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Abstract 

Both political liberals, such as John Rawls, and republicans, such as Richard 
Dagger, think that a fully specified implementation of a just society will take 
the form of a property-owning democracy. For both supporters and critics, a 
property-owning democracy can seem to be nothing more than the familiar 
welfare state capitalism, supplemented by some ad hoc asset based policies. 
Alternatively, it is the wholesale rejection of welfare state capitalism to be 
replaced by a competitive individualism. What is the role envisaged for the state 
in a property-owning democracy. Is it the “big state” of traditional redistributive 
socialism with an extensive sector of public ownership? Is it the “small/smart” 
state of neo-liberalism, allied to a specific vision of globalization? By 
examining the role of the state in guaranteeing full employment, democratizing 
finance, directing public investment, underwriting key markets for essential 
goods, and the democratic co-opting of all major forms of capitalized institution 
(the open corporation, charitable trusts, pension funds) I hope to defend the 
distinctiveness of asset based egalitarianism as a realistic utopia. 

 
 

I made three basic claims in Republic of Equals: that our best overall normative 

political theory is a distinctive intellectual hybrid that I called “liberal-

republicanism”; that this view leads to one, and only one, institutional 

specification at the level of a political economy (a property-owning democracy); 

that the methodology of this proposal was van Parijs’s model of “social-justice-

guided constitutional engineering”.1 [Thomas, 2017; van Parijs, 2011, p. 38, n. 

19] This summer school is dedicated to this van Parijs-ian project; whether I was 
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right about the unique implementation of justice as reciprocal fairness is integral 

to assessing the prospects for any such project. 

 In the first reactions to my book there are four key lines of concern: a 

critique of misplaced exclusivity, because there are alternative ways of 

implementing my preferred conception of justice [Edmundson, 2017]; a critique 

of closeness to existing capitalism, because even my preferred view permits the 

exploitation of those who must labour for a wage [Vrousalis, 2018]; a critique of 

vagueness, because I assume there is a clear dividing line between my preferred 

form of a social system when there is not [Herzog, 2019]; and, finally, a critique 

that my objections to workplace democracy are unconvincing. [Herzog, 2019] 

In this “follow up” paper my aim is to respond to these objections. The key 

point on which I think I needed to be more explicit in the book was on the 

envisaged role for the state in a property-owning democracy. To explain why, I 

will begin by considering one critique of the method I deployed in the book. 

 

1 Questions of Method 

For several critics, it has seemed that there are hazards endemic to proceeding – 

in the way that I did following the example of Rawls – in comparing and 

contrasting whole social systems. [O’Neill, 2012; Dowding, 2013; Weithman, 

2013] For such critics, this method involves the false abstraction of considering 

Weberian “ideal types” in isolation from each other. [Weithman, 2013] In 

particular, these critics insist, this method invites the error of supposing that a 
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property-owning democracy and a welfare state capitalist system can be wholly 

distinct, when they cannot be. 

They put forward the counter claim that any empirically informed survey 

of the actual development of welfare state capitalism will find an historically 

determined patchwork of institutions and policies. This is hardly surprising given 

that these are formed as a result of contingent, and shifting, negotiated resolutions 

of distinct interests – and hence of power. [Blyth, 2002] But on any reasonable 

view, these institutions will closely resemble those of any putative property-

owning democracy. So, when I once again followed Rawls in comparing and 

contrasting a property-owning democracy and welfare state capitalism to the 

detriment of the latter, this argument cannot be sustained because the very idea 

of drawing such a distinction is misplaced. [Dowding, 2013; Weithman, 2013] 

(This can be one basis for the charge that my proposal is beset by a problem of 

vagueness. [Herzog, 2019]) 

I stand by my critique of this argument set out in my book: that it is 

methodologically flawed. It compares and contrasts two social systems and 

isolates that which they share: their highest common factor. 

Now comes the crucial fork in the road: one group, as I noted, argue that a 

property-owning democracy could only be an intellectual hybrid – a combination 

of two parts. One part is welfare state capitalist, plus some ad hoc asset based 

policies typical of a property-owning democracy. [O’Neill, 2012] On this kind of 

view, a property-owning democracy simply is an enhanced form of welfare state 
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capitalism that extends a narrow concern with income to a broader concern with 

wealth.1 

You can hold this view either to praise it, as my colleague Martin O’Neill 

does, or to bury it, as Kevin Vallier does in his earlier paper on this hybrid view.2 

                                                   
1 My view is, like Rawls’s and indeed Hayek’s, predistributionist. Add to this hybrid 

understanding of property-owning democracy a restricted, temporal, reading of the prefix “pre” 

and a property-owning democracy is further restricted in scope to be about early years 

interventions, so-called “baby bonds” and the like. Even worse would be to place the property-

owning democrat in the position of Jamie Galbraith’s ‘Liberals Stuck on the Supply Side’ with 

their focus on education as the panacea for inequality – a panacea that, at best, only distributes 

poverty more fairly while also downgrading the value of the premium on being educated. 

[Galbraith, 1998/2000, chapter 12] The idea of predistribution is to focus on agents’ initial 

endowments when we model economic agency in a market, but the prefix is not to be read 

temporally. 

2 Vallier has become more sympathetic to the non-hybrid version of a property-owning 

democracy. [Vallier, 2019] This sympathy is conditional upon the truth of empirical premises 

about the nature of capitalism – basically, whether the analysis in Piketty [2014] is correct. 

Given that Piketty’s data sets are online, are constantly revised and improved, and that it is 

merely one part of a trans-national research project to improve the (problematic) data about 

wealth inequality, my view is that in the long-run Piketty’s analysis will be further vindicated. 

In Thomas [2017] pp. 60–61 I noted Robert D. Putnam’s argument that moving from causal 

correlations between wealth inequality and – in his words “class based apartheid” in the USA 

– to robust causal generalisations is a project that will take decades for the social sciences to 

complete. [Putnam, 2015] However, I appealed to the precautionary principle: if action is 
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[O’Neill, 2012; Vallier, 2015] For O’Neill, a property-owning democracy is a 

natural enhancement and expansion of the existing welfare state capitalist 

institutions of our world that are basically working well – where they still exist. 

For Vallier, this kind of hybrid view is an increase in the net total of 

“interferences” in market processes, worryingly extended to private investment 

decisions concerning capital. 3 [Vallier, 2015] 

The other fork in the road claims that this isolation of a highest common 

factor, in fact, allows us to identify a property-owning democracy as that which 

it wholly does not share with its welfare state capitalist rival. [Schemmel, 2015] 

Viewed as a comprehensive alternative to welfare state capitalism, a property-

owning democracy in this guise is a form of political individualism. Citizens are 

armed with basic liberties, and an initial stock of capital, then pushed on to the 

                                                   
needed now to stop a social process that it is very difficult to reverse in twenty years time then 

that action ought to be taken on a precautionary basis. [Thomas, 2017, p. 61] 

3 Asset prices can perform this function only in a properly functioning economy – I am sure 

Vallier would not dissent from this. In our actual economy, asset prices do not perform this 

function – see, for example, Thompson [2016] who notes that “in the wake of QE American 

financial markets as markets with any price discovery function no longer exist.” The Federal 

Reserve has since sold off its QE (“quantative easing”) assets, but Thompson’s point about the 

politicization of the bond market remains pertinent for the simple reason that the major political 

players in post-Crisis macro-economic management are the wholly democratically 

unaccountable central banks. [El-Erian, 2016] 
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open market to sink or swim, dependent solely on their individual appetites for 

risk, their individual capacity for responsible decision, and their good or bad luck. 

On this interpretation of a property-owning democracy, there will be – at best – 

the tattered safety net of the residual welfare state for the imprudent, the unlucky, 

or the simply untalented (from a market perspective). In other words, this form 

of property-owning democracy will have rolled back the state to its “night 

watchman” role, perhaps supplemented with a minimal concern for decency that 

supplies the kind of social support that avoids total destitution on the part of the 

untalented and the unlucky. 

I objected, in my book, that we ought not to engage in this isolation of that 

which a welfare state capitalist system and a property-owning democracy have in 

common – they have nothing of any normative relevance in common. But this 

way of framing the discussion does allow us to isolate the real issue here, which 

is the proper function of the state in a property-owning democracy. O’Neill is 

explicit that he views a hybrid welfare state capitalist/property-owning 

democracy as the defense of a “big state”; Vallier seems concerned about the 

expansion of the affirmative welfare state on precisely these grounds. [O’Neill, 

McTernan, Schuppert, Schemmel, 2016] Schemmel seems to view a property-

owning democracy as involving precisely the kind of retreat of the state, to create 
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conditions for the flourishing of individual responsibility and enterprise, that we 

associate with the family of views we call “neo-liberal”.4 

Which is it? Is a property-owning democracy associated with a big state, a 

small state – or something else? By something else, I have in mind the “third 

way” conception of the smart state that needs to adapt itself to the putative 

demands of globalization. A great deal of the rhetoric surrounding the “Third 

Way” transformation of social democratic states involved their necessary 

transformation for competitiveness as they integrated into a global economy. The 

issues here concern how explicitly mercantilist a state’s aims are, the extent to 

which “gains from trade” are used for domestic compensation for those likely to 

                                                   
4 It is well-known that we need to tread carefully here. No one disputes Polanyi’s point that 

state action was required to create that which we think of as a national market – often violent 

state action. Neo-liberals respond that this was merely conception in sin: once created, markets 

are independent of state action except from regulation. (This does not prevent them from also 

viewing markets as products of un-coerced “spontaneous order” that reflect certain natural 

tendencies of the human animal.) However, the neo-liberal political project is more 

sophisticated than this, and proceeds on the basis that pressure for domestic compensation in 

any given jurisdiction from the working class is best resisted by embedding nation-state 

markets in robust trans-national institutions that will resist it. The gap between neo-liberalism 

de jure (the mono-institutional ideal of a liberating market in which all agents are equally 

powerless price takers and not price makers) and neo-liberalism de facto (dominance by a 

combination of major corporations and oligarchic politics) is the theme of, inter alia, Crouch 

[2011] and Galbraith [2008]. 
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lose from the same process, and how a state tries to position itself in a global 

marketplace – for example, as contributing highly capitalized goods produced 

with input from one’s domestic “knowledge economy”. So this adds a third 

candidate: is the proponent of a property-owning democracy outlining the need 

for a big state, a small state, or a smart state? 

In answering this question, I hope further to address one more: in my book 

I argued that Rawls was wrong to think that we faced a disjunctive choice 

between a property-owning democracy and liberal market socialism as he 

understood the latter idea. I argued that, if a market socialism were coercively 

imposed by law, then it would cease to be liberal as it would predictably thin out 

the labour market and remove the fair value of one’s liberty to choose one’s 

occupation. (Where that is, itself, one aspect of the basic liberty of free 

association.) To my critics, this seemed like a principled hostility to market 

socialism that they viewed as misplaced, because the workplace is a privileged 

site for the development of the virtues of democratic citizenship. 

The answer I gave to these questions was basically Mill’s: that the liberal 

state can “nudge” the existence of a plurality of economic associations, including 

workplace democracies. [Mill, 1871/2008] But we can leave the expansion of 

workplace democracy to the choice of more educated workers freely choosing 

jobs with greater autonomy. To do otherwise is to force an expensive taste on all 

workers, even those who would trade greater autonomy away for more income – 

an argument I have taken from Bob Taylor. [Taylor, 2013] The liberal-republican 
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does not demand workplace democracy if a worker’s basic liberties are respected, 

she can contest managerial decision, and if she has a (fair valued) right to exit. 

[Hsiêh, 2005, 2008a, 2008b, 2009, 2012]  In other words, any given workplaces 

can be in a persistent “democratic deficit” if that deficit is paid off elsewhere: in 

the fair valuing of the political liberty of all citizens. My argument was that 

democratic virtues, qua associational virtues, can be developed in spheres other 

than the workplace – such as in civil society.  

My Marxist critics object to this point: some commercial republicans, like 

Bob Taylor in Exit Left, try to secure all their egalitarian aims by securing exit 

rights. [Taylor, 2017] Their question is: exit to what? [Vrousalis, 2018] What 

guarantees that a worker is not merely free to exit to unemployment or to an 

equally exploitative workplace? That is why, in this paper, I am going to develop 

at some length a point that was unhappily buried in a footnote in Republic of 

Equals: that liberal-republicanism inherits from its Rawlsian antecedents a 

commitment to full employment as part of justice as fairness and, indeed, Rawls’ 

endorsement of a crucial state function of acting as employer of last resort. 

[Rawls, 1993, p. lvii; Rawls, 2001; Thomas, 2017, p. 161, 214, 403, n.31]  

This is now not one question, then, but a catalogue of questions: what 

conception of the state’s role is envisaged in a property-owning democracy? And 

what ought we to say about the two questions of workplace democracy and full 

employment? If these are now three questions, my hunch is that we will find 
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answers to all three in an unlikely place: the work of mid-century and late 

twentieth century Keynesians. 

 

2 Property-Owning Democracy – the Very Idea 

As an exercise in social justice guided constitutional engineering, a property-

owning democracy jointly realizes two aims. As a form of republicanism, it 

implements a conception of an expanded basic structure of society that makes 

domination of one agent by another structurally impossible; in so doing, it 

expresses the republican ideal that a just regime of law is not an interference with 

a liberty, rather a jointly authored expression of it. As a form of liberalism, it 

implements a conception of an expanded basic structure of society that 

implements justice as reciprocal fairness – the conception of fairness that Rawls 

defended. 

The liberal-republicanism is not, then, surprised when both John Rawls, 

from within a set of assumptions proprietary to his political liberalism, and 

Richard Dagger, from within a set of assumptions proprietary to his 

republicanism, both endorse a property-owning democracy as the social system 

that best expresses their values. [Rawls, 2001; Dagger, 2006] (The difference 

between them being that Dagger’s endorsement is fully committal while Rawl’s 

is disjunctive and he thinks that liberal market socialism also expresses the values 

of justice as fairness. [Thomas, 2020]) 
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 How does a property-owning democracy realize these aims? By modeling 

a market economy in terms of agents’ initial endowments and arguing that a 

“free” market involves each citizen having fair access to capital such as to ground 

the material basis of her self-respect. In addition to the constitutional securing of 

the basic liberties and fair equality of opportunity, my kind of liberal-republican 

believes that not the difference principle itself, but a functional specification of 

its role, will also be constitutionally secured to as to guaranteed the fair value of 

political liberty. 

Taking the excellent advice of Bill Edmundson, the liberal-republican 

takes this step because he or she includes that which Bill calls the “fact of 

domination” amongst the circumstances of justice: that without the pre-emptive 

dispersal of large accumulations of capital, we cannot protect the democratic 

process from oligarchic pressure. It is worth highlighting that, despite the 

differences between Bill and myself over what gets constitutionalized – his liberal 

democratic socialism or my property-owning democracy – we are fully in 

agreement over the necessity of a strategy of constitutionalization. [Thomas, 

2020] 

 Rawls was clear throughout his career – but most explicitly in his last work, 

Justice as Fairness – that the upshot was a social system that was not capitalist. 

[Rawls, 2001] He took over from Marx a functional understanding of capitalism 

as a system in which a small minority of citizens had monopoly control over the 

means of production that gave them a structural power over those who labour for 
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income – including determining whether they work at all. By making every 

citizen a capitalist, Rawls believed he had outlined a realistically utopian private 

property system that was not capitalist. 

 This is taking us to the crux of this paper: whether a property-owning 

democracy is merely a generalization of a rentier form of capitalism. Was Rawls 

wrong to think that, by eliminating the small class monopolizing the means of 

production, the result was non-capitalist? Is a property-owning democracy, as in 

the inegalitarian version in the conservative tradition of Reagan and Thatcher, 

simply an expansion of the power of the rentier class? It does not seem much of 

an improvement over orthodox capitalism if that the dominating group of people 

are not a small minority with a monopoly over the means of production, but a 

more broadly based bourgeois rentier class with extensive political power to 

shape political outcomes in their class interests. 

In fact, this outcome could be even worse than laissez-faire: we could 

envisage, for example, that such a rentier class might retain extensive political 

and economic power even within a welfare state capitalism, or even in a mixed 

economy with some of the means of production in public ownership.5 This would 

                                                   
5 If the most useful proof of concept is actuality, then it does seem that the long-term instability 

of the Thatcher-Reagan project explains a great deal of the “secular stagnation” of the present: 

inter-generational injustice, chronic and structural demand deficits, excess credit, zero real term 

interest rates, low inflation, and the constant rolling over of what Mark Blyth called “a 
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be, then, the kind of ameliorative liberalism that earned Marx’s particular scorn: 

an inegalitarian liberalism, at the service of bourgeois class interests, with welfare 

state provision as a safety valve for social discontent, all proceeding in the name 

of a spurious universality of political concern. 

 To see why this is not the aim of the liberal-republican, I think we need to 

turn once more to the resources of mid-century Keynesianism. One of Bill 

Edmundson’s insights is that Rawls aimed at a classless society: one, in Rawls’s 

terms, “just throughout”. In Republic of Equals I argued that Rawls, in pursuing 

this aim, was undoubtedly influenced by the mid-twentieth century British 

economist James Meade who introduced the conception of a property-owning 

democracy that interested Rawls. But I think it is also helpful to locate Rawls’s 

thought, and the aims of the liberal-republican, by looking at the ideas of a later 

renegade Keynesian: Hyman Minsky. 

  

                                                   
creditor’s paradise of positive real interest rates, low inflation, open markets, beaten-down 

unions, and a retreating state — all policed by unelected economic officials in central banks 

and other unelected institutions that have only one target: to keep such a creditor’s paradise 

going.” [Blyth, 2015] In the process, this has ceased to be a creditors’ paradise with real interest 

rates near zero – hence the instability of the inegalitarian version of a property-owning 

democracy.	
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3 Minsky – More than a Moment 

I have centered the concerns about my project around the role of the state, but I 

have also noted that this is closely tied to two other issues: the residual capacity 

for the exploitation of workers in my ideal property-owning democracy and the 

fate of the institutional form of workplace democracy. All of these issues come 

together in Minsky’s work. 

 Minsky accepted Michael Kalecki’s diagnosis, in ‘Political Aspects of Full 

Employment’, that we can identify what is definitive of a capitalist society in 

terms of the social power of a broadly based rentier class. [Kalecki, 1943] An 

interpreter of Keynes in his own right, Minsky seems to share Joan Robinson’s 

view that we have never implemented Keynesianism, but something else which 

Robinson somewhat impolitely called “bastardised Keynesianism”. Minsky 

argues that the New Deal settlement in the USA is non-Keynesian for the 

unsurprising reason that its main institutions and policies pre-date the publication 

of the General Theory. They therefore embody a “pre-Keynesian” understanding 

of the causes of recessions. 

 So in place of genuine Keynesianism, the USA – in this respect 

representative of other jurisdictions across the affluent West – has developed a 

tax and transfer state whose discharge of its function is, of its very nature, 

inflationary. Minsky, who had a notably dry and sardonic sense of humor, calls 

this state a form of “Big Government”. He points out – and this is of particular 
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relevance to Bill Edmundson’s liberal democratic socialism – that this state 

discharges a crucial macro-economic function, in its American version, with very 

little public ownership of the means of production. (I think it is an open question, 

throughout all of what follow, how much difference it would make to the macro-

economy if there was simply more public ownership in Edmundson’s sense.) 

The essence of Big Government, as Minsky characterizes it, is that 

resources are taken from productive citizens, and transferred to non-productive 

citizens, with no change in the level of productivity. The non-productive – not 

only the unemployed but those who work for the state – have a higher marginal 

propensity to consume. So inflationary pressure – more money chasing the same 

quantum of produced output – is built in to the very idea of tax and transfer. 

But tax and transfer has a very important macro-economic effect: it is a 

form of generalized social insurance in the domain of macro-economic 

management. Tax and transfer puts a floor under prices, and hence, in the 

aggregate, corporate profits. Even in a recession, the state puts a floor under 

consumption. Some of this socially guaranteed profit is clawed back from 

corporations via corporation tax – Minsky memorably calls modern corporations 

“tax farmers”.  

 Furthermore, the state also acts, via an independent central bank, as a 

lender of last resort. This, and other “circuit breaker” measures like stopping 

stock market trading in a crisis, places a floor under asset values. This is also an 

inflationary policy: assets that the capital markets value at zero are suddenly re-
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valued, in a bailout, as if they were liquid money. The state prints, and inserts 

into the system, cash – with no change in the productive output of the economy. 

 Minsky does not deny that, in this respect, tax and transfer had been a 

success: the kind of wrenching depression of the 1930s had not been repeated. 

The problem is that this success contains the seeds of its own failure. 

 His explanation for this gets us to the crux of the problem: following 

Kalecki, Minsky argues that under rentier capitalism the state places a floor under 

prices (including, as Robert Hockett has pointed out, certain key commodity 

prices) and assets, but does not place a similar floor under employment. [Hockett, 

2019] Minsky agrees with Kalecki’s diagnosis of why not: the rentier class 

exercises its political power selectively to control state action. A floor under 

prices benefits the corporation and those with interests in corporations (either via 

remuneration or dividends); a floor under assets benefits the rentier directly; but 

a floor under employment would politically strengthen the working class in its 

conflict with the rentier class over the productive surplus. 

 The so-called “Phillips Curve” is used as a class weapon by the rentier class 

to discipline workers: the rentier class uses unemployment to “control” inflation. 

Minsky notes that this is the use of unemployment as a cure for a disease that we 

imposed on ourselves through inflationary tax and transfer and lender of last 

resort functions. So this proposed solution has a circular justification: it is a 

solution for a problem that is the product of the state’s own politically motivated 

decision to underpin the economy selectively. This is motivated not by macro-
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economics, but by politics. The welfare state capitalist state claims to be an honest 

broker between competing social interests, but “dishonest broker” would be more 

accurate. 

 Minsky concludes that consistency requires that the state maintain a 

“buffer stock” of employed citizens – setting aside the unhappily commodifying 

language to which I will return later in this paper. [Hockett, 2019] The state ought 

to function as employer of last resort, employing everyone able and willing to 

work at the minimum wage. I think we will have to add in Rawls’s requirement 

that this work be, in Rawls’s term, “meaningful”; my point is that these two 

commitments show up in justice as fairness: both full employment and the state’s 

role as employer of last resort. [Rawls, 1993, p. lvii] 

 This is why, I think, I should have been more explicit in my book that the 

liberal-republican is as indebted to Minsky as to Meade. The liberal-republican 

is committed not only to universal fair access to capital, but also to the state as 

employer as last resort (as well as lender of last resort). We can identify the 

crucial functions of the state as the sovereign capacity to carry out these three 

roles. We can, as it were, set aside the question of whether this involves a big 

state or a small state and identify, instead, what we want to the state to do. Unlike 

in rentier capitalism, it is genuinely an honest broker between different class-

based interests, on the path to the elimination of class entirely – an aim that the 

liberal-republican shares with Rawls. 
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 Have I, then, answered my eponymous question – do I view the state as 

big, small or smart? My brief answers to these large questions are these: 

proponents of a big state look back to the ambitious, affirmative welfare states of 

the post-WWII embedded social democratic consensus.6 Yet I think Minsky is 

right that this did not represent any form of “Keynesian” consensus – we have 

never been Keynesian. His diagnosis of the roots of the instability of this social 

settlement was, I think, insightful – I noted, at the outset, that welfare state 

settlements represented a political consensus of opposed social forces. These 

societies were rentier capitalist societies and the prolonged holding down of 

capital’s share of the productive surplus produced a powerful political backlash 

in the 1970s. It was driven the by claim that labour was “too powerful” and had 

to be disciplined by high unemployment and the rolling back of organized labor. 

Minsky’s account of the inflationary bias built into tax and transfer, without 

complementary Keynesian euthanasia of the rentier class and institutional reform 

of the economy, also illustrate why the catalytic event was the hyperinflation of 

the 1970s. 

                                                   
6 Note the extent to which “les trentes glorieuses” depend on the legacy of war: massive capital 

destruction in Europe; comparative capital advantage for the new global hegemon, the USA, 

whose currency underpins this new form of embedded liberalism; the experience of wartime 

mass mobilization for a collective end and wartime “democratization”. As Minsky points out, 

at the macro-level, the balance of public to private debt was heavily tilted towards safe 

government assets as a holdover from wartime deficits.  
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 A small state, then? Minsky may share the neo- and ordo- liberal 

enthusiasm for competitive markets. But that is because he shares Rawls’s and 

Meade’s pre-distributive emphasis on contextualizing that market in the “right” 

institutional embedding to equalize the market power of the actors. There is 

certainly no “rolling back” of the state in Minsky given his combination of an 

extension of the state’s floor under prices and assets to putting a floor under 

employment, and the importance to his overall view of the state’s sovereign 

power to create money that is merely “outsourced” to private money creators (not 

money lenders!). [Hockett & Omarova, 2017; Hockett, n.d.] The state will 

certainly, in Minsky’s positive scheme, be playing an active role in keeping 

corporations of small and medium size and in “de-financializing” the economy. 

 The final option on the table is the smart state: a state that has put in place 

a certain conception of its macro-economic governance as its elite negotiates its 

terms of entry to the international market order. Is Minsky’s view naïve because 

it ignores the extent to which a nation-state cannot remain economically 

autarchic?7 I will defer this difficult question to future work but, for now, let me 

note two things: the American wage structure has been further battered by the 

terms on which its elite envisage its role in the world economy – basically, an 

open economy with little domestic compensation for those American workers 

who have lost their jobs to trade competition – notwithstanding the fact that the 

                                                   
7 I am grateful to Mark Blyth for pressing me on this point. 
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remaining global hegemon is uniquely able to dictate those terms of entry. 

[Thomas, 2017, pp. 349–50] “Laissez-faire” was, in this case, a policy choice by 

an elite who decided that its primary allegiance was to capitalism, and to 

corporate profits, and not to their fellow Americans.8 (The very phrase “fellow 

Americans” rings hollow.) 

Secondly, the dynamics of American inequality have seen trade exacerbate 

the very structural weaknesses which Minsky diagnosed. With no floor under 

employment, the paradoxical end of “joblessness” has seen low labor market 

participation and the expansion only of jobs of very low quality.9 As I will explain 

                                                   
8 No political philosopher or public intellectual has captured the point as well as the Vice 

President of the Baltimore Orioles baseball team, John P. Angelos, after riots in Baltimore 

following the death of Freddie Gray during transporation in police custody: “[M]y greater 

source of personal concern, outrage and sympathy is focused … upon the four decade period 

during which an American political elite have shipped middle class and working class jobs 

away from Baltimore and cities and towns areound the U.S. to third world dictatorships like 

China and others, plunged tens of millions of good, hard working Americans into economic 

devastation, and then followed that action around the nation by diminishing every American’s 

civil rights protections in order to control an unfairly impoverished population living under an 

ever-declining standard of living and suffering at the butt end of an ever-more militarized and 

aggressive surveillance state”. [Berg, 2015]  

9 At the time of writing a limited number of affluent societies – the USA, the UK and Germany 

among them – have high levels of employment without anything like Minsky’s proposal that 

the state act as employer of last resort. Is his proposal therefore redundant? I think not: these 
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in more detail in the next section, if you work for a “superstar” firm that enjoys 

massive technological advantages and monopolistic rents then you are working 

very hard, but for a high salary. If you are in the economy’s other sectors such as 

manufacturing, or services, then you bear the brunt of lack of unionization, 

overseas outsourcing of quality work, and the instability of the macro-economy 

that differentially impacts on the most vulnerable workers. Workers are also 

working hard in the “non-superstar firm” sector – but for wages that are stagnant, 

under precarious conditions, with pay so low it often requires subsidy via tax and 

transfer.10  

                                                   
rentier capitalisms have ended joblessness – briefly – only by structurally introducing state 

subsidies for work of low quality that fails to provide a living wage. Many of these “McJobs” 

are precarious, poorly paid, and part time. (See the discussion in Thompson [2016]) Labour 

market participation rates are an indicator of their low quality. (In the case of Germany, there 

is a direct connection between its “joblessness”, its mercantilism, the asymmetry between pay 

and conditions in export favouring sectors and elsewhere in the German economy and the high 

unemployment in its Eurozone “partners” in Europe’s periphery. [Blyth, 2015]) Minsky noted 

that, like a stopped clock that is right twice a day, “neo-classicism” periodically claims to have 

solved the problem of unemployment only for those jobs to be shed in the next downturn – an 

inevitable downturn, in Minsky’s view, if you base your macro-economic management on neo–

classicist tenets. See, for example, Minsky [2013b] pp. 105–109. 

10 If the US governing elite has a governing ideology it is meritocracy. One aspect of 

Galbraith’s theory of inequality is that we can explain why this is so: if you work in a superstar 

firm or an investment bank – or the economics department of an elite university – you 
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4 Financialization and Instability 

Thomas Piketty’s “grand narrative” of the structural failings of capital tells an 

historical story over centuries and across jurisdictions; Jamie Galbraith’s 

narrative about US inequality post-1970 is more detailed, jurisdiction specific, 

with focused econometric data for the USA. [Piketty, 2014; Galbraith, 

1998/2000; 2008, 2014] But these two narratives are not merely complementary; 

they are mutually reinforcing. In turn, Minsky’s account of inequality further 

deepens and strengthens both of these explanations by adding a more detailed 

account of the role of financialization. 

 Galbraith turns to Schumpeter – if our economy were correctly described 

by a classical model of fully competitive equilibrium, then monopoly would have 

been eliminated. [Schumpeter, 1942/1994; Galbraith, 1998/2000] But then 

                                                   
undoubtedly do work very hard for very long hours. But poor people in the USA work equally 

hard at much less rewarding jobs and the sorting of firms into “superstar” and “non-superstar” 

firms is hardly itself a matter of individual merit. Galbraith [1998/2000] does an excellent job 

of skewering one part of the meritocratic myth, namely, that inequality is produced by skills-

biased technological change – an explanation that puts the cart before the horse. But the 

explanation will persist, whether true or not, for interesting reasons explored by Jonathan Mijs: 

belief in meritocracy strengthens as societies become more unequal. [Mijs, 2019] The winners 

like to attribute their victory to their merits; the losers want to keep their hope, or to be able to 

blame a rigged game for their comparative position.  
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margins would be very thin for both firms and workers; there would be 

insufficient profit to invest in the technological advantage that brings any firm a 

competitive advantage, no matter how brief. Schumpeter’s point is that this ideal 

is far removed from the way in which markets actually operate. Monopoly is not, 

then, necessarily a problem – it is of the essence of the workings of any real 

economy – what matters is its scale, both in terms of extent and duration. A degree 

of monopoly is one aspect of an embedded, capitalist economy with long time 

horizons and stabilizing institutions. 

Galbraith’s guiding hypothesis is that in “superstar firms” competitive 

pressure forces employers to share their monopoly rents at least with key 

employees.11 But superstar firms are found only in certain sectors of the US 

economy – and even then, the ideology of shareholder value has seen such firms 

concentrate on their “core” functions. So while a well remunerated software 

engineer used to share their workplace with a fellow employee who cleaned the 

office for the minimum wage, not even that is true anymore as the unskilled work 

is sub-contracted out. 

                                                   
11 This idea of a superstar firm I take from Furman & Orszag [2015] who develop an account 

of inequality very similar to Galbraith’s (not that this fact is noted in their paper). The language 

of superstars is an adaptation from the far less plausible contention of Sherwin Rosen that 

inequality is down to individual merit in “winner takes all” employment markets, no matter 

how flattering that hypothesis is to superstar CEOs and economists. [Rosen, 1981] 
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Galbraith’s account produces three divergent narratives for the sectors that 

make capital goods, that use capital goods in manufacturing, and that provide 

services, in each case to be explained by the extent to which any rents need to be 

shared.12 [Galbraith, 1998/2000] The first sector has seen sky-rocketing profits, 

the manufacturing sector has been pressured, scaled back, and hit hard by trade 

policy, while most American workers are located in the poorly paid service 

sector.13  

 Minsky’s complementary point is that long-term, large-scale investment – 

in other word, for him, the function that is the very essence of capitalism – 

depends on a lending bank believing that the creditor can be a price maker. 

                                                   
12 To get some idea of the scale of the divergence, in a blog post trailing the contents of the 

larger study Peter Orszag comments that “Capital returns at companies are diverging sharply, 

and the share of them that reap annual returns of more than 25 percent or even 50 percent is 

growing…It’s plausible that some of those big returns are shared with the companies’ 

employees. And that may well be playing an important role in growing wage inequality”. 

[Orszag, 2016] Orszag identifies the key sectors as US healthcare, technology and finance. 

Piketty [2014] takes the average return to capital over the very long run to be 4 – 6%. 

13 These claims are ceteris paribus given that one has to factor in the ratio of productive to non-

productive workers in a firm and some firms still keep some services “in house”.  If you are 

fortunate to provide services “in house” at a superstar firm there may be a halo effect 

(comparatively) on your remuneration. Minsky makes a similar point in connection with his 

bête noire, corporation tax – it allows offset expenditures that reduce a firm’s tax liability that, 

in his view, encourage an accretion of rent seeking within a corporation. 
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Sustainable returns over time depend on stable market position with a degree of 

monopoly. So this complements Galbraith’s theory of inequality in which the 

state combines one action with three crucial omissions. 

It actively encourages rent-seeking on the part of some sectors of the 

economy that are deemed of strategic importance, or mercantilist significance, or 

more crudely have “captured” the state. However, it then fails to do three other 

things in a culpably negligent way. First, it fails to protect the bottom end of the 

wage structure. Secondly, it permits macro-economic instability driven by 

inequality and excessive dependence on credit. Thirdly, it falls asleep at the wheel 

when it comes to finance. The upshot is chronic and extensive inequality which 

in turn generates a structural consumption deficit which in turn generates an 

excessive dependence on credit that is destabilizing – a vicious circle. [Palley, 

2012; Drennan, 2015] 

Galbraith’s sectoral analysis broadly divides the economy into privileged 

and non-privileged sectors. A minority of superstar firms are located in the 

privileged sector; the majority are in the broader, non-privileged, sector. Given 

that the latter is numerically far more important when it comes to the numbers 

employed, and when the work involved is non-unionized, precarious and poorly 

paid, then it is here that the state’s failure to guarantee employment really kicks 

in. As Galbraith memorably puts it, the American wage structure has been 

allowed to erode from below. [Galbraith, 1998/2000] Finance driven instability 

has exacerbated the situation because it is the superstar, rent extracting, firm that 
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is better placed to weather downturns; the other sectors simply fire and re-hire as 

circumstances dictate. Minsky agrees, complementing this account with an 

explanation of why, in this scenario, the financial sector is radically destabilizing 

(via his financial instability hypothesis).  

 To cut a long story short, the current situation of financialized capitalism 

is that it seems to have devoured itself: monopolistic firms receiving super-profits 

and rents have no need of external finance given they can fund their investment 

from retained earnings (profits). By contrast, most firms in hyper-competitive 

markets with thin profits can get no access to finance –they are not in a rent 

seeking niche that guarantees future returns to a lender.  

So investment banks do not channel scarce private capital to productive 

activity guided by price signals on capital markets; they gamble with their clients’ 

money – and their own – in winner takes all markets where what counts is 

volume. (Bearing in mind that such firms actually borrow their “own” money 

from the wholesale money markets.) Hence the push for volume – enhanced 

leverage – that makes the entire sector even more fragile as it produces firms that 

are “too big to fail” in exactly the sense Minsky cautioned against. 

The real immediate trigger of the financial crisis of 2007-8 was, as Adam 

Tooze points out, the classic “eat your own dog food” scenario in which crucial 

major investment banks were gambling with their firm’s “own” money as their 

stake on the gaming table. Hundreds of billions of dollars of mortgaged backed 

securities were on the balance sheets of these firms funded, as usual, by the 
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wholesale money markets that Minsky identified as definitive of our brand of 

capitalism. [Tooze, 2018, pp. 59–62] It was precisely these short term loans in 

the system that it was feared would not be “rolled over” – producing the threat of 

systemic collapse. 

Minsky predicted that unless we finally became Keynesians, this cycle of 

financial instability would be repeated, culminating over decades with the kind 

of fundamental crisis that Thomas Palley has called the termination of a 

Minskyan “super-cycle”. [Palley, 2013] The so-called “secular stagnation” of our 

current macro-economic predicament is the predictable upshot of the end of a 

Minskyan super-cycle in 2007–8. The noteworthy aspect of finance’s current role 

in our economy is that it is functionally useless – not discharging the function it 

is supposed to – while remaining dangerously destabilizing. Its continued 

existence seems to be, then, a case of all downside with no upside from the 

perspective of society as a whole. 

 

5 Republican Labor Markets, Inequality and Exploitation 

Keynes asked why, in a capitalist society, there was poverty amongst plenty. His 

answer was: structural and chronic unemployment. Minsky, like Rawls, 

envisages a floor being placed under employment by the state functioning as the 

employer of last resort. But, once again, the case for this policy is overdetermined. 

I cannot improve upon Robert Hockett’s explanation, in his recent paper ‘Open 
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Labor Market Operations’, how this policy integrates with a republican 

understanding of markets. [Hockett, 2019] 

 Robert is worried that the kind of language to which he, and I, and Minsky 

are drawn objectionably “commodifies” labour when the macro-economist 

speaks drily of a “buffer stock” of labour. However, as he points out, it is actually 

the rentier capitalism to which all of us are opposed that actually commodifies 

labour. [Hockett, 2019] Here is a “framing” introductory quotation from David 

Ellerman: 

To arrive at the natural system of property and contract, the contract 
to de jure transfer that which is de facto non-transferable would have 
to be abolished. That is, the whole system of renting human beings 
in the employer-employee relation would have to be replaced by a 
system where everyone was (individually or jointly) working for 
themselves in the workplace. [Ellerman, 1982, p. 170] 
 

Think of this as Ellerman’s gloss on Polanyi’s claim that capitalism is forced to 

treat labour as a “fictitious commodity”. Complementarily: 

The capitalism-socialism debate was ill-posed from the beginning. 
It is as if the slavery debate in the eighteenth and nineteenth 
centuries was presented as the choice between the private and public 
ownership of slaves. The real choice should have been posed 
between any ownership of slaves (private or public) and the 
universal condition of self-ownership. In a similar manner, the 
recent debate between private and public employment (capitalism or 
socialism) was ill-posed. The real choice is between the employment 
relation (private or public) and the universal condition of (individual 
or joint) self-employment in the workplace … Universal self-
employment means work without the employer-employee relation. 
Everyone is individually or jointly working for themselves in their 
place of work. Economic self-employment is the natural correlate of 
political self- determination or political democracy. Thus universal 
self-employment is sometimes referred to as "economic 
democracy". [Ellerman, 1982, p. 160] 
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Robert’s version of this argument runs as follows: 

[M]y labor, or labor power, will not be commodified until it is 
directly or indirectly sold to strangers with interests that conflict 
with my own: indirectly, if I’m deploying my labor to produce 
commodities that I sell to strangers; directly if I am selling my labor 
itself to strangers who purchase it so as to employ it in producing 
commodities or providing services for pay to yet other strangers … 
under an OLMO regime in a democratic polity it is effectively we 
who are hiring ourselves … It means we’re in a certain sense self-
employed, self-sufficient, and materially independent on that 
account. It means we are fit to be citizens of a producers’ republic. 
[Hockett, 2019, pp. 120-121] 
 

He makes it clear that we run the risk, in interpreting the commitment to the state 

acting as employer of last resort, that we view it as playing a residual, safety net 

role –merely as a more extensive and robust net. That would be a mistake. 

In avowedly Kantian language, this function of the state makes a free 

labour market transcendentally possible by putting in place the essential 

precondition that we collectively – jointly and severally – employ ourselves. The 

private labor market is not primordially given, with the public option as a failsafe 

guarantee: without the public option of the state as employer of last resort the 

republican does not view the private labor market as so much as able to be free. 

It is a distillation from, and operates under a license granted by, one aspect of 

sovereign power. 

 We have, then, an answer to Nicholas Vrousalis’ charge that my 

conception of a property-owning democracy only resources a robust right to exit 

without answering the prior question: exit to what? [Vrousalis, 2018] The answer 
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is a guarantee of either exit to other private employment on the labour market or, 

as an ever-present alternative, employment by the state. This is not, however, 

either the tattered safety net of laissez-faire or the robust safety net of the 

Scandinavian ideal of welfare state capitalism: it is a condition of the very 

existence of a market in non-commodified labour between individuals with the 

capacity to be held responsible for their actions and omissions. [Ellerman, 

1982; Hockett, 2019] 

 

6 Renovating “Capitalism” 

There is a final question that I promised, at the outset, that I would address – and 

have not (at least, not yet). To what extent does the foregoing cast any light on 

my Millian defense of what our approach ought to be workplace democracy? In 

the book I defended the idea that while such associational forms are undoubtedly 

valuable, all we have to do is “nudge” the possibility of their existence and leave 

their extent in our economy to citizens’ free choices. 

 The foregoing discussion can certainly cast light on an intra-mural 

difference in strategy: Robert Hockett, David Ellerman and myself share the 

republican ideal of a labor market that matches Rousseau’s idiosyncratic account 

of a contract. While we intuitively think of contracts as involving a transaction, 

or trade, where something is given up in exchange for some benefit, a 

Rousseauian contract famously (or notoriously) leaves you just as free as you 

were before you signed it. This is Ellerman’s signature idea: that you cannot 
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alienate your labour from yourself even by consent. But while, in his view, this 

commitment shapes not only the macro-form of the labour market but also the 

micro-forms of its institutional exemplification, in Hockett’s view and my own 

the commitment remains “macro”. [Thomas, 2017; Hockett, 2020] It is the crucial 

role played for us both by the policy of the state as employer of last resort. With 

that commitment in place we are free to be “Millian” about whether workplace 

democracy is a desirable form that we ought to “nudge” into wider acceptance as 

opposed to Ellerman’s view that without every enterprise taking this form we are 

envisaging self-alienated labour. 

 Nevertheless, there is more to be said. Because if we take Minsky’s views 

seriously, there is a direct connection between all parts of his view, which is 

remarkably internally coherent: his view of sovereign money, his Kaleckian 

diagnosis of the failures of rentier capitalism, his proposal that the state act as 

employer of last resort and his macro-economic views as to how capitalism had 

to be renovated in order to be saved from itself. Specifically, I think I could have 

said more, in my book, as to what it means to make an economy conducive to full 

employment – another area where Minsky is instructive. It turns out that what he 

says has a direct bearing on whether or not we ought to encourage worker-owned 

firms. 

Minsky developed a comprehensive vision of an economy geared towards 

his Keynesian ideal of mass consumption and full employment. Some of his 

proposals are, prima facie, surprising: employer contributions to employee 
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national insurance seem, to Minsky, to offer a standing invitation to automation 

as a means of replacing labour. I have noted his argument that the state uses 

corporations as tax farmers: Minsky would eliminate both payroll taxes and 

corporation taxes.  

His basic idea is that it is not just the financial sector that we have come to 

recognize as trading underwritten by a public guarantee as the post-Crisis bailouts 

made clear. The form of “tax and transfer” that we have inherited, at the aggregate 

level, uses the deficit powers of the state to underwrite prices as a whole and 

hence guarantee a certain level of profit to all corporations – not merely banks. 

Given this general underwriting function on the part of the state, individual firms 

do not need enhanced market power of the kind found in cartels and monopolies.14 

(This point needs to be balanced against the Schumpeterian thesis that some 

                                                   
14 Furthermore, as Mark Blyth commented on the presentation of this paper, it is a very bad 

situation when corporations are set up as tax farmers but the state does not, in fact, collect very 

much tax back from them and they retain the difference. I would add that the worst of all 

possible worlds is one with these features: the corporate sector is granted a state underwriting 

of profits; some of its members – but not all – are given further guaranteed rents by the selective 

exercise of state policy; some of its members, but not all, are transnational corporations and 

engage in systematic tax evasion; corporate profit is channeled towards lobbying and campaign 

donations that see corporations write the tax code in their own favour. This very bad possible 

world is – as the philosophers say – “close” to the actual one in the USA at present. 
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degree of monopoly forms part of a stable capitalism and Minsky’s point that the 

very idea of investment capitalism depends on it.) 

For this reason, then, Minsky argues that we need to keep firms at a roughly 

equal level of market power by a combination of institutional design and policy. 

Firms should be small scale, employment friendly, and disinclined to replace 

labor with technology. No firm should be “too big to fail” – especially not banks 

– and in fact it should be comparatively easy for any firm to go bankrupt. This is 

not the place to go into the full range of measures Minsky envisages to secure 

these ends. However, does it fundamentally alter the case for workplace 

democracy? 

Fundamentally, no: I want to stick to my position – and Robert’s – that 

republican market demand a constitutional expression of the nature of free labour 

that we do not need, contra Ellerman, to track through to the level of micro-level 

economic associational forms. You might say that, qua pre-distributionists, 

Robert and I are concerned with “rigging” the macro-economy as a whole. That 

is not the same as requiring every economic association to be a worker owned 

firm on pain of permitting “the rental of humans” in a commodified labour 

relation. 

So I think is consistent with Minsky’s goals to keep workplace democracy 

at the level of one desirable associational form amongst others. They are good for 

democracy. There is no a priori reason why they should be less efficient than 

other corporate forms. But I do accept Minsky’s key point is that “efficiency” 
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here changes its sense when our goal is the Keynesian one of a full employment, 

high consumption, lower investment economy that may well set itself the goals 

of zero growth or even de-growth. 

In my book I noted Jon Roemer’s observation that worker-owned firms 

tended to be slow to lay off workers, and reluctant to adapt to new technologies 

that lead to redundancies, and I implied that this was an objection to such firms. 

Minsky has convinced me otherwise: worker-owned firms certainly have a more 

important role than I envisaged in realizing our Keynesian aims. I still think, 

however, that we can leave their emergence and entrenchment to a “free” market 

now that I have been more explicit about what that notion of freedom entails. 

 

Conclusion 

In this paper I have, somewhat self-indulgently, defended myself from a range of 

objections that have been leveled against the central arguments of Republic of 

Equals. However, my critics were certainly right to press me to be more explicit 

about the intellectual resources of liberal-republicanism. Consistent with Rawls’ 

rejection of welfare state capitalism, it is not merely a generalized, inegalitarian, 

vindication of a rentier capitalism at the service of bourgeois class interest. 

Rawls’s realistically utopian ideal of freely associating producers is also a 

classless society. The state has key sovereign functions that it cannot implement 

selectively. 
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The implementation of a constitutional guarantee of fair and universal 

access to capital is certainly crucial; but so is consistency in underwriting prices, 

assets and employment and bringing about the preconditions for its own effective 

discharging of these functions. Neglect of these functions is to neglect the state 

in its “constitutive function” where it is neither an honest, nor a dishonest, broker 

between social interests nor, for that matter, merely one of those interests. Some 

sovereign functions are not moves in an already constituted game, but game 

constituting, and that truth is one that we neglect only to our cost.15 Republican 

states make markets, make money, and in a deep sense make both our economic 

and political freedom and my brand of liberal-republicanism ought, in my view, 

to incorporate those republican commitments. 
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