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Over the past 20 years, there has been a dramatic expansion, especially in Europe and the USA, in the number of firms that are owned and controlled by their workforces. Although in some of these firms workers have partial ownership but little control, the number of firms that are both worker-owned and worker-controlled has been growing at an increasing rate. Furthermore, these producer co-operatives are enjoying a degree of success in terms of profitability and survival that far surpasses expectations based on earlier experiments.

There has also been a rapid expansion of intellectual interest in the nature of and potential for worker-owned and worker-controlled firms. Increasing numbers of academics specialize in the study of producer co-operatives. These scholars are found principally in the disciplines of economics, sociology, political science, labour relations, and management. New journals have sprung up dedicated to this field, and articles dealing with the topic appear increasingly in the prestigious journals of specialized social science disciplines. Several conferences are held each year, and even at general professional social science conferences, greater numbers of sessions are being devoted to the topic. Associations and consulting firms have sprung up to provide expertise to those wishing to create producer co-operatives or convert to them from traditional capitalist firms.

There has also been a renewal of interest in worker participation within labour unions and worker organizations. The belief that labour must maintain an adversarial role towards capital and management appears to be giving way, albeit slowly, to a search for strategies that will reduce capital-labour conflict. These strategies have spanned the spectrum from putting workers on corporate boards of directors to full worker ownership and control.

Even governments in Western capitalist countries have taken actions towards increasing worker participation. In a number of countries, legislation has been passed requiring worker representation on the boards of directors of large firms. State aid has been provided for establishing producer co-operatives. In the USA, significant tax advantages are offered to firms that grant workers a degree of ownership. Indeed, there is surprising support within many traditional political parties. In England, for instance, all major political parties are on record as favouring greater worker participation.

Yet in spite of this dramatic expansion in the practice and theory of what has come to be called workplace democracy, relatively few people know of the phenomenon. Indeed, most citizens in Western capitalist countries appear not even to have heard of the concept. This is surprising, in that workplace democracy has been a social ideal for well over 150 years. It is perhaps especially surprising that in those countries that have long celebrated political democracy, so little thought would be given to democratizing the workplace - a domain occupying half of most adults' waking lives. When most people think of the firm, they envisage only two models: the firm is owned and controlled by capitalists or the firm is owned and controlled by the state. These models are, of course, basically the same, in that in both, workers have little say in the nature of their work life. In both, workers are bossed about.

The consequences of this general lack of knowledge of workplace participation and democracy are perhaps all too obvious: most workers are unaware that their work-life might be dramatically different. Capitalists and managers are typically unaware of the productivity gains from extending greater decision-making authority to their workforces. And because political leaders are frequently unacquainted with the potential benefits to their economies of worker participation - not to mention enhanced worker welfare - the legal and tax structures that would encourage greater workplace democracy are slow to evolve[1].

Yet as noted above, workers have been gaining both greater ownership and control over the tools and resources with which they work. In this essay, it will be argued that there may well be a degree of inevitability to this trend. The character of classic capitalism - where workers are separated from ownership and/or control over the means of production - may be posing serious limitations to productivity. The separation of workers and capital results in a critical conflict of interests that must be addressed if firms are to remain dynamically competitive. In many industries, the only sustainable resolution of this conflict may require granting greater ownership and control to firms' workers.

The differentia specifica of capitalism

Much of late eighteenth- and nineteenth-century political economy identified the conflict between capital and labour as an essential determinant of social dynamics within capitalism[2]. Yet it is in Marx's work that the most thorough and penetrating analysis is to be found. Marx argued that the very essence of capitalism is that workers are separated from ownership and control of the means of production. Indeed, he identified the rise of capitalism as the traumatic social transformation in which this separation of workers from tools and resources occurred. Once workers were forced to search out employment with those who owned or controlled the means of production, a fundamental struggle ensued: forced by competition to seek the highest profits possible, the owners or capitalists would squeeze the greatest work from workers for the least pay; whereas workers would struggle for higher pay, greater economic security, and more control over their own lives. Marx attempted to demonstrate that the separation of capital and labour and their resulting conflict had broad social consequences in terms of both politics and ideology.

He also believed capital-labour strife would come to a happy end. The maturation of capitalism would intensify this strife, lift the ideological veil to prompt the exploited working class to seize political power, and usher in socialist society. Marx did not get the prediction quite right[3]. Yet, as will be argued below, he was essentially correct in viewing the tension between capital and labour as the central antagonism or contradiction within capitalism[4].

Capital-labour tensions in contemporary capitalism

For well over 200 years, the interests of labour have been pitted against those of capital, both within the firm and in the political arena, over such issues as the length of the working day, the intensity of the work pace, the introduction of new technology, workplace safety, the right to organize into unions, immigration, and over the past 50 years, the appropriate uses of fiscal and monetary policies. Although some of the issues may change, the fundamental tensions between the interests of capital and labour have continually been in evidence. Yet, as noted above, these are not frequently accounted for within liberal economic science. In the pages that follow, the most significant contemporary instances of this tension will be briefly explored. Although all capitalist countries suffer the consequences of capital-labour tensions, for the sake of brevity, attention will be focused principally on the USA.

Responding to intensified foreign competition

Today, the centrality of capital-labour strife in contemporary capitalist societies is perhaps most visible in how firms deal with heightened foreign competition. For instance, suppose that foreign producers are able to supply a product that is of better quality, less expensive, or both. What are the options currently available to the affected firms? Since wages represent the greater part of costs for most firms, the quickest response would be to lower wages so as to be able to bring product prices down to competitive levels. Workers will understandably resist such a strategy. Workers understand that management is first and foremost beholden to "absentee owners", and that wage concessions will not likely be in their long-term interests, but rather in the interests of those who receive the profits. In addition, with the exception of unionized firms, management is under no obligation to share detailed financial and operating information with workers, so there is often scepticism that the cuts are even necessary[5].

A second strategy to which the firm might appeal is to lay off workers or speed up the work process. Workers will, of course, oppose lay-offs. Some would lose their jobs and others would need to work harder. And they would resist speed-ups for the same reasons they resist wage cuts. They would have no assurance that their sacrifice would ever be to their own benefit. Workers are all too aware that improved fortunes for a firm may result in investment in distant plants or other industries.

A third, more long-run strategy, would be to seek out new cost-reducing technology. Cost-reducing technology is, of course, in the interest of society as a whole. It generally means more for less; more output for less input. However, where workers are separated from ownership and control of their own workplaces, society's generalized gain from technological progress often threatens some particular workers' wellbeing. Because much new technology is labour-displacing, workers sometimes resist technological progress, putting them in the unenviable role of latter-day Luddites[6].

A fourth, far more drastic, strategy for responding to foreign competition is for the affected firms to relocate their plants where wages are lower. In the USA this has accounted for the shift of economic activity from the frostbelt to the sunbelt. Plant relocation to avoid high-wage and combative labour has also been international, to countries where labour is unorganized, wages low, workplace standards lax or non-existent, and workers relatively passive. For the US economy as a whole this strategy is a catastrophe. The local economies of the abandoned communities are devastated. Infrastructure that had been built to support the plants and their workers - roads, sewerage systems, school buildings and so forth - is often left to decay[7]. This represents a significant waste of society's scarce capital[8].

A fifth option for dealing with foreign competition is to petition government for trade protection, subsidies, or both. Although this strategy transcends a firm's capital-labour strife by joining its capital and labour against the interests of consumers and taxpayers, it does not appear to be in the best long-run interests of such firms. Shielded from competition, firms frequently fail to carry out measures necessary for long-term survival[9].

Clearly, all of the available options for meeting foreign competition, with the exception of the fifth, work against solidarity and a sense of community within the firm. And the fifth solution pits these firms and their workers against the best interests of the rest of society, and ultimately against the interests of the protected firms and workers themselves.

Worker education and training

The traditional expectation has been that workers receive their educations before their entry into the workforce. That education, supplemented by some on-the-job training, was believed sufficient to keep workers productive throughout their work lives. Although such expectations may have been appropriate for a world in which change was gradual, they have become increasingly inappropriate, and are especially so for the future. The increasing pace of technological change means that workers will need to update and expand their productive knowledge and skill throughout their working lives. Some of this upgrading will probably have to occur within the institutions of higher education. But ideally, as much as possible of this continuing education would occur as part of the job.

However, within traditional capitalist firms, the extent to which workers are provided with ongoing education is likely to be suboptimal. The reason is that the interests of workers and those of the owners of capital are frequently divergent. Workers wish for as much productive knowledge and skill as possible. This knowledge determines their value to employers and society and hence their incomes and job security. The owners of capital also wish for workers to be as educated as possible. However, it is frequently not in their own interests to bear the expense, because they have no way to compel workers to remain their employees and so may not recapture their investment. Competing firms that have not borne the added education expense can offer these better-educated employees higher salaries[10].

The cost of supervision

The interests of capital purchase a worker's time, but this does not necessarily include the worker's willingness to work hard. Because workers are often suspicious that they will not benefit from being highly productive, they may find little reason to work carefully and diligently. They may shirk. This presents two problems to the interests of capital: they must have some means for determining if the worker is delivering what the wage contract promised[11]; and they must possess some means for enforcing the contract. The contract between capital and labour constitutes what has been termed "contested exchange" (Bowles and Gintis, 1988).

One of the most effective strategies available to the interests of capital is to hold out the possibility of promotion to those workers who excel in fulfiling their contract. However, this strategy is limited because only so many promotions are possible.

There are essentially four other methods available to management for getting workers to work hard. One is the piece-rate system. Each worker's wages are tied to the quantity of output produced. However, this method can only work well where the quality of output is relatively constant and measurement of individual output is possible at low cost. If quality of output might vary, then the workers' efforts can be expected to be biased in favour of quantity over quality. The piece-rate system is also ineffective where the production process makes it difficult and expensive to disaggregate each worker's contribution[12].

A second method is to tie the speed of work to the pace of machinery. The assembly line is the best known example of this method.

A third method is a profit-sharing scheme whereby workers receive extra income, often in the form of stock ownership, in proportion to the firm's level of profits. However, because profits vary for reasons other than worker effort, it has widely been held that the effect of profit-sharing on work effort can be expected to be negligible.

A final method for ensuring that workers are productive is direct supervision. Some direct supervision is, of course, also required with the piece-rate and machinery-pace methods. However, in many instances worker performance can only be determined by constant observation. The drawback of supervision is its cost; supervisors must be paid, but they are not directly productive. They constitute a police force that attempts to guarantee that others are productive. But they also increase costs indirectly by lowering worker morale and increasing worker mistrust of management.

Supervision is required to ensure not only that workers put in a full day of work, but also that they do not sabotage production or steal from the firm. For instance, where the work pace is overly demanding, workers may have an incentive to let machines break down. With machines down, they get a rest.

The fact that the interests of capital must continually struggle to devise ways to enforce the labour contract may also affect the nature and direction of technological change. New technology is developed and adopted to reduce costs, and one way to reduce costs is to develop and adopt innovations that permit superior monitoring and control of workers. "Taylorism" and "Scientific Management" are the terms often associated with this form of technology. But these innovations absorb scarce resources that could be expended on other technological improvements if there were less divergence between the interests of capital and labour[13].

Workplace safety

It goes without saying that workplace safety is of the utmost importance to workers. But providing for workplace safety can be costly, and therefore, it can be in the interest of capital to delay or ignore demands for greater safety. The reason has nothing to do with good guys versus bad guys. A firm that permits itself a conscience and takes on the added costs of safety today may decrease its chances of surviving tomorrow if its competitors behave otherwise - an instance of "nice guys finish last!" The consequence of this manifestation of capital-labour tensions is that the government is obliged to set up blanket safety regulations such as those monitored in the USA by OSHA[14]. Unfortunately, since blanket regulations cannot fit every workplace, they become exceedingly expensive to monitor and often place absurd compliance costs on firms, especially small ones.

Work rules

Where workers neither own nor control the tools with which they work, productivity advances can often be to their detriment. If changes are made that enable fewer workers to produce the same quantity of output, then some workers may become redundant and face being laid off. To protect their jobs, workers often attempt to force the firm to agree to a set of work rules, or carefully specified work practices, which can be quite complex and cause considerable inefficiency. Common examples are featherbedding - the retention of more workers than are needed - and job designations that require a specialist to do specific jobs, even where no special skills are required.

Capital-labour compromises and the political business cycle

With capitalism's maturation, workers became increasingly organized politically, and to avoid social discord it became necessary to share political power with them. Eventually the right to vote, and thus a modicum of political power, was extended to all citizens.

Once the interests of labour achieved relative political parity with the interests of capital, compromises became necessary. Instances of capital-labour compromises can be found in such anti-competitive phenomena as protectionism, licensure, "fair-trade" laws, regulated industries, minimum wages, and corporate bail-outs. The long-run consequences of such compromises are productivity growth that is slower and rates of inflation that are higher than otherwise would be the case.

The threat is that a form of stagflation will result as policies swing from favouring labour to favouring capital and back again. When political parties partial to the interests of workers are elected, stimulative Keynesian policies are set in motion to reduce unemployment. But this threatens to worsen inflation. Worsened inflation paves the way for the election of parties more representative of the interests of capital, which use restrictive Keynesian tools to discipline workers and reduce inflation[15]. However, because this creates higher unemployment, it improves the subsequent election chances of the political parties with greater worker sympathies.

This suggests a political business cycle whereby the interests of capital and labour alternate in political power, slowing and then accelerating the economy. The likely consequence would be anaemic macro-economic performance[16]. The cost in terms of lost wealth-creation potential can be substantial[17].

Workers against workers

A final manifestation of capital-labour strife is the pitting of workers against one another. Within an enterprise, each worker has an interest in viewing all other workers as potential enemies, not only as candidates for potential promotions[18], but also in terms of job security, since each will prefer that others be laid-off first should hard times come. Thus, it is in each worker's own self-interest not to share production knowledge and skills, lest in doing so others are provided with an advantage when the interests of capital must choose which workers to let go.

Ideally, workers would have an interest in helping each other on the job, in sharing skills and knowledge, and in co-operating in ways that are often essential for high productivity. Indeed, such sharing is what might be expected from people who work together. But the divided interests of capital and labour reduce the potential productivity gains that such co-operation would promise.

Towards more democratic property rights

Over the past two centuries, students of economic history such as Adam Smith, Karl Marx, Thorstein Veblen, and most recently Douglass North, have taken note of the manner in which prevailing property rights inhibit technological and economic progress. Capital-labour strife is just such an instance. Fortunately there are two major forces at work serving to move us beyond this institutional impediment to progress.

The most powerful of these is economic in the broad sense of the term: the extraordinary intensification of competition which has taken place over the past 25 years. This competition has been intensifying as if geometrically, and promises to continue to do so. The second major force propelling us beyond capital-labour strife relates to where humanity, and more specifically the USA, stands today in the broad sweep of history towards ever greater progress in human freedom.

Intensification of competition

As noted above, when growth is robust, capital-labour strife tends to remain relatively dormant. Broad-based economic growth after the Second World War was in substantial part due to the fact that US industry effectively held a world monopoly position. Because so much of the productive capacity of other industrial powers had been shattered by the war, the USA enjoyed a sustained advantage. For instance, in 1950 US industry produced approximately 60 per cent of the manufactured output of all Western industrialized countries. In the early 1950s US industry accounted for 29 per cent of world exports of manufactured goods[19]. US firms were at the technological frontier in practically all industries. They benefited from the economies of scale made possible by the huge, wealthy and well-integrated US economy.

Also, a number of institutional changes - in effect, changes in property rights - had occurred during the 1930s and 1940s that would serve to maintain relative capital-labour peace. The high level of capital-labour strife during the Depression years had led to the creation of a legal framework for collective bargaining. By the late 1940s legislation at both the federal and state level had established an institutional apparatus to deliver social security, unemployment insurance, disability payments, and workers' compensation. Workers would fight for better deals on these issues in the political arena rather than at the bargaining table, thereby reducing strife within the firm[20].

The post-war accord between capital and labour, along with the favoured position of US industry, meant that competitive pressures for much of US industry were mild, at least relative to what they were to become. Wages and employee benefits did not greatly threaten profit margins, not to mention firms' survival.

However, as Europe and Japan resurrected their industrial capacity and began experiencing "economic miracles", competitive pressure on selected American industries intensified. The USA lost its trade surpluses, first in textiles in the late 1950s, followed by steel and automobiles in the mid-1960s (Lawrence, 1983, p. 146). Over the next 20 years foreign competition intensified for more and more sectors of US industry.

Heightened competitive pressures have pushed firms to struggle ever harder to cut costs and raise productivity. Since most costs are current labour costs, this has meant increased downward pressure on worker wages and benefits[21]. Growth in real wages slowed after 1966 and began falling after 1973. The US economy continued to grow, but labour was failing to share the benefits.

As noted earlier, labour's mistrust of management is expressed in terms of downward wage rigidity. One consequence is that many firms have moved operations to areas where labour is cheaper and less organized, either in the USA or abroad. A second consequence of downward wage rigidity in a context of increased competition is that risk is increased, especially for long-run investment. In the USA, not only has investment become increasingly short-run, it has also increasingly taken the form of financial speculation in existing assets as opposed to the creation of new productive capital.

The options for reducing capital-labour tensions are quite limited. Repression - a strategy often used in less-developed capitalist nations - is not only counter to Western democratic ideals, but is likely to result in a degree of civil strife that precludes the economic stability necessary for growth. Severe recessions serve to rediscipline labour, but the costs are high in terms of lost output. Understandably, then, there is an ever-present temptation to resort to protectionism. However, although protectionism may buy short-run capital-labour harmony, it reduces the discipline of competition and thus is likely to lead to long-run industrial decay and an eventual decline in relative living standards.

New technologies, especially in communications and transportation, combined with more countries entering on industrialization, mean that competitive pressures can be expected not only to continue but to intensify into the foreseeable future. Those economies that are most successful in overcoming capital-labour tensions will command a considerable competitive advantage. Indeed, they will force all others eventually to adopt the same or similar strategies.

Undoubtedly, those strategies will have to address the need to continually upgrade worker training. Human capital - worker knowledge and skills - is becoming the dominant factor of production in advanced capitalist countries. Yet, as was noted above, the divergence of interests between capital and labour leads to underinvestment in labour education and training. Changes in the character of production are making this problem increasingly severe.

Not only does new technology, especially computerized production, require constant learning on the job, but increasingly workers have to keep up with more than just specific skills in a limited domain. Instead, they need to become "generalists", capable of grasping the source of, and intervening to correct, a vast array of ever-occurring problems. They need the sort of knowledge provided by formal, as opposed to task-specific, education (Bartel and Lichtenberg, 1987; Hirschhorn, 1984; Nelson and Phelps, 1966; Welch, 1970).

But in a conventional capitalist firm, it is especially not in the interests of capital to provide workers with the optimal amount of "generalist" knowledge for maximum production efficiency. This form of knowledge has the greatest degree of portability. That is, it is especially highly generalized skills that workers can carry to a competitor who can pay a higher wage because the training costs have already been paid.

Thus this divergence of interests biases a traditional capitalist firm towards investing in worker education programmes that most specifically meet that firm's needs. It also biases such firms towards investing in physical capital versus investing in its workers. Because physical capital is owned, there is greater potential that the value of the investment will be captured. This divergence of interests between workers and the owners of capital means that workers receive sub-optimal on-the-job education, resulting in an economy with a sub-optimal stock of human capital and hence a sub-optimal rate of dynamism.

Freedom and post-materialist values

A second force that heightens capital-labour tensions and promises to become ever more influential is the historically recent - almost quantum - leap in human freedom in today's wealthy societies. Indeed, it is possible to view the history of the human species as the history of increasing freedom, founded on humanity's increasing control over the material environment. The upward trend, although not without interruptions and even reversals, has been geometric, increasing at an increasing rate.

Since the Second World War, something unprecedented in human history has occurred: in the USA, as well as in most countries of Western Europe, generations have come of age where the overwhelming majority live without any real sense that material privation could ever be their lot. To recognize how extraordinary this is, we need only reflect on the fact that in times past, work was always compelled by extreme material privation. Of course, exploitative social relations caused work and its fruits to be highly unequally divided. But even if greater equality had prevailed, the overwhelming majority of humanity would necessarily have lived with the ever-present fear of starvation.

It is only in the last several centuries that the growth of productive capacity has outpaced population growth in a sustained manner. The extraordinary abundance this has brought to the now industrialized countries led to a weakening of the scarcity-imposed work ethic. This work ethic has come to be replaced in part by a democratization of what Veblen referred to as conspicuous consumption. People will work hard, even at boring and stultifying jobs, so as to participate in competitive consumption. Yet this compulsion to work for the sake of conspicuous consumption seems to be strong only when combined with a degree of actual material insecurity. Hence, when that first post-Second World War generation, raised in such unprecedented affluence, entered the job market in the mid-1960s, they exhibited a reluctance to work hard merely for income with which to buy goods.

Sociologist Ronald Inglehart has found that this extraordinary victory over the harshness of scarcity generated a shift from materialist to post-materialist values, from "an overwhelming emphasis on material well-being and physical security toward greater emphasis on the quality of life". They "are Postmaterialists precisely because they take economic security for granted" (1990, pp. 5, 238).

The unwillingness of post-materialists to accept monotonous, dangerous, or otherwise degrading work was aggravated by the fact that the interests of labour had become sufficiently powerful politically to force the creation of a welfare "safety net". The consequence is that a labour-discipline problem appeared that, it has been suggested, may be a root cause of the productivity slowdown that began after 1966[22].

Trends are seldom without interruptions, and by the mid-1970s workers in the USA were increasingly disciplined by higher unemployment and declining real wages[23]. Then in the early 1980s, the USA experienced the worst economic downturn since the Great Depression. The recovery by the late 1980s had not returned average family incomes to where they had stood in 1977[24]. Furthermore, since the mid-1970s, income distribution has become increasingly skewed in favour of the wealthy. Thus not only were the majority of Americans worse off in terms of purchasing power, their relative social standing had deteriorated as well[25].

However, although workers are relatively worse off, they have not been subjected to the threat of extreme material privation. While it is less protective than it once was, a safety net remains. Material insecurity may still be used to force workers to work diligently, but relatively slow growth in productivity statistics suggest that unless it becomes quite extreme, its power may not be substantial.

Moreover, there is every reason to expect that this decrease in living standards is temporary. Real incomes will again rise, and as workers are increasingly distanced from the threat of economic privation, they will continue to demand more freedom in other domains of their lives. And the domain in which the majority of humans in modern society possess the least freedom is the workplace.

The vertical structure of authority within most workplaces entails that otherwise free humans must take orders, often unquestioningly, from above; they are bossed about[26]. It seems likely that at some point workers will no longer be willing to sacrifice a substantial portion of their freedom merely for more consumer luxuries. And if affluence prompts workers to baulk at demeaning work, industries will find it difficult to compete with their rivals in poor countries where workers live in greater fear of material privation.

The neglected political appeal

Worker ownership and control of the means of production has long been depicted as radical, a left-wing programme. Yet clearly this is not the case. What, after all, could be radical about workers owning and controlling the tools and resources with which they work[27]? What could be radical about individuals who share common interests, deciding together in a democratic forum how best to achieve those interests[28]? In fact, the rhetoric sounds every bit as right-wing/Republican as left-wing/Democratic: decentralization of power, accountability at the individual level, self-reliance, individual initiative, free markets and private property. Nevertheless, the broad case for workplace democracy has yet to be set forth forcefully in the political arena.

Within a capitalist economy, the major obstacle facing worker ownership and control is access to credit. Removal of this obstacle would require public polices explicitly directed towards making credit available to democratic firms. Insofar as the US government has long been involved in making credit available to categories of borrowers facing disadvantages in credit markets (e.g. farmers, small businesses, students, homebuyers, etc.), nothing radically new would be required. But public pressure would be needed to bring such legislation about. And for that to occur, a massive re-education of the US people would have to take place about the benefits of worker-ownership and control[29].

Notes

1. Some political observers have suggested that contemporary politicians no longer exercise significant leadership functions; that instead, they follow the current climate of opinion among the electorate. To the extent that this may be true, a movement for workplace democracy would have to rise from below.

2. For instance, an early observer, Nathaniel Forster, noted in 1767 that "the masters and their workmen are unhappily in a perpetual state of war with each other" (Foster, 1767, pp. 60-1). Adam Smith's Wealth of Nations is replete with observations of this fundamental tension between capital and labour. Numerous examples are cited in: Lamb (1973); Rosenberg (1960); Samuels (1973); and West (1969).

3. Marx was, of course, projecting forward trends that he observed in the first half of the nineteenth century. However, there were a number of countervailing forces that he was unable or failed to anticipate that would serve to soften class tensions. For instance, by the second half of the nineteenth century real wages were rising, even to the point where workers began to participate in competitive consumption. That is, rather than joining other workers in solidarity against the capitalist class, they competed with one another in emulating the consumption patterns of the elite classes. Also working against worker solidarity was the fact that, contrary to Marx's view that all workers would be reduced to a common low level of existence, both the labour market and the workplace were becoming stratified such that some workers would see themselves as being above other workers. Marx also failed to grasp that under the influence of nationalistic passions, rather than uniting, workers of the world would readily line up on opposite sides of the battlelines and slaughter one another in patriotic fervour. The state also came to play a critical role in dampening cyclical fluctuations and lessening the hardships of those at the bottom. Finally, Marx did not anticipate the substantial growth of labour ownership (although not control) of capital, principally through group pension plans.

4. However, it will not be argued that the conflict between capital and labour can be usefully formulated in terms of classes. The reason is that the interests of those who work and those who own capital are not so neatly divided as class-based analysis presumes. Consequently, the term "interests" is used in lieu of "classes".

5. In the USA, the Federal Government's National Labour Relations Board requires that firms open their books to union leaders. However, the percentage of the US workforce that is unionized has been falling (currently it is less than 15 per cent), and few non-unionized firms relinquish such information voluntarily.

6. The Luddites were followers of Ned Lud, who in the early nineteenth century broke up new textile machinery, believing it to be the cause of the workers' low wages and unemployment. Those workers who currently oppose new technologies in their workplaces are seldom Luddites in the machinery-smashing sense of the term. Nevertheless, whereas their opposition to labour-displacing technology may be rational from their own vantage points, it is irrational for society as a whole. And here, Adam Smith's "invisible hand" breaks down: individuals pursuing their own self-interest do not promote the public good.

7. Among the other problems suffered by communities abandoned by plants are: reduced demand for the output of virtually all local businesses, erosion of the tax base, a decline in community services due to the contraction in the tax revenues, and higher tax rates due to the smaller tax base combined with higher unemployment and welfare expenditures. For an extended discussion, see Bluestone and Harrison (1982).

8. Capital flight also entails losses to global human welfare. For instance, plant relocation may retard technological progress for humanity as a whole if the move requires less sophisticated technology to fit a less educated, more servile workforce. Further, plant relocation may be to communities with far weaker environmental protection laws, thereby worsening global pollution.

9. Indeed, evidence suggests that in the wake of protective measures, the health of the shielded industries often continues to deteriorate (see Hillman, 1982). Magaziner and Reich report that after so-called voluntary restrictions went into effect in 1968, the steel industry's "capital expenditures for each of the six subsequent years were below their 1968 level... The same failure to retool during periods of protection has characterized most of the textile, apparel, footwear, and color television industries" (Magaziner and Reich, 1983, p. 208).

10. If workers were committed to their firms for life, this problem would disappear, since firms could then expect to reap the benefits of investments in employee training. Indeed, this has frequently been cited as one of the major advantages of the practice (now apparently waning) of life-time employment that has existed for over 30 per cent of Japan's workforce. This life-time employment has been found in Japan's most dynamic firms. In general, the less mobility workers have, the greater the return to firms for their investments in training.

11. An associated problem for capital is to determine exactly how much output a worker is capable of producing. Desiring the greatest wages for the least work, workers have every reason to conceal their highest potential productivity from management. Frederick Winslow Taylor, the father of so-called "Scientific Management", argued that the greatest problem facing management "lay in the ignorance of the management as to what really constitutes a proper day's work for a workman". A good part of scientific management consisted of strategies for getting the worker to reveal his or her full potential (Taylor, 1947, p. 53).

12. It should be noted that computer technology is beginning to provide powerful new techniques for measuring individual worker output.

13. For discussions and examples of how the interests of capital expend resources to discover superior means to control labour, see Marglin (1974), and Braverman (1974).

14. The interests of capital view this sort of government intervention as not only unnecessary but harmful. Free workers choose their jobs, assessing the risks against the pay. That is, presumably they are compensated for job risks. Therefore, government regulation is costly and distorts the ideal allocation of resources that would evolve in a society of free individuals. Critics of this view argue that in a society in which unemployment and job insecurity are high, this stance makes a mockery of the workers' freedom. They point out that too often the choice is not between a risky job at high pay and a safer job at lower pay, but a job of any sort versus no job at all. For an insightful analysis of this meaning of choice, see Blatt (1979-80).

15. To the extent that a trade-off exists between unemployment and inflation, it is understandable that workers might usually be expected to view the former as the greater evil. Also, inflation typically benefits debtors by reducing the real value of their debt, whereas creditors are harmed as the real value of what is owed them erodes. Insofar as workers are more often debtors than are the wealthier owners of capital, there is an added reason why the interests of capital and labour will be split concerning the trade-off between inflation and unemployment.

16. The argument that the business cycle should be viewed as more a political than an economic phenomenon has been set forth by economists on both the right and the left. See, for instance: Boddy and Crotty (1975); Maloney and Smirlock (1981); Nordhaus (1975); Paldam (1981).

17. Gerald Epstein has estimated the costs of bringing down the inflation of the late 1970s/early 1980s with recessionary policies as follows:

If conservative economics brought down inflation by about nine percentage points - from 13.5 percent in 1979 to 4.3 percent in 1984 - then it cost almost $200 billion for each point. That comes to almost $3,000 per family and almost $1,000 per person for each point (Epstein, 1986, p. 44).

18. Studies have found that competition for individual advances such as promotions and bonuses reduces co-operation within the firm. (see Dye, 1984; Lazear, 1989). W. Edwards Deming, legendary adviser to post-Second World War Japan on quality control, long argued against competition within the workplace.

19. Lawrence notes that "The shortage of foreign manufacturing capacity can be inferred from the surpluses in the US balance of trade in all major end-use categories in 1950, including those in which the USA had deficits before the war" (Lawrence, 1983, p. 145).

20. However, labour's political power was also constrained. The Taft-Hartley Act made illegal in the USA the massive nation-wide strikes that periodically paralyse Western European economies.

21. Because capital is highly mobile internationally relative to labour, labour bears the brunt of intensified international competition in the form of lower real wages.

22. For an attempt to demonstrate this relationship empirically, see Weisskopf et al. (1983).

23. This increased insecurity appears to have influenced the goals of young people. Whereas in the late 1960s/early 1970s just over 40 per cent of college freshmen saw "being well off financially" as very important for a good life, the figure increased to over 70 per cent by the mid-1980s (Astin, 1987, pp. 23-4).

24. Between 1977 and 1988, four-fifths of US families suffered declines in their real incomes. Only the richest 20 per cent saw their incomes increase, and the wealthier the family, the greater the average percentage increase. For instance, the real incomes of the top 10 per cent increased an average 16.5 per cent; the top 5 per cent, 23.4 per cent; and the top 1 per cent, a whopping 49.8 per cent! (Congressional Budget Office, 1991, p. 39).

25. This has also correlated with a rise in conspicuous or competitive consumption, suggesting that greater inequality may prompt consumers to struggle ever harder to demonstrate their status through consumption. Such a hypothesis is supported by the fall in the personal savings rate during this period.

26. The charge that the capitalist workplace is demeaning to workers has long been heard on the left. However, it is not entirely unrecognized on the right. For instance, self-defined conservative activist Paul Weyrich has written: "Why don't American products compete well? Because corporate cultures have emphasized managerial 'efficiency' in ways that treat workers as things, rather than people, ways that ignore traditional human needs. Not surprisingly, the workers care little about the company or its product" (Weyrich, 1986,p. C-1).

27. Indeed, at the birth of the USA as a nation, most non-slave workers owned the tools and resources with which they worked. It has been estimated that even as late as 1850 about 70 per cent of the free workforce was self-employed (Lebergott, 1964, p. 139).

28. Nevertheless, an economy in which workers increasingly owned and controlled their workplaces would be moving away from classical capitalism, where workers have neither ownership nor control of the tools and resources with which they work.

29. For instance, among those who have even heard of workplace democracy, it is widely believed that every decision would be voted on by the workers. But obviously such a model of decision making would be highly inefficient. It is also widely believed that hierarchy within the firm would disappear. But this is not true, although a flattening might be expected. Instead of disappearing, the nature and rationale of hierarchy would change from being based on "control" to "coordination"; from "power" to "efficiency" (Horvat, 1982, pp. 189-90). In the first instance, the managers have great control over the workers, in the latter, they are responsible, and periodically answerable, to the workers. Although each firm should be free to discover its most efficient form of decision making, it is likely that democracy in the firm would be similar to representative democracy. Workers would seek out the very best managers possible, and fire (or not re-elect) those who perform poorly
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