capitalism. And that | think is the best
performing version of capitalism, | think, is the Nordic model, this is what | call social
democratic capitalism. And so | try to run through a bunch of outcomes or features of an
economy where democratic socialism, socialists might hypothesize that their preferred
economy would work better than the Nordic model.

Of course, we don't have any real existing democratic socialist economy. So what | mainly
dois just look at the outcomes that the Nordic countries and other Western European
countries and even the United States yield on everything from incomes at the low end to
job quality, to health, to environmental devastation and on and on and on to see how bad
they, in fact, are. And | think for the most part, they're actually pretty good. These
economies have yielded not only real advances over time, but pretty good, not perfect, but
pretty good levels on all of these outcomes and the various other ones | try to run through in
the book. And so my main message or my main conclusion in the book is that if you really
believe that capitalism is intrinsically bad and can't be reformed, can't end up yielding
good performance outcomes, you should look more closely at the outcomes generated by
the Nordic countries. | just don't think that most of those who are advocating for some
alternative to capitalism these days have really done that, have really looked carefully and
closely at the outcomes generated by this particular version of capitalism.

And then the one other thing I'll mention is that you sometimes hear on the left that, well,
sure, the Nordic model was pretty good, but that's a story from the 1960s and 1970s. And
since then, either it hasn't performed as well as it used to or policymakers in these
countries have pulled back toward a more neo-conservative approach or market-friendly
approach or something along those lines. And so | try to assess that claim or that
conclusion. | think it's basically wrong. That's not what we see. We don't really see a
worsening of performance outcomes with a few exceptions, including income inequality.
So income inequality has gone up in all of the Nordic countries, not all that much, and
starting from very low levels toward the end of the 1970s. And so the gist of the conclusion
is, 1 think, on both counts, I'm inclined to say if you're looking for a really good and also fair
economic model, look first at what the Nordic countries and some other Western European



countries have achieved. And even here in the United States at what we've achieved
compared to a century ago or half a century ago, before you reject capitalism altogether.

Durlauf: | think these points are very well taken. And certainly when Bernie Sanders was
running for president, he was often treated Denmark as a role model, so to speak, and was
often to write it for that. And that, to call Denmark Socialist, is stretching the definitions.
And | concur that it seems that among the key features to define what is a socialist
economy, one of them is substantial public ownership. The second you brought up with
economic democracy, that's a trickier one for me to understand in terms of being able to do
the counterfactual simply because | don't think we have good evidence on that. Even in the
Nordic cases, maybe you disagree on that. But | think that it also raises something that's
outside the domain of economics, which is many of the democratic socialists, they have a
different vision of the society in which could modification, for example, is less salient and
solidarity becomes more important in social relations. And those moves outside the
domain of, | would say, the way that we have been conversing about socialism versus
social democracy. And so I'll put that on the table as something an advocate might raise.

So in terms of thinking about efficacy, people talk about American exceptionalism. It's
always an odd phrase to me since presumably every country has its own form of
exceptionalism. But the serious question would be that what features of social democracy,
as seen in the Nordic countries, do you think are most likely to be capable of generating a
political consensus over time or fit with the American character or however you think about
it?

Kenworthy: For me, there are two separate questions here that are often conflated. | often
hear, and I've at times believed this, that there's something about this Nordic model that
wouldn't fit well or wouldn't work well in the United States. But really, there are two
separate questions. So one is, what's the likelihood? What's the possibility that the United
States will adopt and act, implement these various policies that constitute the Nordic
model? And a second question is, if we did that, would they yield the same good results?
Or would they yield the same good results without suffering trade-offs of stifling innovation
or slowing economic growth or that sort of thing? So | completely understand, and to some
degree, share the skepticism that many have about the likelihood of us adopting these
policies in the United States. | nevertheless am pretty optimistic over the long run.

And here, what | tend to point to is if you look at a graph of a very simple measure of the
scope and generosity of the welfare state in these 20 or so rich capitalist democratic
countries, going back to say 1920. You see, around 1920, these countries spent virtually
nothing on social programs, whether it's public insurance programs or services. That



begins to expand in the 1930s. And in most of these countries, it's a steadily growing
upward line.

If you look today, here in the United States, we spent about 20% of GDP on government
social programs. The leading countries, the Nordics and also France and Belgium spend
somewhere in the neighborhood of 30%. So big, big difference. And yet if you look back at
1920, almost all these countries spent less than 5% of GDP. So we are now, we in the
United States are now closer to contemporary Denmark or Sweden or Norway or Finland.
Then we are to the United States of 1920. All that's to say that if you just extrapolate those
lines, half a century from now, the United States is spending around 30% or something like
that of GDP on public social programs. There's nho guarantee that we're going to continue in
that direction. But if we follow this sort of slow but steady process with incremental bursts
like in the 1930s, 1960s and the Affordable Care Actin 2010, we end up looking something
like contemporary Denmark or Sweden or Finland or Norway in a generation or two, let's
say. So again, | think there's lots of reasons to be skeptical that that's what's going to
happen. But | do think it's a very plausible political scenario.

Now the second question, I'm much, much more optimistic about. The second question is
if we were to implement or enact these policies and some of this, by the way, just means
expanding policies that we already have on the books. We have a public health care system
in the United States that insures about 40% of Americans. It's two systems actually,
Medicare and Medicaid. But it already exists. And so rather than having to create something
from scratch, if we were to go the route like the Nordic countries and Australia and Canada
where we have a sort of fully government-paid single-payer system, whether or not all of
the providers are public employees, we could just expand one or both of those existing
systems that we have. Same is true with a variety of other things. We're beginning to get
early education across the states and in a couple of cities. So part of this is enacting new
policies like maybe a national sickness insurer system and national elder care. But some of
it's just expanding existing policy. If we did that, | think there's every reason to think that
they would work just as well in the United States.

There were a bunch of reasons to think that the Nordic countries are peculiar in maybe
their work ethic or their level of trust or their ability to have effective government. And
rather than trying to run through all of those, | will just say that I've got a chapter in the
Social Democratic Capitalism book and actually an updated version of that on my webpage
that anybody who's interested in my discussion of can just go to read. | try to work through
all of these various hypotheses about why the Nordic countries are special or unique or
idiosyncratic and why therefore we should not expect these types of policies and
institutions to yield the beneficial outcomes or the beneficial outcomes without much in



the way of trade offs that they do in those countries if they were enacted here in the United
States. | think all of the hypotheses are plausible, but they're all probably rolling in the end.

Durlauf: Lane, thank you so much. It was really a delightful conversation and it's wonderful
to have a chance to discuss these lovely books you've written. So thank you.

Kenworthy: Thank you, Steve. And I've enjoyed this and the podcast more broadly. You’re
doing a fantastic job with it. Looking forward to future episodes.

Durlauf: So this has been Lane Kenworthy. Much to think about, really the type of richness
that's all too rare in social science and so | really urge you to read the books.

The Inequality Podcast is a production of the Stone Center for Research in Wealth
Inequality and Mobility at the University of Chicago. | want to end the podcast with thanks
to the people who really make it happen. First | want to express deep appreciation to our
producer and engineer Shane McKeon who oversees every aspect of the process of
creating these podcasts and really does just a splendid job. Second, I'd like to thank our
Assistant Director Nina Gray for production oversight and the role she plays in bringing the
podcast to fruition. Finally, I'd like to thank Grace Kolavo who's the Executive Director of the
Stone Center who basically does everything in terms of making the center work. You may
get in touch with us at stonecenter@uchicago.edu. Thank you so much for listening.

This transcript was produced with the assistance of Al.



