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FOREWORD
By Alvin Johnson

'DEMOCRACY is the central problem of all present day seri-
ous political thinking. In the optimistic half century closing
with the 1890’s democracy was not conceived of as a problem
but as an established value, a goal to be realized by one nation
after another until the whole world should be organized
under one system, a system of peace, justice to the common
man and liberty and richness of living for all.

In the last two decades before the World War this simple
faith in democracy gradually waned. Democracy, it was main-
tained by the dilettante wise, is an outmoded system, corre-
sponding loosely to the handicraft system in industry, the self-
appointed healer and religious leader, the smallish self-made
man, homespun, split shingles and “long sweetenin’.” But
who knows “long sweetenin’ ” now? It was sorghum molasses,
cheap, democratic and autarchic, in place of sugar, encrusted
with monopoly profit, privilege and slavery.

The race, it was argued, was to the swift, the battle to the
strong and all power to the efficient. Democracy was held to
be a sentimental reaction against this obvious rule of life. The
world fixed its dazzled eyes upon undemocratic Germany,
with its steel-spirited armies, its incredible industrial upstwving,
its science tearing the inmost secrets from the heart of reality.
What had democracy to show that was worth considering?
The French peasant, surviving stubbornly while parlement
talked and ministries fell—in stage falls that bred no deep

7



8 FOREWORD

bruises. Imperial Britain with the restless subject peoples
bound hand and foot with ropes of sand. America, ripping
the gold out of her incomparable natural resources and
throwing it out of the window on the childish assumption
that the gold would always be dirt cheap. .

In the supreme court of war “autocratic” Germany was
indeed beaten, but by what a desperate and exhausting effort
on the part of the “democratic nations™—including Tsarist
Russia and the subjects of the emperor descended straight
from the rising sun. Inside of the democratic effort, what con-
fusion of cross purposes, what ghastly delays, what staggering
waste of treasure and life. It was inevitable that when the
final conclusion came, half triumph and half débicle, the
minds of men should revolve all manner of new political in-
ventions, and listen with sympathy to projects for government
through an elite, government under self-selective leadership,
however limited, yet strong and alive.

We have outlived this romantic period of political inven-
tion. Actual experience exhibits the elite as fated to degen-
erate into a viscous conglomeration of gangsters, essentially a
bombastic pomposity in externals, a cowering sadism on the
inside. We are forced back toward the conception of democ-
racy: the clear eyed, if perhaps short sighted rule of the com-
mon man who stands solidly on his own two feet and has
the courage, as a rule, to do justice as he sees it. Such rule
may be wanting in point of response to changing circum-
stance; but can it not be made more responsive? Must we
depend for true democratic spirit on the sense of independence
that naturally develops on the self-sufficient family farm, or
can we also, through the establishment of security, create the
conditions of democratic independence even under the factory
system?

This book, Political and Economic Democracy, represents
a collective effort to understand the problems of democracy
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by a group of men who have experienced at persoﬂal cost
what the eclipse of democracy means, for learning and for
life. This group of scholars has been known as the “Uni-
versity in Exile”; what it is in fact is an organized European
faculty &tablished and functioning on American soil, seeking
to translate American experience into European terms and
European experience into American terms, to the end that
the essential conditions of our common modern civilization
may be better understood.

One of the characteristic institutions established by this
faculty at the very beginning of its existence is the General
Seminar. In this seminar a connected series of topics bearing
upon some central problem of the social sciences is discussed
through a term, or even a whole year, by the members of the
Faculty. Thus the methods of the several social disciplines,
economics and sociology, jurisprudence and political science,
history, psychology and political philosophy are brought to
bear on a common problem. The students and visiting Ameri-
can scholars introduce into the discussion interest and experi-
ence that are characteristically American. Thus the outcome
is a group of ideas elaborated through the co-operation of the
several social scientific disciplines and of American and Euro-
pean methods of thought and social-political attitudes.

The present volume, Political and Economic Democracy, is
the record and result of the work of the General Seminar for
the year 1935-36. It is not indeed a literal transcript of the pro-
ceedings of the seminar. The devious process by which con-
clusions develop out of discussion can be followed profitably
only in the presence of the personalities participating in the
discussion. -

The material here presented has indeed been influenced
by the discussion, but mainly in the direction of a more
definite expression of the views originally held by the several
authors. Such divergence of views as the reader will note rep-
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resents real differences in judgment, derived not only from
differences in experience, but from differences in temperament.
W The democratic instinct values individualism, hence indi-
vidual differences, above all else. The clean cut dogma of a
master or of a school can make no compelling appelil to the
true democrat. He knows that reality will never be adequately
envisaged from a single point of viewuThe authors of this
book have focussed their attention, each upon the facet of de-
mocracy which chiefly commands his interest. Alone, each
essay may appear to lie within a single plane. But collectively
they afford a three-dimensional representation of democracy, -
still partial and imperfect, to be sure, but indicative of the
direction a more complete analysis must take.
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INTRODUCTION
By Max Ascoli and Fritz Lehmann

WHAT democracy? Whose democracy? The word democ-
racy is in our days taken over by everybody, even by those
who have rejected democratic political institutions. From time
to time the European dictators themselves like to assert that
their regime is the real or organic democracy. The question
has taken root in many minds all over the world whether the
name and the idea of democracy have not become so confused,
so stretched out by too many interests and passions, that their
scientific investigation has been made barren of useful results.

The papers collected in this book, all prepared in the man-
ner of our General Seminar, are based on the assumption that
the analysis of democracy and of its problems has meaning
and usefulness. The writers of these papers hold that the es-
sential problem of our days is still the problem of democracy
and, more specifically, of the relations and conflicts between
political and economic democracy. They have selected as the
object of their investigation that section of social life where
political intervention tends constantly to be extended into eco-
nomic and social activity and where powerful groups claim that
the economic life, too, can and must be shaped according to the
democratic principles. The aim of this investigation is to achigye
a test: a test which may enable us to see whether the idea of
democracy has a central focus where both its political and its
economic aspects can be proportioned and harmonized,
whether it is possible to find criteria of discrimination between

13



14 INTRODUCTION

what%s democratic and what pretends to be, whether through
the development of certain concrete institutions of economic
democracy, like works councils, arbitration boards, democracy
is promoted or jeopardized. All the papers have been oriented
toward these problems, all with different styles and approaches
have proposed some answers to them, and none makes a pre-
tense of having exhausted them. It is impossible for an individ-
ual or for a group to approach the problem of political and
economic democracy by establishing definitions and drawing
corollaries. A group can at best attempt various exploratory
essays; only at the end, looking at the results from a perspec-
tive of the whole, is it possible to discern the undercurrents
of agreement which run through the various experiments and
which give some unity to them.

The very fact that the institutions of democracy are so
widely attacked and that the name democracy is so largely
used and misused gives some hints as to the definition of the
problem. It means that democracy, at least in our day, is
ncither a canon from which one can derive rigid strategic
criteria of political warfare nor a dogma in the name of which
one can launch excommunications. Perhaps to have lost its
dogmatism under the savage attacks that it has been subject
to is the greatest advantage that modern democracy could ever
hope for. Democracy appears to many today as a general wish
for widespread spiritual and economic well-being, organized
in shaken or battered institutions. Even granting this, one has
to add that these institutions work more or less satisfactorily
according to the conditions and the nature of men who rule
and use them. The idea itself must receive its content from
the actions of men; it can inspire such actions but it cannot
dictate them. There is little reserve of condensed energy that
may act as driving force during the eventual ebbings of demo-
cratic strength. This mechanism seems old and obsolescent if
compared with the new systems of political organization that
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pretend to know always how to put every individual hn a
specific place and how to expect from him a specific action at
every required moment. Yet this looseness and this reliance on
man are the elements which give character to the idea of de-
mocracy. s the history of this country down to our own day
shows, the individuals can receive inspiration from this idea
and can give timely concreteness to it with adequate actions;
this interchange between theoretical principle and the be-
havior of man makes of democracy a real political force.

The principle of democracy is represented by a goal and by
a method, and by an indissoluble interdependence between
goal and method. The goal is to attain on every political issue
the greatest possible autonomy, security and expectation of
improvement for individuals and for groups, without other
limitations than mutual compatibility. The method assumes
that political changes have to be brought about only through
predetermined channels, and that decisions have to be reached
only after opportunity of expression has been given to every
interested individual and group. The method limits and de-
fines the ways in which the goal can be pursued, and it rests
on the assumption that the outcome is implicit in the political
instruments used and in the use which is made of them. No
democratic result can be reached by undemocratic methods.
The goal may appear vague and contradictory because its defi-
nition depends on the subjective determination of what is
meant by “greatest possible” and by “mutual compatibility.”
The method may appear as a handicap established for the de-
fense of vagueness and inefficiency. Even in its definition de-
mocracy depends on the energy of men and on how they use
the trust granted them.

The principle of democracy offers men the chance to realize
themselves to the limit of their capacity. It endows them with
a goal and with a set of instruments, but more it cannot do.
The concrete historical measure of democracy is determined
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day })y day, generation by generation, according to the self-
controlled activity of men. Here is the reason for the relation
existing between democracy and science, a relation which
gives science a function and a responsibility in democracy.
Science defines the possible effort of man and sete its condi-
tions so that it may reach the maximum of its range and use-
fulness, but it cannot invent machines for the continuous
faultless fulfillment of the effort. Nor can democracy trans-
form men into machines; its concrete achievements are pro-
portionate to the use that society makes of the tools it receives.
Democracy can be the best instrument for organizing the
sparks of human will, just as science can be the best instru-
ment for utilizing the sparks of human intelligence. Both of
them are bound by a definite correlation between means and
goals, method and idea, because the method itself involves the
result which can be reached in the approximation to the ideal.

This implies that science has to be as critical of democracy
as it is of itself. Possibly some readers of this book may re-
mark that the general tone of some of these papers is not
cheerful and optimistic. The tendency is rather to denounce
dangers than to suggest concretely what may be the right
path, to warn about the possiblc corruption of the idea of
democracy rather than to exalt its virtues. This does not
come from fear of commitments or from an inclination to
conceive science as a grumbling companion of political reality.
Rather it comes from the consciousness that the function of
science is to make exploratory tests of the ground where
human masses are passing or are going to pass, to study all
the related problems, and to raise alarm signals when there
appear possible dangers ahead. The stimulation and watch-
fulness that science can provide are among the most impor-
tant factors in keeping a democracy compact and self-con-
trolled. But although scientists can furnish all the necessary
principles of direction for the political and economic activity
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of men, and can to the best of their capacity offer i{ blue-
prints and tools, they cannot forget that they are fallible.
Political activity too can be fallible, becoming wasteful and
purposeless. Thus social science must neither be overcon-
fident iry its own principles nor overimpressed by political
events, and must try to strike its own balance.

In analyzing new and old political devices the best that
social science can do is to describe their range of usefulness.’
Several of the papers in this book try to define to what
extent and under what forms public ownership or arbitra-
tion of labor conflicts or shop councils can be beneficial to
democracy. To impute greater or lesser validity to plans
and proposals, according to their distance from opposite’
dangers, may appear a rather dull exercise, just as the prin-
ciples of democracy, dependent as they are on the energy of
the men.who use them, may appear uninspiring. A certain
amount of constitutional stiffness or of bureaucracy are needed
in the organization of the modern state; a too great amount
of them can jeopardize those human rights upon which the
modern state is supposed to stand. This search for a point of
equilibrium, which runs through all the papers of this book,
is an old basic trend of political wisdom, older even than
Aristotle; it can never become monotonous or obvious because
there'is no mechanical rule which may determine, even after
the extremes are defined, where the golden mean is to be
found. The equilibrium has to be reached always anew for
each specific problem in every given situation. Essentially to
study a problem means to measure it according to a certain
scale. To believe in science means to believe in the usefulness
of measurement, in the possibility of correlating the varjpus
systems of measurement and of adjusting them to changing
needs. That branch of science that has as its subject matter
social reality needs a more strenuous and vigilant belief.

These papers, different as they are in their intonation and
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topic, are the contributions of writers who have in common
a belief in science and in democracy, and in the interrelation
between science and democracy. This means that the writers
have tried, according to their own judgment, to reach the
best possible balance between opposite extremes; but it means
above all that their effort toward scientific validity is imple-
mented by a constant orientation toward the democratic goal
striven for according to the rules of the democratic method.
Each problem has been looked at in such a way that it may
reccive the solution most beneficial to democracy; the idea
of democracy has been seen in its sociological and philo-
sophical implications so as to receive its fullest and most ap-
propriate meaning. Here again the problem is one of strik-
ing a balance between the constant criticism that science owes
to democracy and the necessity of keeping democracy as the
constant point of orientation and inspiration.

The topics of the various papers have been selected accord-
ing to the actuality and urgency of the problems rather than
by following systematic criteria. Those problems can be re-
duced to one, as the title of this book suggests: what is the
load of economic democracy that the framework of political
democratic institutions can bear without cracking? Essentially
it is the same problem that once was defined as the potential
conflict between freedom and equality within democracy. Now
it receives a more concrete formulation: how and to what
extent is it possible to distribute the weight of economic
democracy over the old political frame? How and along
what lines can the frame be buttressed or rebuilt? Several
writers of the book have suggested different measurements
and valuations, both of the frame and of the load. Democracy
has"been seen by them on two planes: the legal-political and
the social-economic, and obviously their inquiry has been
focused by either of the two; but the exigency of reaching
an adjustment between the economic and the social plane
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has been one of the leading motives during the common
work.

About the common work itself, as it now appears in the
form of a book, the reader is asked to remember that it was
designed® to keep the character and to carry the outlook of
the General Seminar. Therefore the papers are at the same
time informal and didactic; they aim to stimulate discussion
rather than to bring out scholarly results. We do not believe
we have to apologize because of the fact that the European
writers of this book have formulated judgments about the
American political and social situation. The ideal and the
method of democracy are the same all over the world and
acquire various features according to the democratic energy
of each nation: thus, although European history does not
forecast the American future, those Europeans who believe
in democracy find themselves at home in the American na-
tion. Upon these principles our Faculty is founded.

Yet the fitting of European frames to American subject
matter which is attemipted in these pages would have been
impossible without the invaluable assistance of some Ameri-
can friends. We wish to mention Dr. Alvin Johnson, who
is the guiding spirit of this as well as of every endeavor of
our group; and Miss Elizabeth Todd, formerly an assistant
editor of the Encyclopacdia of the Social Sciences, who during
months of hard work has toiled on these pages so that this
joint enterprise of European writers could be as far as pos-
sible adjusted to the American language and thought. To
them as well as to our students and friends who have helped
and are helping the Graduate Faculty in building up its home
on American soil, the whole group owes the expressior» of
its deepest gratitude.
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IS ECONOMIC PLANNING COMPATIBLE
WITH DEMOCRACY?

By Gerhard Colm

THE answer to this question, like the answers to so many
questions, depends on the meaning of the terms. Whether
or not economic planning is compatible with democracy de-
pends on the interpretation of democracy and on the type
of planning.

The term “democracy” or “democratic” is used in two
different ways. Some think of a democratic society as a social
order that is intended to realize certain values, such as indi-
vidual freedom, the dignity of man and social justice, and
give only secondary emphasis to governmental institutions
which are held to be instrumental in the realization of these
values.

Others use the term in a narrower sense. They define
“democracy” as a certain form of government, finding the
essential criterion in a procedure for electing and replacing a
government by popular vote. These democratic institutions
imply the guarantee of certain individual rights, such as free-
dom of discussion, without which an articulation of the popu-
lar will is considered impossible. - .

I shall use the term democracy only in its narrower insti-
tutional sense, and the values which are emphasized in the
social philosophical usage of the term I shall call the humani-
tarian values. The two usages, of course, are closely inter-

21
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related. This relationship exists in a certain affinity between
the humanitarian goal and the democratic means, quite cor-
responding to the affinity that exists between autocratic insti-
tutions and nonhumanitarian goals such as nation or race as
ends in themselves, The democratic idea consists in‘the belief
that a social order serving humanitarian goals can best be
realized under democratic institutions. And yet it is not im-
possible for humanitarian goals to be pursued also through
other forms of government, or for democratic government
to pursue other than humanitarian ends.
" Democratic political institutions alone certainly do not guar-
antee the realization of humanitarian values. Thus the early
democrats fighting for these values demanded not only the
replacement of autocratic regimes by popular government but
at the same time also the restriction of governmental power.
The guarantee of the “rights of man,” of personal freedom
and property rights, was demanded as safeguard against the
danger of an “elective despotism.” Certainly these restrictions
of governmental power were in the interests of those property-
owning producers who did not enjoy a special governmental
privilege, but also they were consistent with the democratic
idea. The possibility of an “elective despotism” emerging from
democratic institutions was recognized as a danger for the
humanitarian values as well as for the material interests of
the aspiring class. Through restriction of governmental power
it was believed that harmony could be established between
the humanitarian values and the democratic form of govern-
ment. It was believed that individual and co-operative action,
left to its own devices in family, church and the market, would
nGt impair the freedom and dignity of man but would secure
the highest possible social justice. Thus in western civiliza-
tion the democratic idea took the form of “liberal” democracy.
Liberal ideology confined the state to the duty of watching
the rules of the game; it was believed that the goals of the
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game, the values which make the life of man in society worth
while, would be realized through social automatism. And yet
it is not adequate to say that democracy in this interpretation
was individualistic. The values that the early democrats fought
for, such as religion, the dignity of man, social justice, were
not regarded as the direct concern of the state, but their reali-
zation depended on social rather than individual action. At
that time social coherence in family, church and business or-
ganizations existed unshaken, as a matter of course, and did
not depend on the integrating power of the state. Thus the
idea of liberal democracy emerged from a specific historical
situation. It was a great and logical conception, but valid only
under certain spiritual, social and economic conditions. It is
not necessary for present purposes to discuss these conditions
in general. But an examination of the economic conditions of
a liberal democracy may help to answer the question of
whether or not the laissez faire attitude is still compatible
with the humanitarian goals of democracy. /

II

In the economic realm the restriction of governmental
power is based on the laissez faire theory. Laissez faire, to be
sure, never became a political reality, and yet modern demo-
cratic institutions were conceived under this ideology and
genuinely fitted to it. Liberal democracy was based on the
belief that the freedom and dignity of man and social justice
in the economic realm would be realized if the government,
refrained from any interference with the automatic function-
ing of the competitive order. A presupposition for such a
theory was the existence of a great number of small coth-
petitors in every field of business. This system of non-inter-
ference was conceived in opposition to a system in which
guilds regulated and limited the business activities of their
members, and in opposition to one in which monopolies and



24 POLITICAL AND ECONOMIC DEMOCRACY

corporations could operate under state privileges. It was a sys-
tem supposed to give equal chances to everyone. The struggle
for laissez faire and the unrestricted use of property rights
was, to be sure, in harmony with the material interests of
the property-owning producers striving for expansion, but at
the same time it appeared to serve the humanitarian ideals
of freedom, dignity and social justice. It was the dream of a
society in which the individual striving for his interests within
the general rules of the competitive game would serve the
interests of the whole; it was the dream of a society in which
everyone would reach the place to which he was best fitted
according to his ability and industry.

Much of this dream became reality. The achievements of
the profit-seeking individuals brought an amazing increase in
the material comfort of all classes of the population. Dynamic
forces were unleashed which dissolved the traditional patterns
of life and led to almost superhuman achievements in con-
quering the physical forces of the earth and air. A new vitality
pervaded society. And yet in decisive respects this dream was
never realized and its outlines hardened into an “ideology.”
The opinion that the guarantee of property rights would also
'be the best guarantee of an equality of chances and therefore
of social justice and individual freedom for all members of
the society proved to be fallacious. With technical progress
and large scale production new obstacles arose to perfect com-
petition. The equality of chances was shattered, and the in-
equality of chances was aggravated by a striking inequality
in the distribution of risk. The theory that through the market-
ing order the fittest would be selected and the unskillful and

- lazy eliminated was refuted by the facts with ruthless dis-
regard for liberal logic. Many of the farmers or entrepreneurs
who failed, or the employees who lost their jobs, were neither
inefficient nor lazy but the victims of conditions beyond their
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control. Business fluctuations produced an insecurity that
shook the social foundations of demacratic society.

The tenets of economic liberalism became suspect not only
because of their social effects but also because it was ques-
tioned Whether an order of unlimited property rights can m
fact guarantee the highest possible efficiency and the best con’
servation of natural resources. The amazing increase in the
productivity of labor, as compared with former periods, could
not be denied, but it was questioned whether this increase in
productivity corresponded to the possibilities inherent in the
technical knowledge and the skill and industry of the people.
The deep and long-lasting depression of the 1930’s has urged
this doubt even upon some who formerly praised the working
of the competitive system. Depressions, regarded until recently
as a periodical housecleaning, of which the social costs were
negligible in comparison with the advantages of economic
progress, are now interpreted by many observers as a processs
of capitalistic self-destruction.

The democratic idea can no longer rely for the realization
of humanitarian goals on the automatism of an economy
steered by perfect competition. There may be other arguments
in favor of this economic order. It may be that any other eco-
nomic order would show other defects. It may be that the
unequal distribution of income and property and the unequal
distribution of risk are necessary for enabling the upper class
to pursue cultural goals; these aspects of capitalism are not
relevant here. But under conditions as they are a democratic
society that intends to serve humanitarian goals can no longer
rely on the hope that the economic mechanism by itself, with-
out governmental interference, will secure the realization® of
its ideals. The conditions on which the laissez faire ideology
was based have changed, and therefore a policy that still
clings to the attitude of non-interference is no longer a policy
of “liberal” democracy. It might be called one of formal
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democracy—a policy that grants equality at the polls but is
indifferent to inequality of chances and risk, thereby pervert-
ing the idea of a democratic order as it was envisaged by the
liberal social philosophy.

This is the point where the idea of economic démocracy
has its place. This often used and more often misused catch-
word is interpreted in many ways, but I shall use it to indi-
cate an economic order under which the democratic institu-
tions could regain their original humanitarian meaning.
Under economic conditions as they were interpreted by the
liberal democrats, laissez faire quite logically was regarded as
the supplement to political democracy which was necessary
for realizing humanitarian goals under democratic institutions.
Under conditions as they exist today, or are supposed to exist

.today, economic democracy is regarded by its advocates as the

supplement to political democracy through which alone it can
restore its original social significance. In this way, they con-
tend, democracy which through technical development was
deprived of its moral substance and emasculated to “formal”
democracy, can gain a new. substance, can become again an
institutional structure functioning in harmony with its hu-
manitarian goals.

The various ways in which this task might be pursued will
be discussed in the various chapters of this book. I shall deal
only with the measures that involve ecomomic planning.
Planning, of course, can be used for various purposes, for non-
humanitarian as well as for humanitarian goals. There may
be planning for the enrichment of a group of producers in a
monopolistic position, or for the preparation of an aggressive
waf, but there may also be planning for the general welfare,
for the conservation of natural resources, for social security,
for a smoother economic development. No one will deny that
an autocratic regime, be it fascist or bolshevist, is able to apply
rlanning in pursuing its purposes. But the question is whether
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a democratic regime is also able to follow a policy of plan-
ning. The political institutions of democracy were, to be sure,
developed under the assumption of a laissez faire economic
policy, but does this necessarily mean that a policy departing
from th& attitude must destroy these democratic institutions?

I

There are many transitional stages between a laissez faire
policy and a policy of economic planning. A certain degree
of governmental intervention has always existed. Powerful
groups of industrial and agricultural producers, who identi-
fied their own interests with the national interests, have re-
quested governmental interference. With the incieasing po-
litical power of labor, governments have tried to mitigate cer-
tain social shortcomings of the capitalistic system by the vari-
ous means of social policy. And finally, middle class interests
have been protected against the impact of technical progress
and overindebtedness by many techniques of price and credit
policy. This interventionism has followed changing political
expediencies; its aim has been political equilibrium in the
democratic society rather than the shaping of the economic
process according to a predetermined pattern. All the many
measures of economic policy, such as tariff policy, discrimina-
tory taxation, industrial regulation, power policy, state pur-
chases, transportation policy, credit policy, subsidies, have
been applied while the governments still clung to an ideology
of laissez faire. This may be called a period of unplanned in-y
tervention, when governments acted in favor of big industries
in some countries, of small enterprises in others, of monopo-
lies and business associations at some times, of labor and labor
associations at other times; and often all these policies have
been applied at the same time and in the same country by
various governmental agencies. In a period of rapidly increas-
ing economic productivity and expansion all these incon-



28 POLITICAL AND ECONOMIC DEMOCRACY

sistencies were compensated by the economic development,
and remained unobserved. The situation changed, however,
when the forces of economic growth were paralyzed. Then
the necessity for a co-ordinated economic policy arose, and co-
ordination means an economic policy conducted according to
a plan.

Economic planning may mean two entirely different things.
According to one concept it means the replacement of the
whole private entrepreneurial system by socialized production
and distribution, on the basis of an all-comprehensive plan.
; According to another concept it means the planned regula-

tion of a multitude of private or public enterprises by all the
means of economic policy. This planned intervention, as it
may be called, is compatible with a more or less restricted
sphere of private ownership and private management. It re-
quires only that a minimum of strategic points in the eco-
nomic system be occupied by public agencies.

Instead of elaborating clumsy definitions we may illustrate
the various types of planning by resort to a metaphor. Our
economic system may be pictured as a torn cloth with many
holes (avoiding here the baffling question of who is responsi-
ble for these holes). It is a procedure comparable to all com-
prehensive planning if the tailor decides that the old cloth is
no longer worth repair and throws it away, making a new
one, regardless of the costs. Unplanned intervention may be
compared with the procedure of a tailor who mends one hole
here and another there, with patches of various colors, just
as he finds them, without any regard as to whether they match
angd without any imagination as to how the cloth will finally
look. A procedure similar to planned intervention is that of
the tailor who reshapes the cloth according to a pattern he has
in his mind, using as many of the old pieces as possible, This
reference to a pattern seems to be the essential feature of every
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kind of planning, although pattern does not imply that every
development must be anticipated in a detailed blueprint.

Various types of planning may be further distinguished
according to the realm to which the patterns refer. There is
first the %ype of partial planning. This may aim, for example,
at the conquest or conservation of natural forces, at such goals
as flood control, reforestation, soil conservation, land reclama-
tion. Private activities in these endeavors are insufficient be-
cause such plans must be made for periods of time that go
far beyond the periods with which private enterprises, cal-
culating with interest and compound interest, can reckon.
Another type of partial planning emerges from the necessity,
of structural changes within an economy. Suppose it is neces-
sary that there be a shift of farm population from semi-arid
districts to other parts of the country, or a transformation of
wheat areas into grazing land. Such changes may be left to
the “free play of natural forces”—through foreclosures, death
and the experience of generations of the uselessness of a new
beginning. But this is a cruel and inefficient process to watch
when it could be guided by science and administrative prac-
tice in a way that would avoid much of the social costs in
terms of human suffering and wasted natural resources. If
certain branches of industry are the object of planning, the
question arises whether it could be done by private business
itself. But this would involve the granting of a monopolistic
position to private associations, or whatever the private plan-,
ning agencies might be, and unrestricted private monopolies
would contradict the very meaning of the democratic idea.
Co-operation between public and private agencies in partial
planning is not excluded, however. On the contrary, active ce-
operation, wherever such co-operation is suitable, is essential:
for planning in a democracy.

When the pattern refers to the development of a certain
district it is possible to speak of regional planning. The out-4
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standing example in the United States is the attempt to de-
velop the Tennessee Valley through a co-ordination of flood
control, transportation policy, power policy, resettlement,
agricultural policy, measures of social hygiene, industrial
policy, educational programs, and the like. All thesé measures
are traditional means of economic policy. The only new factor
is their co-ordination according to a preconceived plan for the
development of a region. Most of the pioneering projects pre-
pared and published by the National Resources Board belong
also in these two categories of partial and regional planning.

Much more complicated are those efforts of planned inter-
vention attempting changes of one kind or another which
modify the economic system as a whole. It is one of the most
urgent tasks of modern economics to determine what strategic
points the government must occupy if it shall be able to effect
such modifications. How, for example, can a smoothing of
the business cycle be brought about? There are those who
believe that the mere control of monetary policy gives the key
position that enables a government to smooth the economic
development—if only this instrument of economic policy be
used in the right way. There are others, however, who believe
that money plays a more passive role, following rather than
causing economic fluctuations, and that if the government is
to influence the pace and the direction of economic develop-
ment, monetary control must be supplemented by credit con-
trol. It can easily be shown, however, that a regulated banking
system could only influence the amounts and terms of credit
supply but could not determine directly the amount and
thythm of the credit demanded. A policy of influencing in-
vestments can be exercised if the government can directly
regulate investments in a sufficiently large realm of public
enterprises or public works. Probably only a co-ordinated
, policy of monetary, credit and investment control, combined

with other measures influencing costs of production, such as

-
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wage regulation, could mitigate business fluctuations without
curbing economic development.

But smoothing the business cycle is certainly not the only
goal that a policy of planned intervention requires. Other
goals, sudk as the control of private monopolies, require addi-
tional measures which must be integrated into such an organic
plan of economic policy. It is not necessary to picture here in
detail the various possibilities of such a planned intervention.
I wish only to make it clear that planned intervention does
not, like comprehensive planning, mean wholesale national-
ization or rigid regimentation of all business activities, but
means that the government occupy and use certain key posi-
tions from which it can exert an effective influence upon the
market mechanism.

v

The problem now is whether planning is compatible with
democratic institutions. If it is attempted to introduce com-
prehensive planning the answer seems rather simple. An
attempt to transform a capitalistic society into one regulated
by wholesale planning requires the transfer of all private capi-
tal into government ownership. If there were a chance that a
majority in a democratic society would vote for such a whole-
sale socialization, all owners of capital would be driven into
one antidemocratic front. Thus the democratic regime would
be destroyed, at least for.the time being, either by those who
fight for expropriation or by those who are united in the de-
fense of their property rights, because in such an a11gnment
either group would have to abrogate the principles of pohn—
cal democracy in order to impose its will upon the othey
group.

The question is different if a capitalistic society has already
been transformed into a society of comprehensive planning.

A securely established socialism might be compatible with
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democracy. But the point which is relevant here is that even
if a socialist system is set up it entails at least a transitional
period of struggle and dictatorship, and no one can know how
long this stage will last. It must last until those fighting for
their property rights are radically exterminated. Itt may last
even longer, because a dictator is unlikely to submit volun-
tarily to democratic control. It is possible that in an indus-
trially advanced country the process of subduing enemies of
the new regime would take a longer time than in Russia.
Thus a system of comprehensive planning, at least in its in-
ception and its preliminary stages, is not compatible with
democratic institutions.

Much more complicated is the question of whether planning
of the type I have called planned intervention is compatible
with democracy.

Planning necessarily involves an end for the sake of which

! the government plans. Even the moderate forms of planning,
such as the co-ordination of various expedients of economic
policy, must be based on a guiding principle. The multifold
economic groups—farmers, exporters, workers, big business,
small business—all consider their own specific interests pre-
dominant. Under a regime of desultory intervention these
various interests are satisfied more or less according to the
political influence they are able to exert. A planned economic
policy, however, requires other than a political principle ac-
cording to which satisfaction and sacrifices shall be distributed.

Such an all-inclusive principle exists in time of war. War
preparation requires that all human and social ends be sub-
ordinated to one goal, the strengthening of the military power
of the nation, and it is in accordance with this goal that favors
are distributed and sacrifices imposed. Sometimes, to be sure,
external issues are used as a mere pretext, and an autocratic
state builds up a permanent “fortification economy” in order
not only to protect itself from foreign powers but also to
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entrench itself at home by patriotic appeal for defense or ag-
gression. This, however, is the procedure of regimes that are
fascist, not democratic. It is not incompatible with democratic
principles for a state in time of war or genuine threat of war
to orgamdze its entire economic strength for the sake of
national defense, extending its control as widely as necessary
for the duration of the emergency.

But national defense, although it is certainly an integrat-
ing principle, can scarcely be considered, except perhaps in
fascist regimes, a fundamental and enduring guide for the
co-ordination of economic policy. Is democracy able to estab-
lish such a principle?

One answer is contained in the idea of a liberal interyen-
tion. There are liberals who admit that under conditions as
they are the market automatism does not function satisfac-
torily and that governmental action is inevitable. But they
believe that it is possible to recreate the conditions under
which the classical scheme was conceived, and they contend
that governmental action should be limited to this purpose.
Thus they suggest a policy that would prevent the rise of
private monopolies or would even encourage the breaking up
of large enterprises which work under decreasing costs and
are a potential disturbance to the market equilibrium. Such a
restrictive interventionism, since it envisages no other goal
than the restoration of the market automatism, would secem
to be compatible with the principles even of liberal democ-
racy. But, although it is undoubtedly feasible for the large
sections of our economic system in which the small enter-
prise is predominant and efficient, if it were extended also
to other sections in which the large scale enterprise has
proved to be superior, it would mean the abandonment ‘of
troublesome but important technical and organizational
achievements.

Thus planned intervention, if it is to work with, not against,



34 POLITICAL AND ECONOMIC DEMOCRACY

modern technical conditions, must proceed from mere re-
strictive measures to positive actions for establishing an eco-
nomic equilibrium. But although this is a necessary goal it
cannot be a constitutive goal of economic policy, because there
are so many kinds of equilibria possible. If it is believed, for
example, that a policy of public spending during a depression
is necessary for the re-establishment of the market mechan-
ism, this policy may be pursued as an effort toward economic
equilibrium, but it would still remain to be decided how the
money ought to be spent during the depression, how much
should go for farmers, for unemployed, for the construction
of schoolhouses, for conservation work, for armaments. There
must be some kind of guiding principle to show which direc-
tion will be taken in reaching the goal. This is evident also in
the distribution of the tax burden and in many other govern-
mental activities, and it is especially evident in the further
reaching proposals of planned intervention. A government
that assumes the duty of such intervention cannot act under
the fiction that it refrains from all evaluations; it must assume
responsibility not only for the rules of the game but also to
some extent for the game itself. Such a step means a de-
parture from the principles of liberal democracy, even in the
neo-liberal form of making laissez faire a calculated goal of
economic policy,

But does the end of laissez faire involve also the end of
democracy? Is it true that democracy is not able to establish
a goal which may serve as the leading principle for a policy
of planned intervention? The Constitution of the United
States established two superior goals: provision for the com-
mon defense and provision for the general welfare. Does the
“General welfare” represent a principle which could co-ordi-
pate state activities in the economic and social fields and
which could serve as a criterion as to whether or not the
demands of special interests are justified?
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It might be objected that the general welfare is susceptible
to manifold interpretations. Certainly it is no rigid standard,
that can be applied like a graven commandment. It is a
moving, flexible criterion, changing not only with the situa-
tion but ®lso with the interpretation of the situation. And yet
in a concrete situation the determination of what the general
welfare requires is far from arbitrary. In any society there is
not only a clash of various interests but also a wide sphere
of common interests, and there are many achievements bene-
fiting an overwhelming majority of the people which will
be contested only by small groups representing special inter-
ests. Especially in emergency situations the realm of common
interests gains in importance as compared with the sphere of
unavoidable antagonism. In a depression, for example, re-
covery can be regarded as a common interest. Not every op-
position to measures regarded as instrumental to recovery can
be interpreted as arising from another conception of general
welfare but must often stand revealed as merely the opposi-
tion of special interests to the interests of the general welfare.

Besides this undebatable realm of measures in the interest
of the general welfare there is a broad realm of mooted
measures. There was a time, for example, when the idea of
elementary education as a governmental task was regarded
as an encroachment upon the rights of the church and as a
policy of spiritual state regimentation. The provision of a
minimum of education by the state is regarded today as an
essential element in a democratic policy. It may be that the
provision of a minimum of social hygiene or of a minimum
standard of housing may also eventually be regarded as an
incontestable task of a government striving for the genegal
welfare of the nation. A democratic government cannot, like
an autocratic regime, force upon the pation its own program
of gcneral welfare. As far as the mooted sphere is concerned,
the requirements of the general welfare must be discovered
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and interpreted by democratic processes, with constant ac-
commodation to changing demands.

Such a policy is a policy of compromises. General welfare
in a democratic society can be pursued only within certain
political limits. These limits are set by regard for the unity
of the nation. Interventionism in a democratic framework
may modify the use individuals make of their property rights,
but will not abolish property rights, except by taxation. In any
particular instance, of course, the requirements of the general
welfare are superior to such demands as the preservation of
individual property, and yet if an infringement on private
property is necessary in the interests of the whole, it must be
compensated by indemnification unless the nation is to be
broken up into two fronts which would destroy the basis of
democracy in their struggle for ascendancy.

The execution of any such program of planned intervention
will meet many obstacles, which must be discussed. But al-
though it may be justifiable to say that planned intervention
is not compatible with a formal democracy that confines its
duties to watching the rules of the game, it is certainly equally
justifiable to say that it is not incompatible with a substantial
democracy that assumes responsibility for the general welfare
of the society, for the best possible realization of the humani-
tarian values that democracy is based on. Planned interven-
tion cannot achieve a perfect and immediate realization of
social justice, but it will not entail that violation of humani-
tarian values that is at least a possibility under autocratic
regimes. And although consistency in the pursuit of the goal
may be more difficult to secure under a democratic than under
an autocratic regime, the integrating power of a policy of eco-
nomic democracy grows directly out of the processes of a

, democratic society and is not, like the co-ordination achieved
by fascism, forced on the citizens from above.

There may be situations in which the political or economic
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antagonism within a society reaches a point where the demo-
cratic procedure can no longer operate. Democracy is based
on a certain coherence of the society; it may be unable to
function jf this coherence is lost and if the state must serve
as the only means of combining a multitude of individuals
in an organized group. In such an extreme situation, however,
the chances of a formal democracy are even smaller than those
of a substantial democracy which tries to remove gradually
the reasons for social disintegration.

v

Thus it may be asserted that in principles there is no in-
compatibility between planned intervention and democracy,
but how about the possible realization of such a policy?

A planned economic policy needs, as was said before, the
conquest of certain key positions through which the economic
system can be influenced. Is not the conquest of such key
positions perhaps as impossible under democratic conditions
as a wholesale nationalization? Here I see a great difference.
A wholesale nationalization requires a frontal attack against
all private ownership of means of production and would unite
all property owners in opposition. The conquest of certain key
positions, however, conflicts only with certain special interests
and can be effected without expropriation. Such a policy can
benefit by the diversity of capitalist interests, many of which,
will profit from such a planned intervention. There are many
instances in which important strongholds have been conquered
under democratic regimes and in which control has been as-
sumed over a part of the economic system that was formerly
left to the market automatism: democratic countries have, for
example, enacted far reaching measures concerning such key
problems as agrarian reform, regulation of banks, control of
railways and other public utilities. But such reforms have been

achieved by democratic methods only when the majority of
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the population was assured that the institution of property
was not attacked in general.

But great problems emerge from the conflict between special
interests and the general welfare, and these must be, solved if
the policy is to succeed permanently. The private holders of
the necessary key positions will certainly fight against public
control with all the methods available under a democracy. By
such means as propaganda and lobbies they will denounce the
government’s policy and stir the emotions of the population.
The government must assure fairness in the use of such
methods, and must meet them with its own arguments, for
attempts toward economic democracy can survive only when
public opinion is aware of and in harmony with this great
task of a democratic government. The danger that democratic
rights may be misused by representatives of special interests

Jinvolves some of the most important problems of a democracy
in a period of planned intervention, but these problems are
not insoluble,

Another problem that must be met by planned intervention,
as by every other kind of planning, is the existence of an ad-

{ ministration that is able to plan. It is held by some that the
democratic legislative procedure is too slow and clumsy for
the quick decisions and adjustments that are necessary, that
in any case the co-ordination of the various measures cannot
be achieved easily under a democratic regime, and that a dic-
tatorship is in this respect a superior form of government.
There is no doubt that an autocratic administration need not
be troubled by a wearisome co-operation with a legislative
bedy or by any judicial supervision or constitutional limita-
tion of governmental powers. In this respect it is certainly
easier to rule as a dictator than as a democratic executive. And
yet it does not follow that a dictatorship is in the long run a
more efficient form of government. An autocratic government
lacks correctives which in a democratic regime may be annoy-
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ing but are nevertheless wholesome. A mistaken policy or a
lack of conformity with popular sentiments can continue in a
dictatorship for a shorter or a longer time but then it may
suddenly endanger the whole government in a much more
radical reaction than will occur under a democracy when there
is a change of the party in power. Even such a change of the
governing party in a democracy does not necessarily mean a
break in fundamental lines of the policy if there exists one
stable factor, an efficient civil service. And the government
should not only rely on such a civil service to execute its policy,
with the general consent of public opinion, but should also, /
in accordance with old democratic traditions, enlist the active
co-operation of the citizens themselves. Their co-operation can
be used not so much for the great decisions of policy, which
should be reserved to the constitutional legislative and execu-
tive organs of the state, but for the many little duties in the
daily routine of jurisdiction and administration. Such delega-
tion of governmental functions to jurymen, to citizens’ com-
mittees, to farmers’, industrialists’ and consumers’ co-opera-
tives, will probably succeed best in countries with a great
democratic tradition.

The experiences during the last depression with some first
attempts toward a policy of planned intervention have proved
that the democratic machinery needs a thorough overhauling
if it is to be fit to meet this new task. This refers, on the one
hand, to provision for the discretionary power needed by the
executive and on the other hand to the formation of a civil
service capable of executing the policy. Great administrative
problems must be solved. Between centralization and decen-
tralization, between the evils of bureaucracy and the lack of
any co-ordination, the right way must be found. The creation
of administrative bodies with a certain independence, such
as the TVA, is certainly an instructive experiment; the pro-
cedure of the Agricultural Adjustment Administration may

«
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also serve as a valuable example, while on the other hand
much could be learned too from the errors in the organiza-
tional set-up of the National Industrial Recovery Administra-
tion. But the problem is not only one of administrative tech-
nique. For this new task the members of the legis]'ative and
executive bodies need a profound understanding of the eco-
nomic and social necessities; independence and honesty, ex-
haustive factual information, courage and imagination are re-
quired. It is impossible here to suggest in detail all the ad-
justments that will be needed, but one important point should
be emphasized. If it is declared that these requirements are
not fulfilled today and therefore democracy is not yet able to
cope with such a task, I wish to answer that these qualities
which are indispensable for the functioning of democracy to-
day can be developed only by doing the job. The democratic
machinery, however, should not be overtaxed at the begin-
ning; progress must be attempted gradually, and in step with
the improvement of the machinery.

What has been proved by these considerations? Very little.
They certainly have not proved that democracy will succeed in
steering the nations through this troubled age; on the con-
trary, they have emphasized how difficult this task is. Science
can contribute only a description of the conditions under
which a certain goal can be reached; whether these conditions
will be fulfilled is another question, and I shall not attempt
any prophecy. My only conclusion is this: democracy is not
essentially incompatible with planning if planning is under-
stood as what I have called planned intervention and if de-
mocracy is understood as substantial democracy, as an insti-
tutional machinery for the realization of humanitarian values.
Certain adjustments must be made, and no scientific analysis
can reveal whether or not these adjustments will be attempted

4 or whether the attempt will be successful. This depends upon
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how far public opinion realizes the precarious situation in
which we live. And this in turn depends on the determination
and strength of those striving for the general welfare ass
against sgecial interests. It depends also on a revitalization of
the democratic idea, so that the fight for a democratic form of
government, and for the individual and social values it in-
corporates, will be regarded as worth while by the people on
whose shoulders the fate of our civilization finally rests.
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THE TRADE UNION APPROACH TO
ECONOMIC DEMOCRACY

By Alfred Kihler

TO consider economic democracy as a program of the trade
unions might seem at first to attribute to these organizations
a wider range of activities than is justified. But it is soon ap-
parent that in pursuing their fundamental aim of improving
conditions of work the unions are necessarily led into activi-
ties which impinge either directly or indirectly on the general
economic structure. Similarly, it might be held that the unions
of various countries are too widely different to admit of any
generalization about their common purpose. In Germany, for
example, the unions were from the beginning closely con-
nected with the socialist movement, and their leaders seldom
missed an occasion to declare that the unions fought not only
for wage increases but for the liberation of the working class,
for the breakdown of the wage system and for socialism as
the final goal. The United States, on the other hand, developed
an opposite type—craft unions clinging to narrow craft inter-
ests and declaring officially that they did not believe in class
struggle and had no intention of abolishing capitalism. The
English trade unions have stood between these groups, foster-
ing a certain class consciousness but without advancing any
radical ideology. But in spite of the fundamental theoretical
differences in the trade unions of various countries, it may be
considered whether in actual practice the economic and po-
42
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litical goals of the unions are not much the same. After all in
1918, when the laboring class was the most powerful group
in Germany, the trade unions did not overthrow the capitalist
system oreabolish private property in mines, steel mills or big
banks; and the American unions have not always favored un-
controlled capitalism but have supported the New Deal and
the National Labor Relations Act, with its labor boards and
its compulsory recognition of the unions, they have increased
collective bargaining and favored public spending, and have
not opposed schemes for unemployment compensation.

In other words, regardless of ideologies, is there not in the
actual direction of all trade union activity an underlying simi-
larity which can perhaps be designated as economic democ-
racy? And what then is to be understood by economic de-
mocracy?

These questions certainly cannot be answered by merely
giving a definition of the concept of economic democracy.
First, the term varies in meaning with every thinker on the
subject and embraces a hererogeneous mass of social and eco-
nomic problems. Then too, in the English-speaking countries
the term industrial democracy is more frequently used, but it
is no less amorphous. Finally, the definition of economic de-
mocracy is usually given not as a summary of actual trade
union policy, but as an expression of personal ideas on what
economic democracy ought to be. Professor Hermberg, for
instance, at the Breslau convention of the German Trade
Union Federation in 1925, declared that economic democracy
is necessarily indistinguishable from a socialistic economy,
that only an organized economy under a centralized leader-
ship could enable the working class to have a really demo-
cratic participation in the economic life of the country, while
the present economic order can accomplish no more than
shop democracy, which means a close affiliation of the workers
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with the interests of the individual enterprises, but not real
economic democracy. In short, economic democracy is here
identified with a centralized planned economy in which the
democratic procedure is followed in reaching important de-
cisions.

In the English-speaking countries writers have been in-
clined to interpret industrial democracy entirely in terms of
the established system. They usually stress decentralization of
economic power and participation of the workers in the con-
trol of the smaller economic units. G. D. H. Cole, for example,
has declared that industrial democracy means that “every
workman can feel that he has a real share in controlling the
conditions of his life and work,” and Lauck has interpreted
it as self-government and equality of opportunity in industrial
as in political life.

Of special interest is the official concept of economic de-
mocracy written by the federation of the German trade unions
more than three years after the Breslau Congress. Their so-
cialistic tradition forced them first to declare that economic
democracy and socialism are identical in their ends. This was
necessary since it could hardly be expected that German work-
ers would support a trade union program that openly de-
parted from the old socialistic ideals. The actual content of
the program, however, followed rather different lines from
the old Marxian theories of the labor movement.

Since the development toward economic democracy in re-
publican Germany was carried further than in any other
country the German program might be used to illustrate how
much economic democracy can embrace, and to analyze the
character of the different demands usually included under
this idea. The experiences of Germany are also very useful in
considering the questions of how far economic democracy
can be carried within capitalism, how it influences the func-
tioning of the present economic order and whether economic
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democracy, carried to its reasonable conclusion, sets up a new
economic order,

0

In most tountries the movement for democracy in economic
life started in the big factories. The workers, bitterly resenting
the autocratic power of the employer, tried to replace it by a
kind of constitutional order in the shops. Although the char-
acter of this “shop democracy” showed national differences,
the development in Germany may fairly be taken as an ex-
ample. The German shop council law of 1921 introduced for
all enterprises with more than twenty employees representa-
tives of the workers and salaried employees who were chosen
by free and secret ballot, without regard for trade union mem-
bership. They were bound to represent the interests of all
workers and could be dismissed only for a very few legal
reasons, so that they were able with some frankness to voice
the complaints of the workers to their employers. Their very
existence was a check on the autocracy of the employers, but
there were also direct limitations of the employers’ power.
The law declared that in setting up a binding shop order the
employer should have the explicit consent of the shop council,
which meant that he could not arbitrarily regulate the distri-
bution of working hours or arbitrarily introduce penalties or
a time clock or general rules of conduct. The shop council
had also the express right to participate in the administration
of the fund in aid of the employees, to watch the piece price
regulation and check the observance of existing collective
agreements, and to raise its voice in hiring and firing and in
the introduction of new technical devices. Finally there was an
article in the law, much resented by the employers, which
fundamentally limited the right of firing. A dismissed worker
could take his case to the shop council which, if it accepted the
complaint, first negotiated with the employer and if necessary
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went to a labor court. Re-employment or payment of a con-
siderable sum was to be ordered if the dismissal was socially
unjustifiable, that is, if the employer was unable to prove that
the worker had not fulfilled his contract or that he was un-
able to do so or that there was a shortage of work. But even
undér conditions of decreasing production the employer did
not have the right to dismiss any worker arbitrarily, but could
do so only after considering the comparative social and eco-
nomic conditions of the workers who were subject to dis-
missal,

In this shop democracy the role of the trade unions varies
greatly in different countries. In Germany, for example, shop
representation was purely a creation of law, separated from
the union, while in the United States shop representatives are
actually representatives of the trade unions. Thus in the
United States their rights are usually rooted in collective
agreements and their power is limited to the union shops, with
limitations on hiring and firing coming only from contracts
between the union and the employers and applicable in gen-
eral to union members only; in Germany the law and the
constitution expressly forbade any distinction between or-
ganized and unorganized workers in this respect. These dif-
ferences, however, are to a large extent only formal. Actually
the German shop councils too were representatives of the
trade unions; the unions prepared and supported the election
of the councils and strengthened their position within the
factories. It may be that the lawmakers had different inten-
tions, but independence of the shop councils from the power
of the trade unions would have been entirely against the
philosophy and interests of the unions, which always consid-
ered themselves the sole representative of the workers in all
their fields of interest. There were also objective reasons for
the increasing influence of the trade unions on the shop coun-
cils. Although the councils were given their rights by law, in



THE TRADE UNION APPROACH 47

practice they needed the support of the workers’ organiza-
tions, since most of these rights were expressed in vague terms
and could be circumvented by the employers if the councils
had only the law to support them. Finally, shop representation
independent of the unions would have been contrary to the
ideology of the German workers, who believed in many things
but certainly not in syndicalistic developments.

The regulations of shop democracy leave the economic
conduct of the enterprise with the employer, and do not affect
either the ownership of the means of production or the eco-
nomic system as a whole. They are essentially intended to
prevent the economic ownership and leadership of a factory
from making the individual employee dependent on the good-
will of the employer or his representatives rather than on the
economic necessities of the enterprise and the established eco-
nomic system. It is discipline in the factory which is “democ-
ratized,” not the economic command of the means of produc-
tion. Nor does shop democracy mean regulation by majority
decision, as in political democracy. The German law, for in-
stance, merely recognized two independent groups in the fac-
tories and facilitated their co-operation in the task of produc-
tion, at the same time requiring employers in some cases to
listen to the shop councils, in others to negotiate with them,
and in still others to ask the state for an ultimate decision.

In fact, this principle of regulated co-operation is charac-
teristic of economic democracy as a whole. Its tendency is al-
ways to strengthen the position of the workers but to leave
the final decision to the employer, or to negotiations between
the two recognized parties, each relying on its economic
strength, or to the state.

The original goal of trade union activities was undoubtedly
equality of bargaining power in the labor market. The work-
ers were here in a weak position, because of the excessive
supply of labor and the comparatively monopolistic position
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of each employer. To remedy this situation the trade unions
tried from the very beginning to build up a similarly monop-
olistic position for the workers, with themselves as the recog-
nized negotiators. But, as everyone knows, both governments
and employers opposed this development for decades, and the
yellow dog contract and dismissal of workers because of union
membership became international practice. Nevertheless the
unions carried on their campaign for recognition and in most
countries the war period helped in their advancement. Labor
was urgently needed and strikes had to be avoided. Co-opera-
tion with the labor unions therefore became imperative, and
the governments paved the way. Even the old imperial Ger-
many granted the unions representation on official state boards
during the war in order to accomplish general conscription of
the civilian working population. In the United States Gompers
became chairman of the Committee on Labor in the Advisory
Commission of the Council of National Defense; a Govern-
ment Mediation Commission and finally a War Labor Board
were set up composed of representatives of employers, work-
ers and the government. But after the war the development
in the United States was turned again in another direction.
The National Industrial Conference called by Wilson in 1919
as a last attempt to bring capital and labor together failed in
its objectives and was shortly followed by a drive for the open
shop, although even at the same time public discussion was
considerably concerned with economic reconstruction and the
introduction of industrial democracy.

In this period immediately after the war the German labor
movement reached its greatest power. The trade unions signed
with the employers’ associations the famous agreement in
which the latter promised to recognize the unions in the
future as the sole representative of the workers, to bargain
collectively with them and to refrain from dismissing workers
because of union membership as well as from building up
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yellow or company unions depcndent on the employer. For
the German unions this was not only a great triumph but
almost a complete fulfillment of their dreams. It gave them
equal footing with the employers’ associations and secured for
them the sole power of negotiating wages, almost completely
avoiding decentralized wage negotiations independent of the
union such as are still allowed in the United States by the Na-
tional Labor Relations Act of 1935.

This “wage democracy” was even further developed. In
addition to the agreement between the employers’ associations
and the trade unions there were two decrces which reshaped
the legal character of collective wage reguladon. The first
decree gave to the collective agreements the standing of bind-
ing statute law, so that the terms of the individual labor con-
tracts were directly determined by the collective agrecments,
even if the individual parties agreed voluntarily to departures
from the rule set up by the organizations. This really meant
that the employers’ and workers’ organizations werc em-
powered by the state to regulate wages. And, indecd, this dele-
gation of state power to “self-governing bodies” is not infre-
quently considered an essential feature of economic or indus-
trial democracy.

The second decree introduced the state arbitration system
and rounded out the picture of wage democracy. While the
“recognition agreement” had mercly established two inde-
pendent parties, this arbitration decree introduced more or
less state supervision over these parties and a procedure which
could lead to wage agreements even though the two organiza-
tions had not reached an understanding.

This compulsory wage arbitration took back, of course,
much of the power entrusted to the economic organizations,
and is therefore often considered contrary to the principles of
economic democracy. But this judgment is based on an inter-
pretation of economic democracy as sclf-government and on
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the belief that collective bargaining is a means of realizing it.
Since we are now considering merely the actual picture of
trade union policy as it exists, rather than details of a pre-
determined concept of economic democracy, there is at the
moment no need to evaluate this judgment. It might be use-
ful, however, to emphasize the fact that there is a funda-
mental difference between self-government as usually under-
stood in political democracy and collective wage regulation.
The latter does not include the democratic method of regula-
tion, that is, majority rule, and therefore it constitutes the
right to organize workers and employees and the right to
strike, rather than a “system of government.” It may be that
this wage democracy strengthens the position of the workers
and tends toward greater equalization of economic power in
the labor market. Nevertheless, growing organizations pre-
pare the way to economic struggles between the groups rather
than to a form of democratic regulation. It is therefore likely
that the state will finally be forced to impose compulsory arbi-
tration and thus provide a binding procedure for this “self-
government” in wage regulation. Whether this intervention
of the political state is to be considered the destruction or the
perfection of economic democracy will be discussed presently.

Most closely related to the activities discussed so far is the
development in the field of price control. The trade unions,
always more interested in real wages than in nominal wages,
tried to gain an influence on the price level. The ways of
doing this were manifold. There was first the consumers’ co-
operative movement, which had a regulatory influence on the
spread in prices for consumers’ goods. The trade unions fa-
vored the movement especially in order to break trade monop-
olies. In many European countries trade unions even became
producers in a few fields, as in the building industry, where,
in combination with tenants’ co-operatives, they achieved a
real influence on rentals for low-cost buildings.
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Further, in the wide range of publicly owned or controlled
industries, such as railroads, postal service, telephone and tele-
graph, electric power stations, gas and water supply, the prices
of the products or services are determined by boards depend-
ent on political bodies, and the trade unions demanded influ-
ence on these bodies as representatives of the workers.

The Federal Coal Council (Reichskohlenrat), one of the re-
sults of the nationalization movement of the German revolu-
tion in 1918, was a significant development in this movement
toward “price democracy.” It was composed of representatives
of the interested unions, the producers, the traders, the con-
sumers and the government, and held an influential position
in the regulation of coal prices. The introduction of such an
institution in the price mechanism meant, of course, much
more than a democratization of working conditions, for it
touched upon the fundamental principles of the capitalist
market economy. Furthermore, if there is wage control on the
one hand and price control on the other, the result is neces-
sarily a control of the distribution of the national dividend,
or what might be called “income democracy.” These consid-
erations, however, are more of a theoretical nature than a
description of a real development. The power of the German
Reichskohlenrat was restricted to the regulation of coal prices,
and even within these boundaries the council failed to gain
enough influence to wrest control of the price policy from
the entrepreneurs. Frequently the representatives of the work-
ers were even accused of having favored excessive price in-
creases in order to gain wage advantages for the members of
their unions.

A general control of the price policy of cartels was still
hardly started. Only the potash industry had an institution
similar to that in coal mining. But the trade unions asked for
public control of all monopoly prices, with participation of
the unions. They hoped to advance from these positions to a
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penetration of the whole economy in order to build up gradu-
ally a complete network of “democratic regulation,” ending in
a balanced and harmonious economy. Since this goal was far
from being reached, however, the unions were increasingly
forced to find other ways to a general economic security for
all workers, employed or unemployed. This became the more
urgent the further capitalism developed, that is, the more de-
pendent the workers became on their jobs and the more these
were endangered by crises and depressions.

Social insurance of all kinds was demanded, and was con-
sidered a further step toward economic democracy. The unions
early favored sickness, old age and invalidity insurance, and
demanded finally the introduction of unemployment insur-
ance. Since the compensation payments of all these types of
social insurance help to weaken the pressure on the labor
market and to strengthen the position of the employed work-
ers within the factories, insurance is actually a more integral
part of the trade unions’ wage and economic policy than it
seems at first glance.

But the trade unions are interested in social insurance for
other reasons too. The insurance organizations administer
large sums of money collected from workers and employers,
and the unions demand that the principle of self-administra-
tion be applied. Thus they ask for participation of workers’
and employers’ representatives in the administrative bodies,
and of course the unions themselves want to be the repre-
sentatives of the workers, with the state functioning only as
supervisor. Further, it is of great importance to the unions
that labor exchanges are usually developed and combined with
the system of unemployment insurance. Since control of the
exchanges is essential for control of the labor market the
trade unions are especially eager to participate in their ad-
ministration.

To complete the picture of economic democracy it is neces-
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sary to mention the German Economic Councils. Article 165
of the Weimar Constitution promised the workers that they
should be called upon to co-operate on an equal footing not
only in the regulation of working conditions but also “in the
entire field of the economic development of the forces of pro-
duction.” Besides the shop councils already discussed, this
article provided for District Economic Councils and for a
Federal Economic Council to include representatives of all
important economic groups. The councils were to perform
“economic functions” and to co-operate in the execution of
the laws of socialization.

This article sounded very much like the beginning of a
planned economy and socialism. Actually, however, the coun-
cils failed entirely to gain an influence in questions of eco-
nomic policy. The District Economic Councils were not set
up at all, and the Federal Economic Council held only an
advisory position to the government in the field of social
legislation. The whole article proved to be scarcely more than
a gesture to the revolutionary spirit of 1918 and resulted in
no fundamental economic changes.

I

It must be admitted that no final answer can yet be given as
to how economic democracy functions. The breakdown of
both political and economic democracy in Germany could be
cited to show the impossibility of economic democracy in
general. But it is obvious that Germany’s fate was decided
by many economic, political and social circumstances, among
which its own economic policy was only one factor. Thus the
poor results in that country, although very interesting in the
study of economic democracy, should not be held generally
valid.

It should not be forgotten, however, that after the war the
German working class tremendously improved its social-eco-
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nomic position by this trade union policy. The collective agree-
ments and the arbitration system broke the employers’ superi-
ority over the workers and led to considerable wage increases.
Also the workers’ position within the factories was greatly
improved by the shop council law, and the widely expanded
social policy gave them a relatively high degree of economic
security. The autocracy of the employers in the economic
realm was definitely weakened and the working class felt
free, probably for the first time in German history. This fa-
vorable judgment on economic, or better, industrial democ-
racy, could certainly be repeated for England and especially
for the Scandinavian countries. The United States too could
be favorably reported upon, although the development here
did not go very far.

But it is necessary to discover not only whether economic
democracy provided temporary gains for the workers, but also
whether it led to a new economic system and how it func-
tioned during the depression. The latter question in particular
leads to the vital problems of economic democracy. During
a depression there is, for example, an increasing number of
unemployed who need the help of insurance and finally of
the state, while on the other hand there is a decrease in tax-
able incomes. The state has therefore to take recourse to stead-
ily increasing tax rates in order to maintain its social policy.
As a result those who still have an income are more and more
resentful toward the government or even toward the prevail-
ing political system. Sooner or later the state is also forced
to cut the payments on all the different social insurances and
on the general dole, thus arousing the opposition of the work-
ers to the state. A gradually intensified political struggle
results from this increasing penetration of political and eco-
nomic organizations in the economic life. The situation be-
comes the more tense the poorer the country is in which this
fight for distribution of the national dividend is carried on,
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and the further the political and economic organizations ad-
vance in mobilizing the whole population.

The social policy, of course, is only one of the disputed
points. During a period of falling prices and decreasing pro-
duction the employers begin to resent more vigorously the
limitations built up against the piece-price cutting and against
the firing of disliked workers. The wage regulation system
too becomes more problematic than in normal times. During
the upswing collective agreements can be reached compara-
tively easily. The employers are anxious to fix wages for a
longer time while the trade unions are glad to be able to re-
port wage increases to their members after the negotiation of
new collective agreements. But in the depression the employ-
ers demand wage decreases for which the unions can hardly
vote. The result is the threat of strikes at a moment when
neither the workers nor the state can tolerate them. The arbi-
tration machinery is set in action, and compulsory arbitration
is the more likely the deeper the depression and the more the
state is forced to avoid all further economic disturbances.
Thus the state becomes completely involved in economic mat-
ters, and political agitation centers more and more around
very delicate economic questions. The trade unions press upon
the workers’ party to maintain the wage level, while the
entrepreneurs increase their attacks against economic democ-
racy as a whole. The state tends to follow the line of least
resistance. In trying to maintain the wage level it is soon
forced to compromise, that is, to lower the wage rate more
slowly than the employers want, but more quickly than the
unions can accept.

The final result of this policy is an increasing opposition of
the employers, who begin more and more to hate the trade
unions and the democratic state which is influenced by labor,
and the workers too feel no great friendliness toward a state
which after all helps to lower their standard of living. The
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position of the state is therefore weakened, and this at a time
when the political tension is at its height. In other words,
economic democracy transforms economic problems into po-
litical problems and thus economic crises tend to become
threats to the political system as a whole.

The question still remains whether economic democracy
could avoid crises and depressions entirely. In considering
this the weakness of economic democracy is revealed even
more clearly. All the measures described are more or less
merely restrictions and limitations on the entrepreneurs, lead-
ing to a “chained capitalism” rather than to a smoothly func-
tioning economic system. In other words, wage fixing and
price control, restrictions on hiring and firing, shop democ-
racy and social insurances, may be from the social point of
view desirable and necessary interferences with the market
economy, but they do not suffice to guarantee a steady co-
ordination of the means of production. And in a highly po-
litical economy crises threaten the democratic system as a
whole.

Thus from the democratic point of view there are only two
ways left: either a return to a liberal economy—a development
which is made impossible by the technico-economic facts of
today—or “economic democracy” is expanded and reshaped to
include not only measures of social policy in the broader
sense but also a positive regulation of production and distri-
bution in order to keep the economy running and in balance.

During the last few years, it is true, public works have been
developed to meet the emergencies of crises, and a public
works plank could easily be included in the trade union pro-
gram. Since public works, however, are based on public ex-
penditures, they can scarcely be an ideal or always tolerable
solution of the problem. Nevertheless they may help the labor
movement to advance from the purely protective and de-
fensive tactics of the past to a really creative policy in the fu-
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ture, or help it to find a way of evolution from the present
conditions to an economic system with equality and security,
based not so much on laws and fighting organization as on
a steadily functioning economy. At present, at least, it seems
as if this were the only road which would not lead “economic
democracy” to the deadlock of a general class struggle, ending
with the destruction of democracy as a whole, but would give
a hope for living conditions adequate to the twentieth century.
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DEMOCRATIC FREEDOM AND THE
ORGANIZATION OF LABOR

By Eduard Heimann

IT IS universally agreed that an independent organization of
labor is indispensable in a democratic society. Such organiza-
tion is achieved by the trade unions, and it is the prevailing
belief that labor needs no other organization. If, however, the
character and trends of trade union activity are more closely
examined, the question arises whether a further representation
is required in order that labor may realize the democratic
ideals of freedom and responsibility in the sphere of its work.

The primary function of trade unions is economic improve-
ment of labor conditions, especially the increase of wages.
Economists, both orthodox and Marxian (De Leon in this
country), have denied that wage increases can be achieved
by the unions, declaring that wages are strictly determined by
the market mechanism. According to the orthodox view the
worker always receives the real value of his labor, that is, the
value of his contribution to production—not more, because the
employer cannot employ him at a loss, not less because an ab-
normally high gain would intensify the employers’ competi-
tion for labor and wages would thus rise to the real value of
labor. Under capitalism the productivity of labor has con-
sistently tended upward, and with it the real value of labor.

58
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But it can hardly be contended, and in fact has not been con-
tended, that the competition of employers suffices to adjust
wages immediately to this rising value of labor. Unless there is
some pressure by organized labor, the wage the worker ac-
tually receives tends to lag behind the real value of his labor,
and this lag will continue to exist as long as there is an up-
ward trend of productivity. It is here that the unions serve
their primary economic function, exerting pressure on the
employers to keep wages in step with improving conditions.

It might be contended that the condition of labor improves
at least as rapidly in industries that are closed to union activi-
ties as in those that are not. “Welfare capitalism,” the pater-
nalistic care of employers for their workers without inter-
ference from outsiders, is said to grant, peacefully, higher
wages, shorter hours, manifold welfare provisions, in short,
all the things that the unions claim to wrest from reluctant
employers. True as this may be in individual cases, there is
no doubt, however, that the principle of welfare capitalism
arose as a counterblow against union success and is designed
to outflank and overtake the unions and to regain the shaken
loyalty of the workers. Without the pressure of the unions in
some industries there would be very little welfare policy in
other industries.

Thus the economic improvements secured for labor are
mostly the direct and indirect effects of labor organization.
This function of the unions has certainly a bearing on democ-
racy in so far as care for the economic plight of the lower
classes is among the major objectives of any democracy. The
same objective, however, would characterize a paternalistic
state, and the question might be put whether democracy re-
ally needs unions for the future, once they have led, both by
action and by their latent threat of action, to a general recog-
nition of new standards of welfare. More particularly, would
the very fact that unions might arise again not make their ac-
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tual existence superfluous? This question brings us to the core
of our discussion. If the workers’ welfare were really taken
care of by paternalism and could be abandoned to it, which
is not the case, then the true significance of an independent
labor organization for democracy would come to the fore:
such an organization is a means not only for economic welfare
but for human liberty. It makes a fundamental difference
whether benefits are granted by a benevolent authority or ad-
ministered and distributed by the people themselves.

This is why independent unions are needed in democracy,
particularly since modern democracy is imbued with liberal
elements. Three elements of classical political liberalism may
be distinguished: first, division of power in the central organi-
zation of the state so as to prevent any power from becoming
absolute; second, limitation of central political authority to
the minimum, reserving as much responsibility as possible
for the smaller units such as municipalities; and third, rela-
tive autonomy of the various fields of life, such as economic
activity or education or religion, even though they are all at
least indirectly of the greatest political importance. A sponta-
neous agreement on the fundamentals of life made such an
unrigid organization workable. The entire scheme was de-
signed to secure the liberties and initiative of persons and
groups. For the same end something similar must be taken
over by modern democracy, unless democracy is conceived as
totalitarian, as in Rousseau’s vision of a majority government
regimenting all and everything.

An application of these liberal ideas to the economic sphere
presupposes the relative autonomy of this sphere under its
own laws and powers, and provides for decentralization and
division of powers within it. Decentralization, of course, is
fundamental to the economy of the free market, where as
many independent powers as properties are established side

by side. The smaller the units of production and property,
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and the larger, therefore, the number of independent pro-
ducers, the more such a liberalism approximates a decen-
tralized democracy. It is too little known that Adam Smith
was much of a democrat in this sense, and conceived his
liberal system in this direction under the conditions of his
time. What is known is the ensuing concentration of property
and production which, while continuing the liberal decentrali-
zation in the market relations between firms, refused to apply
liberal principles to the inner structure of the individual firm
(the reason being an antiquated conception and derivation of
property). Speaking not in legal but in social terms, the larger
plant of production was neither liberal nor democratic but
was autocratic in the extreme. It is here that the union comes
in as an independent element and restricts the absolute power
of the owner, thus establishing a true division of powers. This
is liberal pluralism in the economic sphere, and at the same
time an approximation to democracy, where a variegation of
institutions offers many opportunities for action and responsi-
bility, in short, for trying and asserting liberty.

The unions, however, are inevitably drawn into the eco-
nomic and social transformation, and this is bound to under-
mine their human reason for existence while emphasizing
their economic reason for existence. In the first place, with
rationalization and unification of the market the problems
and dangers which labor has to face become increasingly uni-
form and sweeping. This makes for co-ordination and cen-
tralization also in the labor organizations; the elasticity and
spontaneity of individuals and groups have to be sacrificed
to rational efficiency. It is instructive to note the ease and
promptness with which this tendency asserted itself several
decades ago in Germany, a country of military rationalism
and efficiency, while a variety of labor organizations and prin-
ciples continues to prevail in the United States, a country of
liberal democratic tradition. This latter type of labor organi-
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zation may be dubbed reactionary, and for economic reasons
its prospects are bad—but it stands for something humanly
indispensable even though new forms outside the traditional
unions may be required to preserve and develop it in a chang-
ing world.

Secondly, the relative autonomy of economic life gives way
to political intervention and regulation, partly to serve capi-
talism and partly to check it. On one hand the economic
power grows to such undisputed rank that it need no longer
be afraid of the political power, but can dare make it service-
able to its own ends both in domestic and in foreign policy.
On the other hand, this centralization of economic power is
accompanied by well-known ecopomic and social tensions,
with the consequence that in order to protect and preserve
capitalism the state has to regulate it. The growing political
penetration of the economic field forces a political orientation
also upon the unions; if they are responsible for economic
issues they cannot keep aloof from influencing those who in-
fluence the economic decisions. Still it makes a fundamental
difference whether they try to continue their function as an
independent organization in a separate field, according to the
American tradition, entering the political arena only gradually
as necessity arises, or whether they take the lead in shifting
their problems from a separate economic treatment to an in-
tegration into the general political issues, as in Germany.

It cannot be argued that the latter method, because it prom-
ises better results, is preferable in all cases. Individual action
may conquer advantages for which a political generalization
is impossible for the time being. In such a case the purely
political approach would waive the otherwise available partial
advantage. Again it might be objected that progress, although
inaugurated by the action of individual unions, cannot be
effected by that action alone because the final generalization
of the union’s achievements requires legislation. But there is
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the other method of generalizing progress through the para-
doxical race of welfare capitalism with unionism. Of course
the competition with welfare capitalism does not please the
unions and in extreme cases may involve an open clash and
grave dangers. It would be a disastrous error, however, to be-
lieve that any method can ever be danger-proof. In particular,
progress in workers’ welfare achieved by union pressure upon
the state is by no means safer for the unions. If welfare capi-
talism tries to alienate the workers’ loyalty from the unions
in favor of the employers, social legislation may weaken the
unions’ attractiveness in favor of the state, and may result in
including the unions in a corporative state where they must
exert their pressure from within. In this respect there is no
difference between the fascist and the communist corporation,
since both transform the union into an authority among other
authorities. The logic of the political way is probably not in-
evitable, but neither is it academic.

In this discussion the difference between American and
German labor history has been referred to several times. This
comparison is the more convincing since the discrepancy be-
tween the two was not always present. The German unions,
like the American, started their career as liberal-democratic
organizations, aware of the true nature and purport of labor
unions as discussed above. This quality became spectacular in
the 1880’s, when the unions opposed Bismarck’s legislation
on social insurance on the ground that it was designed to
weaken the attractiveness of the unions in favor of the patri-
archal authority of the state. In fact this legislation was a part
of Bismarck’s political struggle against the labor movement,
and it served as a positive supplement to the laws for the sup-
pression of the labor organizations themselves. The issuc is
particularly instructive because this special measure of welfare
policy was no longer controversial but was generally accepted
as necessary or at any rate inevitable. In such a situation the
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political future largely depends on who seizes the opportunity
and does the necessary things. That person will attain the
dual goal of shaping the special measure so as to fit it into his
political system and of modernizing and strengthening this
system. Both Bismarck and his opponents understood this; it
was not a struggle on a special question of economic welfare
but a struggle on the principles of political organization.

Of course Bismarck had chosen the battlefield with extreme
shrewdness, since it was easy to denounce the egotism of the
unions and to prove that only the state can take care of the
worker’s sickness, old age and disability on the financially
necessary all-inclusive scale. For this technical reason the
unions cannot be blamed for having soon acquiesced to state
leadership in the special field of insurance. What they did
not need to do was to shift over to the political approach in
other respects too. They could have insisted on building up
their independent empire within the sphere of work, thus
leaving to the state only the care for the worker incapable of
working. Instead they chose to link their own progress to
legal improvements, using their influence to exert upon the
government and the parties pressure for legislative action.
Certainly it cannot be denied that this policy did much to
promote the welfare of the workers; the prolongation of the
average life expectancy by no less than ten years during the
brief regime of the German Republic is to be largely, although
not entirely, attributed to social legislation and social measures
achieved by the state and the municipalities under trade union
pressure. On the other hand, however, in the industrial field
itself the development of initiative and responsibility lagged
behind. Democracy for the masses of workers was interpreted
as power in the state, not as relative independence and self-
rule. The merging of the unions into the state aimed at a kind
of totalitarian democracy and did much to enhance state-con-
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sciousness and to invalidate the democratic conception of citi-
zens' indepéndent activities.

Of the American (and English) unions it may be said that
they were more true to the union cause than were the German
(and Australian) unions. They have relied less on politics and
have concentrated on an effort to gain control of the jobs on
behalf of their members. While recognizing the owner’s
property rights in the plant, and leaving to him the manage-
ment, they have claimed for their delegates in the shop the
administration of all conditions of work, including even the
province of hiring and firing. This effort at job control with-
out resort to political procedures has achieved a definite meas-
ure of success; it is rightly if paradoxically termed (by Perl-
man) an ownership in the jobs, thus stressing the separation
and combination of independent powers. But it is more or
less closely linked to industrial expansion, or at least stability,
and it depends on the smooth working of the system which
it accepts as a general pattern of life and within which it pur-
sues its particular goal. It deliberately avoids any questioning
of the system. With economic and social crisis, and with uni-
versal crisis-consciousness, the restriction to such a procedure
is no longer adequate. In America, too, the unions have now
been forced into a closer affiliation with state affairs—lobbying
in Washington has become of major importance among the
activities of the American Federation of Labor—and recogni-
tion of the interdependence of all factors and events in the
national economy has resulted in a growing tendency toward
a systematic and rational approach through a unifying center.
A labor market can be controlled only by a rigidly unifying
union, and an industrial system can be stabilized only by some
deliberate co-ordination. It is only logical that the world’s fore-
most students of labor problems, the Webbs, who have always
insisted on the necessity for efficiency in labor organization
and legislation, are in sympathy with the totalitarianism of
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the Russian labor state today. On this point a very different
position will be taken if one conceive the unions as instru-
ments of social liberty. The more irresistible the trend toward
bureaucratic and political centralization, the more vital be-
comes the quest for an independent organization of demo-
cratic liberty.

Independent unions are certainly indispensable in a period
of economic, social and political reconstruction; but, by virtue
of their functions, they are inevitably exposed to the central-
izing trend which destroys a part of their significance. The
mere existence of unions is no longer in itself sufficient to
guarantee democracy by guarantecing the position of labor in
democracy. Trade unions, like any central authority of what-
ever origin and nature, may become anti-democratic. A man’s
liberty is lost to him as soon as he abandons it to others to
administer in his behalf. Freedom consists in doing something
of one’s own accord, in realizing one’s self in a task and being
responsible for it. The more it proves technically necessary
to provide for certain conformities and centralizations within
the deep entanglement of modern society, the more vital is
the search for institutions of freedom within the frame of
integration. A more original element of freedom is needed.

II

This indispensable element of democracy may be provided
by works councils. They may become part of democratic sys-
tems of widely varying characteristics. At the one extreme it
may be a capitalistic democracy, where the autocracy of the
representatives of capital is replaced by a “constitutional fac-
tory,” with the employees having knowledge of, and being
partly responsible for, the decisions of the management. And
at the other extreme it may be a workers’ democracy without
private employers, with the individual worker having not
only a fraction of a millionth part of the general vote and
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responsibility but also a very personal share in the decisions
concerning his shop as a productive unit. In emphasizing the
importance of decentralized responsibility, exemplified by the
works councils, it must not be overlooked, of course, that
other and more centralized devices are also necessary, in order
to provide the indispensable measure of economic security.
It would be absurd to discuss institutions of liberty in a social
and economic vacuum; the question to be considered is liberty
in a functioning system.

In the capitalistic set-up of society it is imperative that the
councils’ independence be protected by strong unions. With-
out this protection the councils would be likely to fall prey
to the power of the employer, with their members in danger
of punitive dismissal or even the very hiring of workers put
under the test of sworn loyalty to the company. In such a
situation the democratic value of their representation would
be vitiated from the outset. Any direct or indirect influence
of the employers on the composition of the councils is in-
compatible with the democratic function of the councils. It
is this kind of influence which is barred by the collective
bargaining of independent unions.

The company union, because of the principle applied in
selecting the workers, cannot be considered a democratic form
of representation and obviously has no part in this protective
function. The company union is at best an instrument of en-
lightened paternalism (which may be very much indeed in
certain respects) and at worst is merely a screen to conceal
the prevailing autocracy. In Germany the system has been
openly legalized by the recent law which applies the “leader
principle” to the factory by providing that the “leader,” the
employer, nominate the candidates for the workers’ council
out of the ranks of his “followers,” the employees. A certain
modification has been introduced by providing for a possible
appeal to the “labor trustee,” an official in contact with the
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“labor front,” the compulsory workers’ organization, which,
however, is a state-controlled institution that neither in inten-
tion nor in fact guarantees the workers’ independence.

Not only the workers and their officials, not only the advo-
cates of social legislation and social policy, but also independ-
ent-minded employers, such as Arthur Nash in this country
or Ernst Abbe of the Zeiss plant and Wilhelm Freese in Ger-
many, have always insisted on the workers’ affiliation with
independent unions. Nash’s wisdom is most significant in this
respect. When his workers refused to join the Amalgamated
because they could have no better leader than he, Nash in-
sisted that their independence from personal contingencies of
the management should be institutionally secured by calling
in an independent power.

But although in capitalism the unions are needed to check
the employers’ autocracy, they necessarily tend toward cen-
tralization and regimentation themselves, and to a correspond-
ing extent they fail to represent the spontaneous urge and
direct responsibility which are constitutive elements of social
liberty. ‘They are always interested, to be sure, in the existence
of local employees’ representation, so that they may have legal
delegates for the supervision and execution of collective agree-
ments. But this particular interest of the unions exposes the
councils to the danger of being swallowed up by the unions
and of losing their genuine significance and independent will,
particularly where the unions cease to be mere correctives in
capitalist society and become seats of major power. Their
tendency is to use the councils as tools of union policy and to
curb their spontaneity, rather than supporting them in their
particular task.

All attempts at labor organization which are either con-
sciously derived from syndicalist theories or practically parallel
to them reflect a mistrust of unions on this score. The psycho-
logical and moral foundation of syndicalism, as distinct from
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its class war ideas, was the belief that great things in human
life cannot be achieved by mere bureaucratic calculation and
regulation but demand devotion, impetus, sacrifice and at any
rate self-doing. In order to acquire and develop liberty it is
of primary importance to possess the virtues of liberty, and a
union bureaucracy, like any centralized bureaucracy, is incon-
venienced by them. This is the meaning of the syndicalist op-
position to professional and salaried parliamentarian and
union functionaries, and of the emphasis upon “direct action”
as the expression of spontaneity and the will to liberty. These
precepts, with a strange mixture of ingredients, were taught
by Latin syndicalism and translated into a historically influ-
ential syndicalist movement in France, Italy and to a certain
extent Great Britain, and exactly the same point of view,
though without any theory or program, underlay the anti-
capitalist and anti-unionist movement of the IWW in this
country before the war.

Of course impetus and devotion, indispensable as they are
in any democratic order, are in themselves without direction
and contain no principle of organization and integration.
Therefore they must be combined with some such principle,
and there is more than one with which they can be compati-
ble. In Italy the transition from syndicalism to fascism, not
without occasional reference to that past, has been successfully
achieved. In England the council movement has been trans-
muted into the not inadequate, although not sufficiently elab-
orate, structure of thought of guild socialism. In Germany the
council idea arose not only in mistrust of the mechanized
unions but also as a reaction against the German idea of order
and system in general, which had suffered a profound shock
from the disastrous end of the war; all the more was the sub-
sequent helplessness of the councils, the restoration of the idea
of systematic order and the allocation to the councils of par-
ticular functions in the union system indicative of a funda-
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mental weakness in the motivation of the movement. Soviet
Russia not only derives her name from the councils, which
had spontaneously arisen as units of battle in the revolution,
but she grants them an important function in contributing
to the drafting and carrying out of the Five Year Plan. This
is at the bottom of her claim to be a workers’ democracy.

This survey shows the wide divergences among the possi-
bilities inherent in the councils. But it should not be concluded
that the councils are to be mistrusted and condemned because
of unreliability. They represent an irrepressible element of
life, the urge for some spontaneous action, and they may im-
part 2 democratic appearance even to anti-democratic patterns
of social order. Because of the very flexibility of this genuine
democratic impulse, it must be used to animate a system of
democratic institutions, and must not be abandoned to the
enemies of democracy.

There is no doubt, however, that thus far the record of the
councils is somewhat discouraging. Also, the record of their
co-operation with such employers as were ready to admit them
at all has been extremely poor. Nothing is heard of such co-
operation when once established; the fact that the co-opera-
tion has been set up seems to exhaust the interest in it, and
those who had hoped that it would mean a source of new life
and new democracy have been unmistakably disappointed. It
seems to be a common opinion that the Baltimore and Ohio
benefited more from its famous plan than did its workers;
in other words, the organized aid of the workers was more
effective in curbing waste of working time and material than
in developing a functioning industrial democracy. Perhaps the
measuring rod used in such a comparison is not adequate,
since an enterprise’s gains in money are necessarily more con-
spicuous to an outsider than the workers’ gains in liberty and
self-rule. Moreover, increasing output per time unit should be
expected to be among the by-products of any true improve-
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ment. Nevertheless a real increase of liberty in the sphere of
work, where it has been so notably lacking for an entire cen-
tury of democratic development, could scarcely have remained
unnoticed in the long run.

These inadequacies of the councils may be summed up as a
marked tendency to surrender to the management or the
unions, or to allow their functions to be reinterpreted too
flexibly according to the different political and social situa-
tions in which they are set up. But this does not mean that
the liberty they stand for is impossible or irrelevant; it means
rather that the functions so far allocated to them are inade-
quate. If co-operation with the management subjugates them
to the naturally superior knowledge of the management, if
insuring the execution of collective agreements subjugates
them to the naturally superior power of the trade unions who
are partners to that agreement, the question arises whether
there is not a realm of undisputed competence for the coun-
cils. There is such a realm—not management and not col-
lective agreements, not business and not wage rates, but the
arrangement of the work in the individual shop.

It is a disastrous misconception that large-scale production
leaves no room for spontaneity and initiative because its func-
tioning is as automatic as its machinery. The group of work-
ers always consists of individuals infinitely different in per-
sonal qualities, strength, physical and psychological require-
ments, conditions of family connections and other effects of
heritage and environment. Therefore, even within the smallest
unit of production, certain questions constantly demand an
answer anew: how to allocate the technically different por-
tions of the communal work to the individual members ac-
cording to their abilities, requirements and preferences;
whether to envision a permanent allocation or a rhythmic
shifting; how human needs of the workers may be affected
by possible innovations in the technical and organizational
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methods (the question of technique can certainly not be de-
cided by the workers concerned, as it may affect the entire
consuming community, but the plight of the worker in his
work should be duly taken into account in any such decision);
how to intercede or substitute for one another in case of ill-
ness or other personal handicap so as not to impair the tech-
nical work and not endanger the job. Such questions can be
adequately answered only by those who perform the work
and experience its claims, and their council should take the
lead in investigating the questions; it should serve as their
spokesman.

Tasks of this type may be formulated in a general way, but
obviously they must be solved according to the particular con-
ditions of the individual cases. And no individual solution is
valid forever; each demands re-examination as changes occur
in the composition of the group of workers or in the personal
requirements of the men or in the technical requirements of
the work. Human happiness and energies are being incredibly
wasted by the almost complete ignorance of the mere existence
of such fundamental problems. It may well be, however, that
the attempt to solve them would be of even greater importance
than their actual solution. The solution would mean a gain
in human happiness and energies, but the attempt would
mean a gain in liberty, would change the feeling of man and
society.

It may be argued that employers today would not grant the
possibility. Not every employer, to be sure, would be liberal
enough to embark upon such an experiment in the self-rule
of his workers. He may prefer, through his delegates, to con-
centrate all power and decision in himself, or he may be afraid
lest this training in self-rule, limited though it is, might induce
the workers to aspire after higher goals. In all countries, how-
ever, there are enough enlightened and courageous industrial-
ists who could be persuaded. It is, of course, one of the con-
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ditions of such an experiment under any social system that
it be technically confined to the shop unit as such, remaining
a local issue; that it should not impair the work; that it re-
main invisible to any outsider except possibly through a rise
in productivity. In conformity with this condition similar
plans were widely discussed in France and Germany during
the first years after the war. At any rate, labor’s excuse that
employers would not engage in an attempt does not bear wit-
ness to much confidence and self-reliance.

An exact counterpart of this fear that employers would re-
pudiate such an attempt because it might mean a dynamic
cumulation of progress in liberty is the fear that the attempt
would deflect the attention and energy of the workers from
the major issues of social reconstruction and serve as a sub-
stitute for more far-reaching liberties. This may or may not
be true. Unquestionably it is true, however, that there is never
a guarantee of victory and liberty, and that there is a certainty
of defeat in the timidity which hopes to avoid dangers by
evading the problems which history puts in the order of the
day.

In the case of German labor during the republic this excuse
was further invalidated by the fact that labor itself owned a
great number of factories, some through the unions, very
many, and large ones, through the co-operatives, where no
capitalistic employers would have been in the way of the
workers’ will to self-rule in their work. Many, including the
most important, municipal enterprises would have been in a
similarly favorable situation. The opportunity was there, the
idea was there, people to undertake to work in the shops and
to train the workers for the new organizational, educational
and moral task were there, and everything was refused. Why?
Because the union bureaucracy rested upon centralization of
responsibility and suspected any attempt at developing the
vitality and initiative of the workers themselves. It was a sym-
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bolic moment, and its bearing upon the disaster of German
labor and German democracy is obvious.

This, then, is the result at which we arrive: the councils
are destined to express and stimulate the spontaneity of the
workers and to train them for the task of shaping their lives
in their communal work. Their initiative is the test of whether
human life and liberty permeate the rigidity of the technical
and administrative structure of industry. Democracy needs
these units of freedom.



4

THE REGULATION OF LABOR
CONFLICTS

By Frieda Wunderlich

IN MOST countries in which machinery has been set up
for the handling of labor disputes a distinction has been made
between conflicts concerning the interpretation of the existing
law or collective agreements, that is, disputes on rights, and
conflicts concerning the creation of new law for future labor
conditions, that is, disputes on interests. In the first type, which
includes mostly individual disputes, the handling is not essen-
tially distinguished from that in other fields of adjudication;
such cases are dealt with by the normal legal procedure or in
special labor courts. Disputes of the second type, which are
usually collective, are generally dealt with through a special
system of conciliation and arbitration. A few countries, espe-
cially the Anglo-Saxon, have only one procedure for the two
types of disputes. In the United States, however, the tendency
is toward a separate handling of the two types. Since the
handling of conflicts on rights has littde connection with any
particular political philosophy or regime this discussion will
be confined to conflicts on interests, that is, to conciliation and
arbitration.

In both conciliation and arbitration a third impartial party
is asked to help the contestants come to an understanding. In
conciliation the outside person or board merely offers sugges-
tions and advice, while in arbitration the outsider makes an

75
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actual decision. The scope of these devices may vary from
attempts to prevent or settle disputes to something like com-
plete statutory determination of wages. There are three types
of function that they serve: the maintenance of industrial
peace, assistance in the establishing of collective agreements,
and authoritative regulation of working conditions.

The form and nature of the procedure of arbitration are
correlated with its function. The more it tends to regulate
working conditions, the more compulsory features will its
proceedings have. In their degree of compulsion the schemes
cover the whole range from complete freedom for private
initiative and responsibility to the strictest binding of parties.
At one end of the scale are measures which facilitate merely
the voluntary coming to terms of the parties. At the other end
is the authoritative decision enforced with the pressure of
criminal law. Between these extremes are intermediate forms
and degrees of compulsion. Voluntary acceptance of awards
may be combined with compulsory submission of the case or
with compulsory investigation or postponement of strikes, and
so on. Compulsory arbitration, that is, compulsory decision,
exists in Russia, Italy, Australia, New Zealand. A transitional
stage was the former German regulation according to which
the parties were free to accept or reject the award but in case
of rejection the award could be declared binding.

Three fundamental attitudes are possible concerning the
role the state should play when organized groups threaten or
begin to fight. One is the complete rejection of state inter-
ference, an attitude that may appear in the form of extreme
liberalism (doctrinaire, not evolutionary, living liberalism,
which is willing to make concessions) or in the form of ex-
treme class war challenge. The doctrinaire liberal philosophy
rejects state interference because of its belief that a harmonious
solution is to be found only through the free play of forces;
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the philosophy of class war contends that the unrestricted
struggle of the classes will lead to a destructive outcome which
will make it possible to establish a new social order. A second
fundamental attitude is that of the police state, or totalitarian
state, which cannot recognize any other power than its own
and therefore destroys the organized groups or deprives them
of their liberty and character by transforming them into
organs of the state. Between these two extremes lies the true
democratic conception of government, which is characterized
by the balancing of interests, by integration and compromise.
It assures to groups and individuals as much liberty and re-
sponsibility as they are able and willing to use without inter-
fering with the liberty of others. Democracy, however, may be
misused in a dictatorial way as soon as a majority tries to
terrorize a minority or as soon as pressure groups become too
powerful.

According to the extreme liberal attitude the state should
keep out of the economic and social struggle because the
state bureaucracy does not understand the interests which
are at stake and because those who take the risk of an under-
taking cannot brook outside influence on the cost of produc-
tion; conciliation and arbitration should be the affair of the
groups themselves; employers and workers should be free to
combine as they please. Historically employers clung to this
liberal idea as long as they were sure of their position as the
stronger group and were able to compel labor to accept their
conditions. When the power of labor began to grow and when
class warfare became too expensive, they were more and more
inclined to establish arbitration and to invoke state help if they
could not manage the situation themselves. Thus in Great
Britain in the early seventies, according to Lord Asquith, the
vast expansion of trade gave a short period of support for
arbitration, when it suited employers to accept almost any de-
cision rather than have stoppage of work. When the wave of
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prosperity ebbed, employers again assumed the attitude of
extreme liberalism.

The extreme class war attitude of labor is also disinclined to
arbitration, because it is opposed to social peace based on a
preservation of the present economic system. According to the
radical viewpoint, as Cole has summarized it, arbitration is
“capital’s latest sleeping draught for labor.” Only those whose
conception of class struggle is not war to the death, without
truce, are willing to negotiate as well as strike. If they feel
themselves not strong enough to abolish individual bargain-
ing by their own power they try to obtain arbitration. Thus,
as the Webbs have shown, the British trade unions from the
fifties to the seventies persistently strove for arbitration, be-
cause employers refused to bargain collectively and arbitra-
tion was the only way to get the principle of common rule
accepted.

In the police, or totalitarian state, three historical forms may
be distinguished: the patriarchal welfare state, the dictatorial
communist, and the fascist. The patriarchal welfare state did
not recognize the social importance of the newly rising eco-
nomic groups and the unequal power of the contestant parties.
It considered its bureaucracy superior to the contestants and,
thinking to act for order and security, it prohibited the organ-
ization of the groups. This prohibition of strikes and coalitions
did not, however, work in the interest of the community, be-
cause it did not do justice to the difference in strength and
because bureaucracy was often not at all impartial. Even if
not influenced by employers’ interests it was biased by the
mercantilistic philosophy of the duty to work and the neces-
sity of low wages. Thus the interference of the welfare state
worked in the interest of the more powerful group, the em-
ployers.

In the communist dictatorship the regulation of labor con-
ditions is in the main a function of the state and the state
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is entrusted with the decision as to whether its own laws
have been followed. Strikes are outlawed. Collective disputes
arising in the communist dictatorship may be between labor
and the national economy as a whole, between different labor
groups, or between labor and management. Conflicts of the
first two types have to be fought out in the highest organs
of the state, which means among the party leaders. To the
first group belongs the fundamental labor conflict, no less vital
in Russia than elsewhere—that between capital and labor, if
capital is understood as the accumulation and labor as the dis-
tribution of income. The conflict is between expansion of in-
dustrialization and of state services, such as enlargement of
the army and social services, on the one side, and distribution
of income to the worker on the other. This conflict became
visible when, after the adoption of the first Five Year Plan,
the trade unions opposed the tempo of industrialization and
protested against the accumulation of too great a part of the
national income. The dismissal of Tomski at this time, the
transformation of trade unions into state organizations and the
restriction of their functions showed that the trade unions’
claim for autonomy had to yield to what the government con-
sidered to be the general interest. The Russian dictatorship,
however, unlike the fascist state, recognizes the conflict be-
tween the general economic and the social interests within the
state itself. Conditions of work are regulated not by a dic-
tatorial power which considers itself superior to the contend-
ing groups, but by a power which tries to achieve agree-
ment between conflicting interests within itself, that is,
between the general economic and defense interests on the
one side, and the social-political interests on the other. The
second group of conflicts—those between different labor
groups—is likewise of great importance and is peculiar to the
centrally planned economic system. It is the conflict of vari-
ous industries among themselves concerning their relative
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share in the national income. This too has to be settled within
the leadership of the party, which tries to decide according
to the national economic interest. Conflicts in the third group
—those between labor and management—are left to manage-
ments and trade unions, both representing interests of the
state. If then no agreement is reached, arbitration begins to
function.

In order to understand the attitude of the fascist state
toward arbitration it is necessary to remember the situation
during the war. War economy could not bear the luxury of
production-restricting labor disputes and therefore had to
maintain industrial peace at any cost. The development was
the same in all belligerent European countries during the war.
The state had to guarantee industrial peace at the expense of
democratic principles, and free conciliation was displaced by
compulsory arbitration. The economy of the fascist state is a
war economy, forced to submit to the interests of the state.
Strikes and lockouts are prohibited. Italian fascism destroys
the free character of the trade unions by depriving them of
their liberty and transforming them into official organs, the
functionaries of which are appointed by the superior authori-
ties of the party. Germany, in making over the regulation of
labor conditions to the Trustee of Labor, a government offi-
cial, has openly introduced state regulation of conditions of
work. In Italy the government exercises its influence on the
Ministry of Corporation and the trade associations, which are
official institutions. The final decision is made in a court of
law, the judges of which tend to act in accordance with the
government’s policy. Thus arbitration has become adjudica-
tion.

The democratic state recognizes freedom of association and
protects this freedom with its authority. There are several
ways in which it can go much farther than this. In the first
place it can strengthen the right of collective action, using its
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own power to enlarge the power of organized groups. The
extension of collective agreements to groups other than the
agreeing parties, or the granting of a monopoly of trade union
representation in labor courts would be examples of this de-
velopment. Or the state can abandon to the organized groups
certain of its own functions, such as the administration of
social insurance. And finally the state may use the organiza-
tions in its own interest, as it did during the war. It is the
great problem of democracy how far it can proceed in these
directions without destroying itself, without transforming it-
self into a Stindestaat system of occupational representation
or becoming class government in disguise.

The democratic state is by nature inclined to a liberal atti-
tude, that is, to leaving the solution of special questions to
the groups themselves. Self-government and self-responsibility
belong among its fundamental principles. When the clash of
interests becomes so severe, however, that the groups them-
selves are unable to compromise, or when the inequality of
power results in the terrorization and growing destitution of
one group, then the democratic state has to step in, in order
to protect the weaker side. It must exert its influence too in
conflicts which disturb not only the immediately affected in-
dustries but also related industries or the whole economy, or
which threaten the safety and health of the public. With the
growing interdependence of economic life a strike in a key
industry or public utility may tie up the whole nation, or large
parts of it. Some groups in fighting for their interests not only
hurt the opponent but create a deep disturbance of general
interests. And the use of violence on either side may create a
situation in which the state must intervene. The democratic
state has to act in protection of the balance of interests and
the justice it aims to achieve.

The simple method of outlawing strikes which is used by
dictatorships cannot be applied in a democracy, because the
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weakest group’s possession of this weapon is a final protec-
tion against unacceptable conditions which it cannot resist in
any other way. Unless there is in the background a continu-
ous possibility of a strike the protection of the standards of
labor seems endangered. The right to strike is the driving
force of negotiations. In dictatorships the state can regulate
labor conditions and enforce them by severe punishment;
democracy, being averse to such regimentation, cannot deprive
the weaker group of its means of defense without supplying
alternative means of equal efficiency. Remnants of the old
police state idea can be found in the attitude of American
courts in the use of injunctions against strikes, looked upon
by labor as a strikebreaking instrument in the hand of the
employer. If public interest demands protection from stoppage
of work in public utilities the state has to protect the claims
of labor by special means.

The impossibility of outlawing strikes makes it necessary for
the democratic state, more than other forms of government,
to establish some machinery for settling disputes, because in
giving ultimate responsibility to the people the state has to
protect the unity of the people from being disrupted by wat-
ring groups. Democracy cannot be retained if its citizens and
groups do not agree to voluntary restrictions of interest, to
compromises. Unity can more easily be lost in democracy than
in a form of government protected by concentration camps.

Conciliation and arbitration are the means of the democratic
state for preventing industrial disputes, offering the contestants
a possibility of changing the status quo, of settling new rights
in a peaceful way. Their presupposition, like that of democ-
racy, is that some will to reach an understanding exists. They
will succeed only when the unrest is not due to dissatisfac-
tion with the economic organization as such; when the pre-
dominant attitude is one of extreme liberalism or communism,
arbitration will fail to establish industrial peace. But if there
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is a real desire for understanding, then arbitration and con-
ciliation, by helping to mitigate the inferiority feeling of the
working class as well as the autocratic demands of the em-
ployers, tend to create the sense of unity. The important
question is what form these negotiations should take so that
the democratic principles they embody can best be served.

There can be no doubt about the democratic character of
conciliation and voluntary arbitration. They are methods of
serling differences by way of negotiation; like parliamen-
tarism they stand for the principle of decision by conference
as opposed to decision by force. They are based on the funda-
mentally democratic principle that there should be no class
government, no misuse of group power, no exploitation of one
group by another. Their aim is to combine rival groups into
one labor unit with a community of interests.

Conciliation represents the democratic principle that the
parties have to arrange their own affairs, and in voluntary
arbitration too the principle of self-government is preserved.
Here a solution has to be found which corresponds to the rela-
tive bargaining strength of the rival parties, or they will not
accept the award. Voluntary arbitration is formalized col-
lective bargaining with outside help. The weaker party has to
agree because it has not the power to get more, but there is
some protection of the weaker group because the investigation
of facts promotes mutual understanding. Much depends on the
personality of the arbitrator, who may secure concessions
which neither contestant would grant to the other in his ab-
sence. Even without coercive power there may be an invisible
authority, in the form of public opinion, condemning the ex-
ploiting group that endangers the peace and displaying human
sympathy toward the weaker group. The protective charac-
ter of voluntary arbitration may be seen in the fact that in
practice it is likely to be opposed by a strong group and
favored by a weaker party. As long as the acceptance of the
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award is free the parties preserve their fundamental right to
decide their own affairs. Even intermediate degrees of com-
pulsion do not abolish the rights of the parties to engage in
militant action. Compulsory investigation of facts, for exam-
ple, even if combined with the postponement of strikes, as in
Canada, may influence public opinion and bring in its pres-
sure, but the contestants are still free to decide. The suspension
of the strike merely limits the freedom to choose the most
favorable moment. (The Canadian act has been handled as a
measure for conciliation in spite of its compulsory provisions.
Both employers and labor are favorably disposed toward the
Disputes Act.)

Only in the case of compulsory decisions are the condi-
tions of work fixed by authority. In other words, whether an
award is voluntary or compulsory seems to be decisive for
self-determination or determination from outside. In com-
pulsory awards the tendency is to decide independently of
the relation of power between the parties. To be sure, com-
plete independence will not be secured, because the state has
only the threat of criminal law to enforce its decisions. It can-
not prevent factories from being shut down in protest, and it
is likewise helpless in case there is a mass protest of the work-
ers. It can attempt to act independently only in cases in which
this final test of strength has not been reached. Here the
question arises as to the basis of judgment to be used in
reaching a decision. There are two possibilities. The regula-
tion of working conditions may be determined either by po-
litical aims or by a conviction that it is possible to establish
universally valid rules which would lead to an economically
optimal and socially just regulation of labor conditions. (Com-
pulsory arbitration is in practice necessarily restricted to regu-
lation of working conditions. Union recognition would hardly
be an appropriate issue since the functioning of compulsory
arbitration depends on already existing trade unions as parties
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to the proceeding. For sweated industries in which unions may
stir up strikes in order to promote class solidarity and to
organize the workers, minimum wage boards are a more ade-
quate form of protection.)

As a matter of fact, it has not been possible to avoid politi-
cal influence in countries with compulsory arbitration. The
contestants have replaced economic power by political power
in their efforts to influence the decision. The conflict merely
appears in another form. In Australia the problem of political
influence became crucial when in 1916 the Labour Party went
into opposition in the Commonwealth while remaining in the
government in all but one of the states. A contrast became
evident between the Commonwealth and the state courts, the
latter continuing to decide in favor of labor. In Germany the
period of compulsory arbitration was so short and so compli-
cated by the extraordinary situation—three of its thirteen years
were years of inflation—that experience is more limited. The
strong political influence of labor in this period may be seen
in the fact that the Minister of Labor, as the responsible
authority, encouraged the arbitrators to raise the standard of
living of the working class. The arbitrators tried to find a
compromise between the wishes of the working masses on the
one side and the bearable burden to industry on the other.
They often issued awards which lay half way between what
the union demanded and what the employer would grant.
This meant that constantly higher claims were put forward
by the unions and that awards tended persistently upward,
until the depression weakened labor’s political power. Then
the arbitrators in a panic turned in the opposite direction.

The attempt to find general rules corresponding to commu-
nity interests, which will serve as a basis for wage decisions, is
fraught with difficulties. It is necessary to consider the relation
of wages to cost of living, productivity, profits of industry, skill
and other factors. In Australia and New Zealand, in applying
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the principles of living wage and fair wage, a gratifying at-
tempt has been made to preserve some standard. But no board
of arbitration has been able to find a scientific standard of fair
wages or fair profits, a “just” standard by means of which
disputes can be accurately settled. Experience has shown that
the principle of a living wage can be tried out in a compara-
tively static, prosperous economy, but that it fails in times of
quick changes. With growing responsibility the courts develop
a big bureaucratic machinery which hampers the mobility and
adaptability of the decisions. In New Zealand during the last
depression the principle of fixing wages for a period of three
years, in order to preserve stability in wage rates during peri-
ods of fluctuating prices, resulted in the necessity of restricting
compulsion.

The same problem comes up in fascist and communist states.
They too have to evolve general principles which give the
worker a fair living and protect the national economy as a
whole. The three great dictatorships have been so concerned
with increasing production, however, that they have not yet
realized the full range of problems incident to the artificial
fixing of wages. It is not possible to discuss here how far the
state can interfere in labor prices alone without intervening
in other price markets. Intervention may help more than free
negotiation in adapting wages to changing conditions more
smoothly, as for instance in Australia in the last depression
where state interference in the price market was general. Or
it may simply make the system inelastic without protecting
the workers’ standards, as happened in Germany.

The social consequences of compulsory decisions are inevi-
tably the opposite of what the arbitration system is intended
to achieve. When employers realize that their difficulties in-
trease, that their income is damaged, that profit is displaced
by losses, they become so embittered that the gulf between
the classes is enlarged. The same holds true of labor when the
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arbitrator begins to cut wages quickly and generally. The
party which feels itself injured will either try to fight in spite
of the decision, as the trade unions did in a few cases in
Australia and Germany, or it will strive to increase its politi-
cal power in order to break the other party’s political influ-
ence on the arbitration system. Fascism has its most fertile
soil in such a situation. The British Economic Mission which
investigated the Australian conditions reported that the an-
tagonism of employers had been intensified by the arbitration
system. German labor's ideology of class war could pot be
abolished by arbitration.

Another dangerous consequence of compulsory arbitration
arises when it succeeds in maintaining workers’ standards in a
depression. This may give rise to another class antagonism,
an antagonism between employed and unemployed. The un-
employed see that the state helps only the employed, whose
attempt to maintain wages makes employment more scarce.
An attitude of class war against the privileged group of work-
ers and against the state may develop. Thus in the last de-
pression compulsory arbitration did not further industrial
peace but threatened democracy with disintegration and with
a new and more dangerous war.

Compulsory decisions bring about a serious problem also
in the field of collective labor law. In the collective law system
the state leaves to the organizations the autonomous regula-
tion of a wide range of functions and helps them to reach
their goals. In compulsory arbitration, on the contrary, the
organizations are used in the service of the state and become
public institutions. There is an internal contradiction between
the recognition of collective agreements and the practice of
compulsory arbitration, the one being based on self-determina-
tion, the other on determination from outside. The German
labor law was founded on collective agreements, but the prac-
tice of compulsory decisions constituted a danger to collective
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bargaining. Though the law as well as special orders of the
Minister of Labor stressed the principle that compulsion
should be used as a rare exception, only in cases in which the
public interest would be endangered, it was used in the very
conflicts in which great masses of workers were involved and
in 1929 much less than half of all wages were regulated by
the parties themselves. According to the statistics of the
Allgemeiner Deutscher Gewerkschaftsbund for the end of
1930, of all collective agreements in force at that time 3.1
million were concluded by direct bargaining, 1.2 by negotia-
tions in an arbitration institution, 5.2 by decision of an arbi-
trator, and of these 1.8 by compulsory decision. As a matter
of fact, all wages were influenced because the threat of com-
pulsion stamped all bargaining, This means a weakening of
unionism.

At first glance one could be inclined to think that com-
pulsory arbitration strengthens the position of the trade unions,
because the more arbitration takes over the official regulation
of working conditions, the more necessary it becomes to have
as parties responsible organizations which can apply the de-
cisions and guarantee their enforcement. The legislator has
to make sure that on the workers’ side he is dealing with
organized groups which can be held liable for non-observance
of the decision and for the outbreak of illegal strikes. (In
Australia and New Zealand industrial unions must be regis-
tered before they can take part in arbitration.) Consequently
trade unions are recognized and they may even get a state
monopoly. They may enjoy the right to exclude other groups
and may feel very powerful, as the German unions did.

These seeming privileges, however, are a Greek gift. The
union loses its principal function, collective bargaining, and
its right to strike, and as compensation is obliged to see to the
enforcement of the award for the non-observance of which it
can be made liable. This is very dangerous for the union. Be-
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ing required in a depression to prevent its members from tak-
ing collective action against wage cuts, this may eventuate in a
loss of confidence on the part of the working class. The union,
in its strong state-guaranteed position, may fail to win over
the rank and file, who will not be very eager to pay dues
when the organization is no longer the instrumentality for
helping them to obtain their demands. The privilege of the
state monopoly thus deprives the union of its adaptability and
its fighting spirit, its spontaneity, self-helpfulness, self-reliance
and its powers of attraction. It changes its character. Inde-
pendence and freedom of unionism decay. It was a consistent
step in this direction when in Germany in 1931 an emergency
decree ordered a percentage cut of wages without even main-
taining the fiction of a collective agreement. From this decree
to the outright state regulation of wages, such as the German
Trustee of Labor has to achieve today, is only one step. The’
decay of collectivism, especially in an enforced industrial
peace, is much more fatal to labor than to the entrepreneur,
because the employer is a coalition in himself, as Brentano
says, and he may find other means of defending his income
than by fights or collective agreements. The American Federa-
tion of Labor has realized these dangers much more clearly
than the German unions did. Gompers declared that acknowl-
edging the government’s right to force workers to accept an
arbitrator’s decision would be to establish servitude. Actually
this danger is greater in the United States than it was in Ger-
many, where the bribing of arbitrators by industries would
have been out of the question, and where the sacredness of
property rights in conflict with personal rights was no legal
tradition.

Wherever compulsory arbitration becomes possible as a last
resort the sense of responsibility is weakened, because it tends
to displace conciliation and to shift the emphasis to the
authoritarian decision. In Germany voluntary arbitration de-
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clined because it was considered as merely preliminary. In
Australia and New Zealand conciliation became neglected
and the court became the important factor. The reason for this
tendency is that the parties which have a chance to get more
by state intervention than by using their power find it easier
to shift responsibility to the arbitrator than to rely on their
negotiations. Or they prefer to leave to him the responsibility
for an unwished burden. Compulsory arbitration, therefore,
destroys the wish to come to an understanding. The con-
testants struggle not for understanding but, as a German
workers’ paper said, for the soul of the arbitrator. For tactical
reasons they demand more than actual necessities require; the
representatives no longer discriminate among the demands
of their followers. They lose any inclination to make conces-
sions, lose their understanding for what is economically possi-
ble. The arbitrator finally may find no other expedient than
to split the difference, to grant one half of the claim to each
party. When this becomes the general practice the parties will
understand very soon that they have always to demand double
as much as they intend to get in order to get what they want.
The splitting of the difference acts as a direct incentive to
continual agitation and unrest, since the greater the number
of claims brought before the courts, the more the claimants
are likely to get.

Thus while conciliation and voluntary arbitration educate
the parties to a better mutual understanding, to a modifying
of prejudices and preconceived notions, and strengthen their
sense of responsibility, compulsory arbitration increases antago-
nisms, saps the fundamental strength of unionism, weakens
the sense of responsibility for a fair adjustment of conflicting
interests. It violates the democratic principle that the groups
themselves should arrange their own affairs and that freedom
can be preserved only when the individual and the group
exercise their responsibility toward society.
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But it is necessary to make one important reservation.
Democracy can go its ideal way of leaving decisions to the
self-government of the groups only so long as the strength of
the parties does not differ so much that one group is too weak
to fight successfully for its standard and would become com-
pletely destitute, and only so long as class war is not strong
enough to make agreements impossible. In the one case the
graveyard calmness of industrial peace would veil the subjec-
tion of one party; in the other the struggle of all against all
would become so destructive that the cry for dictatorship
would arise. In these cases the democratic state must protect
the weaker group and the community. It may do this in very
different ways. In finding them out it has to try to overcome
the dilemma of disintegration by fighting or of transformation
into a Stindestaat of occupational representation. It has to
steer its course between the Scylla of veiling exploitation with
the fiction of neutrality and the Charybdis of bringing about
its own disintegration by the transfer of its power to one or
both classes in the conflict.

Conciliation and arbitration are not the solution of the in-
dustrial conflict, because they do not deal with it at its source.
They are palliatives. And yet they are more than that, because
in showing the lack of integration in the processes of distribu-
tion and production they prepare the ground for gradual
change. The aim of this change cannot be fixed by democ-
racy in so far as it is merely a form of government. But in
going back to the great ideas which once inaugurated the tech-
nique of democracy, in taking it as an attitude toward life, a
standard for the new construction may be found, a standard
based on ideas of equality and justice and the dignity of man.

Whether or not this leads to abolishing capital as an inde-
pendent power by identifying it with the common interest,
democracy as a government by consent may at least be relied
upon to serve this common interest. In the struggle concilia-
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tion and arbitration are essentially instrumental, as they help
to remove human blindness to matters of significance in other
lives. They replace force by reason, an attitude of antagonism
by an attitude of confidence.
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MONOPOLIES AND THE LAW
By Rudolf Littauer

OPPONENTS of the existing anti-trust law seem to put far
too much emphasis on its economic significance. Economists
attack the law by showing the futility of enforced competi-
tion in the presence of the technological necessities of indus-
trial integration. Attempts to curb capital concentration are
held to be mere economic reactionism. Business co-operation
is shown to be inevitable as the result of overhead costs and
over-capacity. But only a few steps back from the present
suffice to reveal the fact that arguments of this kind only
pauperize the discussion. Anti-trust laws are more than mere
economic measures for the enforcement of competition in the
interest of consumer and competitor.

“Monopoly,” one of the basic terms of the Sherman Act, is
an old popular term; its present-day use by economists as de-
noting some type of dominating position over the market does
not at all cover the whole field of its meaning. It retains a
memory of the fight of common law courts for the rights of
the people. Its origin lies in the great struggle for liberty of
religion waged between the English king and the Non-Con-
formists during the seventcenth century. The king and his
prerogative courts, star chamber, privy council, and high com-
mission, extended the religious struggle into all fields of social
life. Any measures, economic measures among them, were
taken against dissenters. Any favors, monopolies among them,
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were granted to reliable persons. Thus the desire for freedom
of religion contributed to a strong and ardent demand for
personal liberty in general, for the indisputable rights of the
individual as against the state; and these rights, as a conse-
quence of the economic measures used by the king, expressly
included the right to pursue onc’s trade and to remain free
from the oppression of government-granted monopolies.
Since that time monopoly has denoted something highly
dangerous, something insidious and oppressive to the political
and social organization of the country. It is true that for the
last thirty or forty years the courts have mostly shrunk back
from taking monopoly in this broad meaning. Often they have
contented themselves with considering only the economic
problems, the curbing of profiteering and of unfair trade prac-
tices. Monopoly in its character of an oppressive economic
power, the illegality of “mere size,” have been beyond the
consideration of many judges. Meanwhile, since anti-trust
laws were first enacted, times have greatly changed. It is no
longer as it was then a question of merely a few trusts, objec-
tionable primarily because of the predatory practices by which
they had acquired their power and were working havoc with
the social order of their time. Today almost half the wealth
of the United States is controlled by some two hundred cor-
porations,’ and these corporations have established their
power quite legally without brutal practices by the mere col-
lection of capital through the elaborated techniques of present-
day corporate financing. This situation obviously goes far be-
yond the limits of a consideration of unfair trade practices
and profiteering price policies. Political and social problems
of enormous consequence have arisen, and no one can sup-
press doubts as to whether either political or economic democ-
racy can be compatible with such conditions. As long as they

1 Berle and Means, Modern Corporation and Private Property, 1932, p. 18 fF.
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exist government by elected authorities and just compromises
between strong and weak social groups may be difficult to
achieve.

Logically three ways are open for a solution of these prob-
lems: revolutionary measures by force or by legislation; ad-
ministrative regulations; or prohibitive measures by the judi-
ciary. Objections to the first two ways are obvious; they might
lead America into the turmoil in which European countries
have been plunging, one after another. Therefore, in spite of
their present application as laws merely for the enforcement
of competition, it seems worth-while to reconsider in the light
of present-day situations the possibility of using the existing
types of anti-trust laws as a weapon for dealing with the much
broader situation caused by the conflicts between economic
powers and government.

I

America received the common law from England, but its
social conditions and also its political ideologies were very
different from those prevailing in England. Jefferson was an
outstanding representative of these differences. He was op-
posed to the capitalistic development of the country, a develop-
ment which was far advanced in England during his time.
The idea of letting business and industries have a free hand
to increase the national wealth, as it was expressed by the
English economists of Adam Smith’s time, was alien to him.
His idea of the best order of the world was derived from his
origin and his experience as a landowner. The small self-
confident farmer, secure in his economic resources, was the
material which he wanted to educate and to form into the
basis of American democracy. Industries create dependents
and “dependence begets subservience and venality, suffers the
germ of virtue, and presents fit tools for the designs of ambi-
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tion.” ? The world outlook of the Jeffersonian democrat was
therefore very easily connected with the individualistic tra-
ditions of the English revolution of the seventeenth century
as expressed in the anti-monopolistic laws of that time.

In early nineteenth-century America this anti-capitalistic
spirit found expression everywhere. The fight for the exten-
sion or curtailment of federal powers, and opposition to the
central government’s fiscal and banking policies were the
pivotal points of this development. For the future history of
the anti-trust laws the reaction of state governments to the
introduction of the corporate device into economic life was of
main importance. Prior to 1789 there existed in the United
States some fifteen corporations; by 1800 their number had
increased to about 335. With the exception of six they were
not at all industrial enterprises but were formed for some
local public purpose.® Corporations of the modern type, ob-
taining their capital from the general public and developing
a certain degree of domination by the managing group, first
grew up when the railroad lines began to extend toward the
west, but they did not enter the industrial field until after the
Civil War.

During all this time the general attitude of the state legis-
lators, who were the grantors of corporate franchises, was one
of extreme precaution and suspicion. Of course small manu-
facturers and traders who were envious of their more power-
ful competitors played their role in influencing the legislator.
But, more important, “incorporation for business was com-
monly denied because of fear, fear of encroachment upon the
liberties and opportunities of the individual, fear of the sub-
jection of labor to capital, fear of monopoly. . . . There was
a sense of some insidious menace inherent in large aggrega-

2 Notes on Virginia, quoted from Charles Beard, The Economic Origins of

Jeffersonian Democracy, 1915, p. 424.
8 Betle and Means, Modern Corporation and Private Property, p. 11 ff.
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tions of capital, particularly when held by corporations.”*
This attitude was not only what one would call today a mid-
dle-class reaction, that is to say, it was not only the opposition
of the smaller entreprencurs who would suffer a personal loss
from the establishment of large-scale enterprises; it was also a
vivid reflection of the Jeffersonian tradition which could not
overlook the black side of industrial development. The hope
of American democracy rested upon a large layer of small and
independent people. Corporations would take trade from
these small men and would increase the number of dependent
workers.

Of course once the railroads proceeded to open up larger
markets the urge for large-scale production became irresistible.
After the Civil War and after the opening up of the Missis-
sippi Valley industrial capitalism had come into existence and
what was done could not be undone. There was a slow dis-
integration of all legal safeguards against the establishment of
new corporations and an increase in size and activities of the
old corporations. The scholarly investigations of Berle and
Means have vividly demonstrated how the courts removed
step by step the limitations upon the amount of corporate
capital and upon the corporate purposes, how they permitted
the managing groups to dispossess the sharcholders in the
interest of continued capital increase and self-perpetuation of
the corporation, how corporate financing became a means of
abolishing majority control. Within a few decades the pre-
ventive measures of corporation law were entirely broken
down; large corporations had become a reality.

The American development was much more violent than
that in other industrial countries. From the very beginning
huge concentrated enterprises sprang up and were able to
exercise their power over the market. The consumer was ex-
ploited; a less energetic and less powerful competitor was

4 Brandeis, J., dissenting in Ligget v. Lee, 283 U. S. 528, 548 (1932).
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killed off in ruthless campaigns. Public resentment against
these predatory practices arose throughout the country, di-
rected first against the railroads. After the cighties, however,
a new group of big business made itself known. Standard
Oil invented the application of the trust device in the field of
business organization, thereby further increasing and concen-
trating the powers of corporate management. The oil trust and
its imitations, the whiskey and sugar trusts, became the public
enemies. When the railroad problems were brought a few
steps nearer solution by the Interstate Commerce Act the
fight concentrated upon Standard Oil and its followers, initi-
ated by a number of state laws against the employment of the
trust device. Thus the development finally arrived at the first
anti-trust laws. The great corporations answered by replacing
the trust device with other techniques that brought about the
same legal results. By the end of the nineties popular reaction
demanded national regulation of the problem. The party
platforms of the presidential campaign of the year 1888 used
vigorous language against the business combinations. As an
authoritative contemporary reports: “All who recall the con-
dition of the country in 18go will remember that there was
everywhere among the people generally a deep feeling of un-
rest. The nation had been rid of human slavery, fortunately
as all now feel, but the conviction was universal that the
country was in real danger from another kind of slavery
sought to be fastened on the American people, namely, the
slavery that would result from aggregations of capital in the
hands of a few individuals and corporations controlling for
their own profit and advantage exclusively the entire business
of the country including the production and sale of the neces-
saries of life.”®

This was the frame of mind which resulted in the creation
of the Sherman Anti-Trust Act. Consequently one thing

5 Harlan, J., dissenting in U, S, v. Standard Oil, 221 U. S. 83 (1911).
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seems to be clear from the outset. The Sherman Act was not,
as has often been presumed, devoted merely to the realization
of one distinct economic theory, that is, the enforcement of
wholesome competition. At the time of its enactment eco-
nomic theory was of course highly influenced by the Man-
chester school, and both the party platforms and also Mr.
Justice Harlan’s testimony expressly referred to the Man-
chester doctrines. It seems equally clear, however, that this
statute was an organic outgrowth of the long Anglo-American
tradition against oppressive economic power. The year 18go
was not far removed from the times when corporations had
been held down because of their anti-democratic consequences.
The generation that had fought against corporations was still
alive. The Jeffersonian political tradition was the creed of
the greater part of the nation, and historical texts and law
books continued to tell of the violent attempts of English
courts and Parliament against monopoly. The Republican
platform spoke of capital combinations and their arbitrary
powers rather than of restraint upon competition. More
strongly Harlan accused the capital aggregations of slavery
and of controlling the entire business of the nation. Certainly
the law was intended, among other things, to keep up the
regulative factor of competition on the market, in which there
was a general belief at that time. But the actual popular in-
centive for the legislation was not economic theory; it was
fear of the evils of uncontrolled and ruthless economic power.
Not merely the protection of the consumer from excessive
prices, and of competitors and customers from unfair prac-
tices, but also the common political and social sentiments of
the whole nation were at stake.

III

The interpretation which this new law found in the hands
of the Supreme Court is famous for its lack of consistency
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and for the court’s failure to evolve the characteristics of the
prohibited “combinations in restraint of trade” and “monop-
olistic acts.” The first decisions did not deserve such criticism.
Judge Taft’s holding in the famous Addystone Pipe case pro-
hibited, under the act, any contractual arrangements among
competitors of the kind that would be called “cartels” on the
European continent. His reasoning is immaterial; it followed
the simple techniques of historical interpretation and concep-
tual jurisprudence. His policy was equally simple; he wished
to enforce the theory of free competition as the regulative
factor of the market. Since this decision any type of cartel has
been illegal in the United States.

The difficulties for the courts began, however, when in the
Northern Securities case the problem of “tight-knit” combina-
tions, that is, combinations by capital concentration, came up
for the first time. It had been easy to pronounce the invalidity
of “loose-knit” contracts that seemed to be against the policy
of the act. The consequences of such a judgment appeared
to be plain. From that time any concerted action upon the
market by the former independent parties to the cartel would
be prohibited; the entrepreneurs would have to go on inde-
pendently. But it was another thing to command the disinte-
gration of financial and technical units. In practice it might
be possible to accomplish it, and in fact it was possible, as
several later cases proved. But of course it was impossible to
maintain a position parallel to that of the Addystone Pipe
case, prohibiting any holding company, any merger and any
interlocking of capital participations merely because they elim-
inated competition. Technical progress depended to a large
extent on industrial integration. Completely prohibiting capi-
tal concentration meant prohibiting industrialism, and neither
was this possible nor was it desired by anyone. The question
was only what type or what degree of capital concentration
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was to be condemned. And here the way of the court became
twisted and without a clear direction.

A line of several important cases lies before us. Their com-
mon basis is a restricted group of criteria that were employed
to ascertain the goodness or badness of 2 trust: the percentage
of control which it exerted over its industry, the vigor of the
remaining outside competition, the possibility of new compe-
tition, the manner in which the trust exercised its power over
the market, its attempts to raise prices, predatory practices
against competitors, and the like, These were the main topics
of discussion. They all considered the combination from the
point of view of its effect upon the market. More general so-
cial and political relations seemed to be of no decisive impor-
tance for the application of the law. But of course the written
opinions of the court never tell the whole story. A differenti-
ation of the cases on the basis of the facts rather than the
arguments (as in Handler’s excellent study, “Industrial Merg-
ers and the Anti-Trust Laws,” 32 Columbia Law Review 179,
1932) seems to indicate a law behind the law; other factors
than those named in the decisions seem to have been decisive.

It seems certain that the court used the Sherman Act for
broader purposes than the mere enforcement of free competi-
tion. In cases like the Northern Securities, the Union Pacific,
the Southern Pacific, the Reading Anthracite, there seems no
doubt that the decisions aimed at more than the destruction
of a market domination. The court clearly disapproved of
the existence or exercise of economic power in other social
relations than those touching the market.® Such decisions

8 An attempt to show what single factors have actually been decisive in
these cases would be futile. Some are obvious: economic power in the hands
of railroads seems to have been considered especially dangerous. Other factors
may be casily suggested, without, however, any possibility of proof. In this

connection se¢ Handler, Joc. cit.,, “If the World War is partially accountable
for the Steel decision, perhaps we should look to the coal famines of 1917 and
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were a continuation of the traditional popular attitude of
suspicion and fear of capital combination as something danger-
ous to the whole structure of social life. The doctrines of free
competition, from which the arguments of the court were
taken, fitted the acutal decisions only partly and they dis-
guised and distorted the main issues. They let the court reach
its results by intuition rather than by rational considerations.

v

It is necessary now to digress for a moment and, taking a
look into the field of jurisprudence, consider what a legal
decision is. It is the solution, according to rules of law, of a
conflict of social interests in a certain actual situation. In pri-
vate law to a large extent such rules exist; they are provisions
referring to an abstract typical set of facts, prescribing which
of the interests that are at conflict in that typical situation
should prevail. When there have been ascertained the essen-
tial characteristics of the type to which the rule refers, the
solution of the given actual case follows from that found for
the typical situation.

This process becomes complicated only when a case comes
up for decision that does not fall under any of the types
which have been elaborated, or when changes in social life
have made the untypical event typical and the rule built upon
the old type unrational. In such cases the judge has no au-
thority to turn to, and may find himself compelled to solve
the case on his own authority. If he does so his judgment will
nevertheless have to be more than a mere word of command
based upon the powers vested in his office. He has to render
a legal decision, and a legal decision presupposes the applica-
tion of a general rule. The judge, therefore, cannot but assume
1919, with the widespread sufferings from which not even Supreme Court

justices escaped, for an explanation of the court’s severity in the coal cases.”
The rest would be mere guesswork.
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the functions and duties of a legislator. He has to create a
new rule that fits not only the case before him but other
comparable ones that may come after it. He has to consider
the typical situation and to weigh the typical interests at con-
flict which he can see behind the case, and he must refrain
from looking at the accidental features which it has assumed.
Only a decision that declares these typical characteristics of
the case to be material, and that disregards other characteris-
tics which may be decisive or irrelevant in all future cases, is
a legal decision. Therefore only the application of a ration-
alized rule is judicial administration.

The contrast to judicial administration is the administrative
command. Such a command is based on the weighing of in-
terest in the light of the whole situation of the day, without
any limitations as to what has to be taken into account so long
as the command serves the legitimate purposes of the com-
manding authority. It is a weighing of advantages and disad-
vantages of an actual case, in all possible social respects, ac-
cording to certain measures of what serves the common good.

In the light of these reflections what did the court have to
do when it set the Sherman Act into operation? The terms of
the act were very loose. There were no characteristics of “re-
straint of trade” or “monopolizing” mentioned in the text;
the legislature had left to the judges more than the mere task
of applying the rule to the cases. Therefore the court itself
had to elaborate the definition of those combinations that
were to be dissolved under the act. As already seen, one rule
was soon found and formulated, the rule which condemned
the contractual elimination of competition, the forming of
cartels in trade or production. A line of cases originating in
the Addystone Pipe case demarcated step by step the char-
acteristics of such agreements. Untypical cases were elimi-
nated; a distinction from looser forms of co-operation was
found. The court saw the typical conflict that arises where



104 POLITICAL AND ECONOMIC DEMOCRACY

there is cartelization. It weighed the interests involved, those
of consumers, competitors, labor or other social groups, or of
the community as a whole. It thereupon thought it most de-
sirable to prohibit any cartel. This was a combination of
judicial and legislative functions as they can be found any-
where in judicial administration. Whether the legislative
policy of the court was wise or not, whether it was effective,
and whether it ought to be overthrown today, are not our
concern at present.

When it was confronted with capital combinations the
court had to go another way; here an outright prohibition had
already proved impossible. The Sherman Act came at the end
of the nineteenth-century development of American corpora-
tion law. Its meaning could only be, and proved to be in the
opinion of the court, that capital concentration in general had
to have its way and that it had to be prevented only in spe-
cific cases. Consequently the problem of distinguishing be-
tween good and bad trusts came up, and the court was faced
with the task of developing a rule as to what constitutes a
bad trust. As we have already seen, it failed in this task, and
it was bound to fail, for the reason that the definition of a
bad trust is no legal decision, that is, no matter of setting up
and applying legal rules. It is of necessity an administrative
command, whether or not it issues from a court and however
much it may be attempted to clothe it with the dress of a
judicial decision.

An analysis of the nature of the disputes over the dissolu-
tion of trusts will prove this contention. What are the interests
involved in such a dispute? Which group is to be protected
by the action of the court? Is it the consumer? If it were so
the court could have contented itself with prohibiting combi-
nations that raise prices, or control a certain amount of the
supply, or try to suppress outside competition. Is it the com-
peting individual? In that case the court could have easily set
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up a rule prohibiting boycotting concerns, or those that in-
dulge in predatory practices, or combinations beyond a certain
size in specific fields of business that ought to be reserved for
the individual entrepreneur. Is it labor? The court could have
declared that combinations which hinder the formation of
strong trade unions and refuse to bargain collectively should
be outlawed. We could continue this line of questions and an-
swers indefinitely. The fact remains that the purpose of the
act was never exhaustively prescribed: it could be contended
that the act was meant to protect the distributing trade from
being eliminated by powerful producers; that it was intended
to protect investors from the speculative excesses usually con-
nected with the formation and expansion of huge concerns;
that in the application of the law consideration could be given
to the question of whether an enterprise has tried to counter-
act the government’s policies in matters of national importance
such as foreign politics or national defense, monetary re-
forms, export problems or labor questions, and also to the
question of whether the combination financed lobbies and
mass propaganda, or exercised pressure for political purposes
on its employees and customers. In fact it seems that the in-
terests involved may eventually comprise any factor of the
social life of the country, any economic problem, any question
of policy that might come up in the continuous flow of the
national life.

The important point is that the phenomenon of economic
power is not dependent on specific methods of exercise or
specific forms of organization; it does not serve specific pur-
poses nor is it directed against specific interests. Consequently
there is no specific type of trust of which the existence or the
activity could generally be called either dangerous or innocu-
ous. In every case the good or bad consequences of the combi-
nation can be appraised only against the background of the
whole situation of the nation’s internal and foreign conditions,
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of the specific circumstances in those fields of business over
which the trust exercises its influences, of the immediate and
remote consequences which the existence of the trust or its
dissolution may have upon all these factors. In other words,
the trust can be defined only as any capital combination that
through its economic powers enforces a policy of its own
within a sector of the social life of the nation, and its goodness
or badness can be judged only by a valuation of the momen-
tary desirability of this policy for the community. Such evalu-
ation, to repeat, is an administrative and not a judicial func-
tion. The court exercises its power not in circumstances in
which it finds that a legal rule applies to a certain typical
situation, but in any kind of circumstances in which certain
political ends seem to be endangered. The court, if it dissolves
a trust, makes according to its own discretion a singular po-
litical decision referring to a unique situation.

v

This conclusion, however, does not settle the problem. The
question has to be reformulated. The court is not bound by
rules, as in the case of a legal decision, but it is not free to do
what it wants. Discretion is not arbitrariness. Political de-
cisions have to follow certain political principles. Instead of
looking for rules we therefore have now to search for those
political principles which underlie the anti-trust law. For that
purpose let us revert to the definition of a trust which we have
just set up. The policy which a trust enforces in the social
sector that is subject to its economic power is not the only
policy which is pursued in the country. There are constitu-
tions and basic laws, and traditions and convictions connected
with them, that represent certain fundamental political princi-
ples of the nation. There is organized government, through
which lawfully appointed and responsible functionaries ad-
minister various fields of social activity according to their
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political opinion. These policies and those of the holders of
economic power may conflict. The spheres of influence of con-
stitution and government on the one side, and of economic
power on the other, must overlap, for constitutional principles
and government activities play their role also in economic
life, while the influences of economic power do not stop at
economic goals. All our previous considerations show that the
political purpose of the Sherman Act is directed precisely at
this situation: the act is to serve as an instrument for the de-
limitation of the sphere of influence of economic power.

Such demarcation can be brought about in different ways.
One alternative would be that government should be made
the master of the whole economic field and be allowed to
regulate and restrict the activities of the trust wherever it
deems it desirable in the pursuance of its economic policies.
This would mean government supervision and regulation of
big business. The other alternative would be that government
should exercise merely a police power over the trusts, that
is, only the right of interference, for the prevention of such
activities of big business as would damage or threaten to
damage constitutional principles, or government activities in
those fields of social life that are reserved to government regu-
lation.

Theoretically the power to dissolve trusts, which is granted
by the Sherman Act, could serve either purpose. It could be
used to compel obedience to the government as well as it can
be reserved solely for the suppression of disorderly behavior.
Present-day Germany, for example, uses the threat of dissolu-
tion, coupled with a power to reorganize dissolved units along
new lines, to make cartels mere agencies for the economic
plans of the government. But of course no extensive discussion
is needed to convince the reader that the Sherman Act, which
was written into the statute books at a time when no one
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thought of planned economy, is far from subjecting enter-
prises to the policies of the central government.

The only possible solution is that the act vested the courts
with a mere police power over trusts. In other words, the
Sherman Act represents a policy which, though it refuses to
have economic life regulated by a central authority, neverthe-
less does not leave the fate of society to the free play of al-
legedly existing rules of nature. The act is based on the poli-
cies of liberalism; it is a mandate to the Supreme Court to
use the powers conferred upon it for the realization of a
liberal economy.

For large masses of the American public this mandate, at
the time of its creation, undoubtedly embodied great hopes
for the solution of the problems associated with a growing
industrialism. Whether the court has lived up to these expec-
tations, and has performed its mandate in the spirit in which
it was conferred, shall not be inquired into here. We need
not be interested in the past. The body of existing decisions
in the field is not “law” in the common sense, either tech-
nically or substantially. Technically all the existing precedents
can easily be distinguished from any possible new case. No
one can say which of the arguments employed in the prece-
dents are the rationes decidendi, and which are mere dicta.
The facts underlying the cases are always so unique that any
previous situation would be materially different from the
situation in the case at bar. Conditions in the shoe industry
and their effects upon the national economy are materially
different from those in the steel industry or the harvester in-
dustry. What fits the situation in 1921 need not do so in 1929
or in 1932. What holds true for one particular enterprise in all
its surrounding geographic, economic and social circumstances
might be entirely wrong in any other situation.

This technical impossibility of deciding cases upon prece-
dents is but a symptom of the substantial peculiarity of the
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anti-trust law. It is administrative law. The courts that ad-
minister it are not, as they usually are, authorities installed
for the determination of a dispute between two private citi-
zens. Here the law has made the courts active agencies, en-
abled them to interfere in social life in the public interest and
to bring into reality those policies which are embodied in the
mandate given to the courts by the law. The essence of such
a procedure is that the parties concerned have to yield to the
demands of a more general welfare than their own.

The justification of the decision arises every time anew out
of the needs of a particular socially dangerous situation. Here
the past cannot bind the present. Only what is thought to be
most desirable for the pursuit of the purposes of the act in the
light of the unique situation can rule a decision. Previous
opinions about political economy, as they existed at the time
of the enactment of the Sherman law, or as they were ex-
pressed in decisions rendered in 1911 or in 1921, are of only
very relative value for the solution of present-day problems.
Times have enormously changed; tendencies which previously
might have been barely observable today impose themselves
upon everyone’s attention. Conflicts which for a long time
had not been allowed to pass the threshold of consciousness
have become brutal actualities that can no longer be over-
looked. Perhaps the court in 1921 was right in considering
that liberal principles demanded action mcrely where the con-
sumer was exploited or the competitor was treated unfairly.
Today is another day. Liberal policies of our time find much
greater and much more potent obstacles to their realization,
and consequently they may demand much farther reaching
measures on the part of those who are charged with their
pursuit. Above all other problems there is one which has
grown to such dimensions that any attempt to discuss it in
the terms employed in the old cases is plainly inadequate; the
political implications of economic power, the interference of
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big business in the political organization of the country, the
pursuit of autonomous and irresponsible social policies within
the large economic empires. All these situations need recon-
sideration in the light of present-day experience and present-
day necessities.

In concluding it may be said that refusal to accept the bind-
ing force of precedents in the field of the anti-trust law would
not in any case vest the courts with an arbitrary power to de-
cide cases according to their own pleasure or their momentary
political opinion. What is elaborated here is only the proposi-
tion that the law does not define the factual situation in which
it will find application, and that the power of dissolving a
combination may be used against any danger to democratic
government and society, however its appearance may change.
The law does prescribe which are the principles of democracy
that the Sherman Act may be invoked to defend. Here past
decisions of the Supreme Court might very well rule over its
future actions. Here directions are given for predicting the
law in a particular case. Here will be found safeguards against
partial administration of justice. What judges like Brandeis
have said about the traditions of American liberalism will be
of decisive importance for the application of the act. But the
application of these principles to bygone situations and to
wholly different economic and political conditions should be
divested of its binding character.
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PUBLIC UTILITIES UNDER DEMOCRATIC
GOVERNMENT

By Hans Staudinger

IN RECENT years there has been a noticeable tension be-
tween privately owned public utilities and the federal govern-
ment, and the reasons for this tension are often obscured
rather than clarified by statements made before the public.
But one fact is clear: the disagreement does not concern the
question of state interference as such. The representatives of
capitalist interests and, even more, the advocates of old line
liberalism, agree fully that regulation and control are neces-
sary. It is only the form and extent of such interference that
are in dispute—the means of control and regulation (reorgani-
zation of commissions, the question of ownership, the estab-
lishment of yardsticks); the future line of development (the
comparative merits of federal and state activities); and finally
the limits to state interference (as in control over investments
and in the compulsory integration of private companies).
Before discussing the relationship between public inter-
ference and the historical principles of political democracy and
economic liberalism, it is worth considering briefly what is
the particular nature of public utilities, that even their own
representatives grant the necessity of state control. “Public
utilities” was originally a legal concept, comprehending all
those enterprises subjected by law to special control and regu-
lation. Of these, communication and transportation enter-
1
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prises, electric and gas companies and water-works are the
most significant. From an economic point of view, however,
neither the legalistic criterion nor a bare enumeration affords
sufficient description of these enterprises. In an analysis of
their economic character the first decisive factor is that all
public utilities place their services or goods at the disposal of
the general public on the basis of a contractual offer with re-
gard to time, quantity, quality and charge for delivery. This
contractual offer to an anonymous general public is the first
economic characteristic of public utilities. The second char-
acteristic is that public utlities must usually use public streets
and roads, and that for the most part they depend upon the
right of eminent domain for their further development. This
established from the beginning a certain influence by the
public authority. A third and important characteristic is that
the goods and services that the public utilities provide are life
necessities for the majority of the population.

These three essential characteristics establish a special public
interest in the business management of such enterprises. Since
a public interest exists, an actual occasion for interference
arises when the public interest is endangered, as for example
by discrimination in the service. Thus by their economic pe-
culiarities alone the justification for interference in public
utilities is established beyond discussion. The guardian of the
public interest has to watch over the standing or proffered
contract between the company and the general public.

I
The period of rising capitalism placed the traditionally ac-
cepted public utilities—transportation and communication
utilities, such as roads, harbors, canals and the first railways—
at the heart of the nation’s economic policy. Many national
and local governments actively and enthusiastically developed
these types of business under their own management, or
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through granting large subsidies. The real motivating force
was the desire to strengthen internal and external economic
power and to guarantee the development of military power.
In the United States as well as in Europe public utilities meant
to the governments not only a direct fiscal asset but also a
means of increasing taxable wealth. Thus competition, both
economic and military, among the various political units
greatly increased governmental activities in public utilities.

These direct public activities were not intended to establish
an economic system based on public ownership of the means
of production. On the contrary, the political units were eager
to increase private enterprise, and public participation in the
utility field served to stimulate the private capitalist system.
Certainly capitalism did not develop alone, of and by itself;
competition between national political units, in the military
as well as in the economic sphere, has through the centuries
and in all the countries given an essential impetus to the de-
velopment of capitalist economy. In the upward struggle of
capitalism an important element was this public fostering of
the old line utilities.

Even during the short period of purely liberal capitalism,
when governments tended to withdraw from business, many
political bodies did not completely give up their activities in
the realm of public utilities. On the contrary, countries which
sought to develop their own industries in strong competition
with the outside world nationalized certain public utilities in
order to open up all parts of the country and to facilitate the
exchange of agricultural and industrial products within the
country; examples of this tendency are the nationalization of
the Prussian railway system in the Bismarckian era and the
public building of canals to aid the westward movement in
the United States.

Thus there developed a broad range of what may be called
positive governmental activities in the field of public utilities.
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But why did private business need state participation or subsi-
dies or even have to leave certain utilities in the hands of
public management? The chief reason was that in many coun-
tries during the earlier periods of capitalism private initiative
was not yet developed; even in the present time private initi-
ative often fails in actualizing the potential progress, particu-
larly in times of depression. Also, it was frequently the case
that only public bodies were in a sufficiently strong creditor
position to furnish such large amounts of capital as were
required. Finally, the financial risk was often too great for
private enterprises or it was altogether incalculable because
of the general economic and social purposes intended; often,
too, returns could be expected only in the distant future after
the country was opened up.

The gradual penetration of political democracy had a spe-
cial influence upon the management and even the aims of
publicly influenced and owned utilities. The existence of par-
liaments strengthened and gave better representation to the
idea that government should be of general service to the pub-
lic, and thus the responsibility of the state toward the general
public was increasingly stressed. Even during the time of
absolutism governments had begun to understand that in
such enterprises as canals, grain elevators, wharves and the
like, fees and fares should not only meet the egoistic fiscal de-
mand for higher revenues but should be made to conform to
the purchasing power of the economic groups that were to
receive the benefits, and also that the burden of the uncovered
costs of these institutions and their administration should be
carried by the taxpayer. Eventually, under the influence of
democratic parliaments, most countries went much further
and tended to give the benefits of publicly owned utilities,
such as transportation facilities, not only to certain interested
groups but to the people as a whole, even to the last inhab-
itant of thinly settled districts. Moreover, rates and fees were
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adapted to the demands of the significant groups of voters,
and later to the masses. With the inclusion of the lowest in-
come groups in political democracy parliaments tended to
give greater emphasis to the social welfare of the workers in
the enterprises under public ownership or administration.

Indeed the more insistently democracy influenced govern-
ments to proceed according to social demands the more
bitterly did reactions and repercussions develop within the
political democracy itself. There were intense debates in the
parliaments of all countries about the government’s activities,
experiments and adventures in public utilities. The history of
the early railway development in the United States is full
of such struggles. Political influences urged the states to open
up the interior by constructing railways; large obligations
were assumed, but the revenues did not even cover the interest
charges. Often the bonds had to be repudiated, and the whole
credit reputation of public bodies was wrecked by their experi-
ments, most of which had been, nevertheless, of great im-
portance to the general economic development. It was again
in the democratic forum that the failure of the state in busi-
ness was condemned; public administration was criticized as
making the taxpayers bear the burden.

Thus positive governmental activity in the utilities gave
rise, especially in political democracies, to an unavoidable
conflict between two opposite aims: on the one hand the
stimulation of economic activity and consideration for social
welfare, and on the other, protection of the interests of tax-
payers. Parliamentary groups were inclined to lay emphasis
upon general economic and social considerations in govern-
ment investment and management; at the same time, repre-
senting the citizens as taxpayers, they championed the private
business point of view, contending that publicly owned and
influenced enterprises should not artificially stimulate the de-
mand by adjusting rates to the purchasing power of the users,
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but should calculate rates on a cost basis, including interest
on the capital and amortization. Often they even demanded
surplus profits for the treasury in order to relieve the taxpayers
and to stimulate private business, contending that by this
means the general welfare could be promoted.

These contradictory tendencies prevailed in the political
democracies throughout the time of liberalism and the sub-
sequent period of monopoly capitalism and have continued
up to the present. In the period of growing liberalism the
taxpayers’ point of view became very strong, with the result
that private economic principles superseded general economic
considerations, leading to more and more restriction of posi-
tive public activities, especially public ownership, in the field
of the utilities.

I

The positive activities of the state were more limited in those
countries, such as the United States, where independent
bureaucracies were lacking and where the political influence
of the army was weaker. Only the postal service, highways,
water-works and canals—all traditionally accepted public utili-
ties—formed the unchallenged domain of the state’s economic
activity. “Modern” public utilities—such as gas, electricity,
telephone and telegraph, railways and bus lines—were for
the most part left to private initiative and private investment.
In its purely liberal period democracy in these countries per-
mitted an unrestricted expansion of private capitalism in the
“modern” utilities.

The tremendous capital investment in these fields strength-
ened, however, the monopolistic position of public utilities—
a position which had already been promoted by technical con-
ditions—as over against all consumer groups. This aroused
public opinion and forced legislatures to new negative meas-
ures controlling and regulating these private utilities. The
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negative interference of the state was stimulated not only by
the steadily increasing importance of monopolies, holding
companies and the like, but also by the extension of the vote,
which widened the base of democracy—these changes in
quantity entailing, of course, changes also in quality, that is,
changes in the whole nature of the political structure and its
processes. In the United States the demand for stricter con-
trol and regulation came from the farmers (the Grange) and
from the masses of retail consumers. It was always the liberals,
supported by “good” conservatives, who led the fight against
Big Business and its economic, social and political dangers.
In Europe too the demand for stricter state interference came
from groups which upheld the liberal capitalist ideology: the
old middle classes, the craftsmen, the small peasantry as well
as the landed gentry, the small free entrepreneurs and also the
representatives of industries in which competition still pre-
vailed; these began to be joined also by certain groups of
organized labor.

Thus while the state’s positive activities in public utilities
had been restricted by the coincidence of rising political
democracy with the upward striving of capitalism, it was later
the broadening of political democracy, supported by the old
liberal ideology, which turned the public against the growing
private utility trusts and led to a negative interference of the
state, in the form of supervision, regulation and control.

What were the various means of exercising this negative
interference by the authorities?

In the early development of private utilities there was a
continual attempt to break down the position of local monopo-
lies and re-establish free competition by permitting several
companies to serve approximately the same area. This con-
formed with the philosophy of economic liberalism, but as a
practical policy it led for the most part to complete collapse.
Ir was, for example, technically impossible for several gas
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companies or several trolley car companies to use the same
streets. Duplication of capital investments led necessarily to a
lowering of the standard of quality, to technical backward-
ness and to increased rates, even where the companies in their
cut-throat competition failed to pay dividends and to cover
depreciation.

Very soon most countries began to attempt a permanent
supervision by inserting regulating provisions in the fran-
chises. It was thought that the best means of control was to
provide short-time limitations of contracts in order to permit
the adjustment of rates and conditions to later changes in
costs. But these provisions functioned unfavorably in another
direction; as a result of the short-time contract the companies
were unable to modernize their equipment periodically, or, by
amortizing too rapidly, they maintained excessive rates. Then
too, the limitations of franchises to certain territories, as
effected in England, hampered for decades the technical prog-
ress which could have been attained by large-scale production
and integration. In improving conditions and rates in the
interest of the consumers the franchise system in general
achieved only moderate success and often failed entirely where
local authorities arrived at a bargain with the companies,
granting concessions which functioned more or less as a
special excise tax.

In the further development quite different types of public
control and regulation were built up in the various countries,
depending upon the historical and political situation of the
state, upon the degree in which capitalism was protected by
legislation, upon whether and in what direction legislation
was subject to interpretation by the courts. Thus in England,
with its centralized form of government, Parliament sets down
the rules of managing public utilities. The procedure may
vary according to the different type of utilities, but in general
it is attempted, through the independent bureaucracy, to exer-
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cise a rigid control through supervising utility investments
and through limiting dividends on the basis of the actual in-
vestment in the concern. In addition Parliament has often,
though not consistently, fostered public ownership by local
bodies as a means of preventing monopoly and of influencing
neighboring private monopolies.

In the United States regulation and control have been
effected for the most part through commissions, state and
federal. Their decisions, however, arrived at after long and
expensive investigations, have frequently been nullified by the
courts. The courts, often unwillingly and hesitatingly and
only under the pressure of public opinion, have permitted a
very limited and often delayed intervention with regard to
rates and prices.

In Germany the public interest was protected by extensive
municipal, state and federal participation in public utilities.
Mixed companies (combining private and public ownership)
are a special continental type of organization presenting a
compromise between private capitalist interests and those of
the general public. There has been an increasing trend also
toward outright public ownership of utilities—strengthened
sometimes by the fiscal interests of public bodies. Public
ownership or participation can be the most consistent eco-
nomic form of regulation, and the threat of its increase can
be a salutary regulative influence even on private companies
outside it.

All these various means of controlling and regulating, even
when they turn toward public ownership, have in common
a desire to protect both the capitalist economic system and
the growing masses of consumers from being dominated by
capitalist monopolies. Thus the impetus for government inter-
ference comes from the representatives of the free competitive
economic sector as well as from agriculture, labor and the
unorganized masses of ultimate consumers, whose resistance,
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though intangible, is nevertheless a powerful element in public
opinion. Public interference in regulating and controlling the
utilities has proved, paradoxically enough, to be an essential
expedient in a system of economic liberalism.

In political debates private utilities have recently contended
that sharper regulation and control, above all public owner-
ship, is a radical proposal of socialist ideology. It is true that
even before the war it was in many cases the labor minorities
that voted for municipalization and increased control of utili-
ties. As labor representatives their interest lay naturally in
strengthening through public ownership the public influence
upon the social conditions of workers in utility plants; as rep-
resentatives of the masses they were interested in leveling rates
downward, thereby lifting real wages. After the war social-
ists and trade unionists put nationalization and municipaliza-
tion of public utilities in their platforms as an evolutionary
program toward the final goal of socialism, using every step
forward in this field as an election strategy. But the bour-
geoisie, pursuing their own liberal ideals, and the conserva-
tive agriculturalists joined with them in working toward the
same ends. The extraordinary postwar development in some
continental countries, especially the growth of municipal
ownership, was influenced by this combination of different
ideologies working together against monopoly capitalism.

v

Nevertheless, these political forces were of minor signifi-
cance in comparison with the completely new tendencies in
state economic activities which were created by the war and
postwar periods in the whole field of utilities. The war en-
forced the use of national capacities to the utmost limit, and
in every country proved the general necessity of further in-
dustrial and technical improvement, especially in public utili-
ties. To provide for the new industries of nitrogen and alumi-
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num new electric plants were established, using water power;
the lack of coke led to the expansion of gas utilities; railways
had to be extended and modernized; new shipping facilities
had to be created. For all this permanent state guarantees and
subsidies were required. The governments became the main
support for the vital national demands and thus became en-
gaged in the expansion of the productive forces. Once again
the relationship of the state toward the utilities became posi-
tive, as it had been during the time of mercantilism and de-
veloping capitalism, but now under very different technical
and social conditions.

Public bodies became the pioneers in technical progress,
especially in the field of electricity. New applications of elec-
tricity laid the foundation for a complete change of agricul-
tural methods. Also in industry there was conspicuous tech-
nological advancement in electrical methods, and small enter-
prises were enabled once more to compete with larger ones.
The rate structure and the radius of provision became there-
fore of enormous significance to the general technical up-
swing. Cheaper and more adequate rates could be developed
only when there were large electric units, established in the
best locations, using water power and coal, and interconnected
so that the highest possible use of the plants and their reserves
could be permanently maintained.

Such a process of integration can be carried out only by
means of state interference. In the United States the scattered
operating properties of powerful holding groups can be inte-
grated in a rational economic system only by federal pressure.
Countries which have to withstand an intensified economic
and political competition have been forced to accept radical
and farreaching solutions; Japan, for example, has recenty
attempted to nationalize its electric utilities completely, in
order to create a new unified and integrated power basis for
its industrial system. Increasing nationalism, in short, and in-
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creasing governmental interest in economic development, have
given rise to a new type of positive state activities, concerned
with long-time planning.

In most countries this process has met not only the out-
spoken resistance of private utilities but also, as in England
and Germany, the resistance of utilities under local or munici-
pal ownership. Federal interference, developing out of na-
tional necessities, arouses the opposition of anti-federal local
interests. Private utilities have taken the part of the anti-
federal public bodies and suddenly developed a fondness for
control and regulation by local commissions.

It cannot be denied that such central planning activities can
be carried out more easily—even though for more one-sided
nationalistic purposes—under the forceful policies of fascist
states than in those nations in which political democacy still
prevails, where the great capitalist forces put serious difficulties
in the way of nationally necessary technical improvements
and economic reorganization of public utilities. But in spite of
inevitable hindrances and enforced compromises democratic
states are increasing their activities in this direction. In electric
utilities England has partially nationalized its high tension
lines, even though property interests in the production and
local distribution of electricity have remained unchanged. The
American public utility holding bill is directed toward the re-
form of capitalist management and toward technical, financial
and organizational improvement, even though private owner-
ship is unaffected.

In the policy of developing and exploiting natural resources,
which in recent years has been followed by national govern-
ments all over the world, a centralized federal program in the
interests of the nation as a whole operates in conjunction with
the negative policy of regulating and controlling public utili-
ties. In the United States the national conservation policy re-
ceived a new impetus during the depression because of the
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necessity of public works to strengthen purchasing power and
to stimulate private industrial and commercial activities. But
also the large dams, with their electric plants serving as “yard-
sticks,” should help to influence the rates of private utilities
in the direction of cheaper current and better adjustment to
the purchasing power of the various types of consumers.

Certainly there is in governmental business activity in gen-
eral a possible danger in political lobbying and in the pres-
sure exerted by certain groups protecting their special inter-
ests. Financial and industrial groups exert a powerful influ-
ence upon the orders of publicly managed enterprises for con-
struction equipment. Similar influences are exercised in private
business—perhaps much more so and more frequently. But
even a minor scandal in a government enterprise arouses the
public against the whole system of the state in business. People
believe that they are the unknown shareholders in public
enterprises and are personally damaged by public losses. They
ignore the fact that losses in the private sphere are also general
losses.

Also, it cannot be denied that the party machines exert a
restrictive influence upon business and technical manage-
ment. Even apart from party favoritism the political apparatus
itself is a hindrance to quick decisions in economic matters:
the budget system hampers economic flexibility, and parlia-
mentary discussions often postpone the necessary appropria-
tions for carrying on the adequate economic management of
public enterprises.

In recent years the establishment of publicly owned cor-
porations independent of the budget (such as the state-owned
concerns in Germany) or of independent authorities (such as
the central electricity board in England) has restricted the in-
fluence of political parties and has assured sound economic
and technical management, without neglecting entirely either
the general economic purposes or the social considerations
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that are incumbent upon public enterprises. Thus in the latest
phases of government participation in utility enterprises there
has been achieved a certain synthesis of, or at least a mitiga-
tion of the conflict between, the interests of the taxpayer and
the general economic and social considerations. Expert busi-
ness and technical management guarantees an economic ad-
ministration, even though the achievements may not appear
on the balance sheet as profits; in such enterprises a deficit
may be justified if the policy that incurs it is reasonable and
is pursued with a maximum of efficiency.

It cannot be overlooked, however, that in a democracy there
is always a danger that powerful groups will try to bring one-
sided pressure to bear on government activities in business,
even when they take the form of these independent types of
state enterprises. Capitalists and taxpayers on the one hand
and labor on the other will stress their conflicting views on
the management of public enterprises and on the policies to
be pursued in extending the service. Even in countries with
strong independent bureaucracies and well trained civil serv-
ants, it is not always possible to counteract such one-sided con-
siderations, often fanned by strong winds of public opinion.
This hazard, of course, is not peculiar to democracy. Group
interests and group pressure exist even in fascist states—better
hidden, perhaps, but for that very reason more dangerous.
The role played by parties in a parliamentary democracy is
played by the factions of a single party in the fascist state.
In governmental business management fascism is superior
only in dodging the issues and concealing the facts. It is ex-
posed to much more arbitrary influences than is democracy,
in spite of the fact that the technical economic problems of
national integration can on the whole be undertaken more
easily and perhaps even more successfully.

Notwithstanding the hesitation of doctrinaire liberals and
the opposition of entrenched capitalists, under modern condi-
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tions of life, political and social as well as economic and tech-
nical, integration of units and centralized governmental
activity in the public utilities are increasingly necessary—
necessary even for preserving the substance of liberalism and
capitalism themselves. If the powerful forces of private capi-
tal, in order to escape further interference, should carry too
far their fight against the activities of the democratic state
they may find themselves subordinated instead to the fascist
state and, under the shibboleth of a nationalistic policy, sub-
jected to a much more stringent discipline. They would, as
present fascist countries amply prove, cease to possess most of
what might be called entrepreneurial responsibility, and would
wholly lose their right, inalienable under democracy, of freely
stating their case and appealing to the verdict of the majority
for an equitable resolution of the conflicting interests they
serve.
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AGRICULTURAL CO-OPERATION
By Kar! Brandt

IN SPITE of the fact that almost a century of co-operation
in agriculture lies behind us, it is not at all beyond dispute
what may be expected for the future of agriculture from an
intensified application of co-operative principles. During the
cataclysm of the last depression some governments turned first
to the co-operative idea in trying to bring about a revival
of prosperity for the farmer. The Hoover administration, for
example, tried to base its farm relief prografn on developing
a co-operative system of better marketing. Other governments,
such as Switzerland and Denmark, in their eflorts to restore
the purchasing power of the farmer, could rely almost entirely
upon already flourishing co-operative systems and could thus
avoid the organization of a new bureaucracy to administer
farm relief. And there were states, such as Germany, which
had encouraged agricultural co-operation since its earliest be-
ginnings but, in tackling the problem of farm relief in the
last depression, neglected almost entirely these well-developed
co-operative systems and confined themselves to methods of
state interference. In this discussion an attempt will be made
to interpret the co-operative principle economically and to
weigh the potentialities of co-operation in the future struggle
of agriculture. It will be necessary to consider the concrete
limitations of co-operatives as well as their central achieve-
ments. At a time when the co-operative movement is fre-
126
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quently praised as the universal panacea for democracy the
necessity of inquiring into actual experience cannot be over-
emphasized.

The idea of co-operation is deeply rooted in the spiritual
movements of the early nineteenth century, but it would be a
mistake to assume that they are the direct source of co-opera-
tion in agriculture. With the rise of the nineteenth century
and especially after the Napoleonic wars liberal economic doc-
trines and the ideas fostered by the French Revolution were
beginning to disseminate a belief in the necessity of agri-
cultural reforms. The liberal doctrine began to undermine the
remnants of the feudal regime which had survived through
absolutism, and it mustered the political forces which finally—
after another century—ushered in large scale enterprises in
European agriculture. In the agricultural history of Europe
the early decades of the last century are marked by the vari-
ous reforms through which manorial bondage and other less
rigid forms of peasant dependence on landlords were abolished
or at least distinctly limited. It was the belief of the reformers
that the wealth of a nation could hardly be better fostered
than by the liberation of the private initiative of all the farm-
ers. The developing industrial revolution coincided with the
application of natural science to agricultural production, and
open-minded statesmen were convinced that it was necessary
to adapt the underlying agrarian constitution to the new tech-
nical era.

We owe to Otto von Gierke the most comprehensive study
of the roots of co-operation; he derives its origin directly from
the Germanic tradition of the community and its ties. Gierke’s
interpretation has not been accepted by many sociologists but

. it furnishes at least the most provocative suggestion concern-
ing the basic characteristics of agricultural co-operation. It
places modern co-operation as a special type within the group
of traditional human associations. Co-operative association
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within the rural community was still flourishing during the
Middle Ages and from then on it passed slowly into decay,
but traits of it survived even in the beginning of the liberal
era. The village community provided many links between the
individual farms. The best example is the common land
which had to be used for pasture and as a timber resource
by all the farms as a group. No farmer could do without the
use of this land. The farmers had to get along with one
another and to be considerate in the utilization of their com-
mon resource. No selfish “competition” in the later sense of
the word was permitted. Co-operation was the only possible
loyal attitude. The same was true in building roads and drain-
age ditches, in keeping up the community school and the
church, in maintaining dikes or fighting forest fires. Not only
in emergencies of all kinds but in everyday business, the
farmer was an integrated part of the community and as such
had first of all to co-operate and not to “compete.”

Such peasant farms began to be disentangled from their
community ties by the new progressive ideology which origi-
nated in the French Revolution and was supplied with logi-
cal economic argumentation by Adam Smith and contempo-
rary continental scholars glowing in the faith in evolution and
progress. It was now supposed that those communal ties
merely hampered creative private initiative. To make farms
self-responsible, competing small enterprises not only were the
duties under bondage abolished but the common land was
dissolved and shares were attributed to the individual farms
as their independent property. Most of the other duties toward
the community, consisting of services or supplies in kind, were
gradually supplanted by taxes and fees, while the adminis-
trative functions passed into the hands of paid civil servants.

With the growth of industries and cities, with increasing
market areas and with all the crookedness and ruthlessness of
early capitalism the small farmer found himself in an entirely
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changed environment. He had to face rapidly changing eco-
nomic requirements in selling his farm products as well as
in purchasing industrial goods and farm implements. First
of all he needed credit if he was to keep pace with the neces-
sity of building up his small enterprise and of meeting the
demand for more taxes. The distribution of agricultural credit
through the channels of private banks proved to be expensive
and always inadequate in volume. The smaller the farm the
higher the interest that was charged. Wherever and whenever
such conditions of grcat nced and scarcity prevail, there are
great opportunities for those who happen to have the scarce
goods, and usury is the customary result. Usury in trading
commodities and in lending money, extorting from the small
farmer the narrow social margin he needs, has been one of
the most powerful causes for the movement of agricultural
co-operation, a century ago in continental Europe and the
United States, and also today in India, China and other parts
of the world where usury with annual interest rates of fifty
per cent and higher are still common.

Great opportunities offered themselves in the growing
markets, but deficiency of credit prevented many able farm
families from using them. Exaggerated retail prices for every-
thing that had to be bought, and minimum prices for farm
products, bought in very small lots, squcezed the farmer’s
profit and often made toil under freedom morc onerous than
under the former despised dependence. In addition to all the
other handicaps, the former feudal lords acted as competitors
in the market against their former subjects. They competed,
of course, under far better conditions, having on their side
all the advantages of superior social standing, class conscious-
ness, education and business experience. Aside from this
human factor many objective conditions in the markets
worked also in favor of the large scale farm. Modern means
of transportation began to call for large lots of goods and to
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require that commodities be carried to far away markets
through the hands of wholesale merchants. Steamships and
later on railroads brought wholesale trade from overseas.

Such conditions made the small farmer receptive to ideas
of self-help, and when he heard of co-operation of consumers
and co-operation for saving he had no difficulty in translating
this concept into his traditional habit.

It is certainly a misinterpretation of the psychology of farm-
ers, today or in former times, in Europe or in the United
States, to assume that they are anti-social or stubborn indi-
vidualists who refuse on principle to co-operate. An extreme
individualistic and emancipated attitude has always been
characteristic of the inhabitant of big cities, while the rural
population, even in the ranching districts in the semi-desert,
has a distinctly collective feeling concerning what one must
and must not do as a member of the group. It can hardly be
denied that farmers are suspicious of non-farmers, and that
in general they do not easily take advice from others. This,
however, is an inherited attitude of self-defense. If they should
accept only a small part of all the advice so generously ex-
tended to them by experts and ignorants alike, they would
quickly find themselves bankrupt.

Co-operative associations meant to the farmer merely a legal
organization of what he had formerly done when a cow had
to be slaughtered and the meat was exchanged among neigh-
bors, the same procedure repeated when the others had to
slaughter; this was co-operative organization for a permanent
fresh meat supply. Now it meant working together for mutual
benefit in solving marketing problems, or problems of making .
deposits or finding credit, or problems of using costly machin-
ery or buying in wholesale lots.

What appealed most to the farmer was that the basis of the
new form of co-operation was a doctrine of self-help which
permitted him to avoid state protectionism or subsidies and
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which at the same time enabled the smallest enterprise or
homestead to participate in privileges otherwise accessible
only to large scale business. By joining producers together for
the purpose of large scale buying and selling, co-operation en-
abled the little producer to maintain his independence in the
ownership of his means of production and in the operation
of his farm.

Karl Marx and his early followers miscalculated the trend
of economic evolution as far as it related to the small farm’s
capacity to compete. Marxian theory assumed that economic
necessity would lead to the destruction or absorption of small
entrepreneurs by the growing power of large scale concerns.
This assumption was based on a misinterpretation of the pos-
sibilities in farm management. Agriculture has never suc-
ceeded with a highly specialized, cross sectional division of
labor. Large scale farms as well as the smallest still use the
same laborer for the major part of many different occupations;
that fruit picking is in some places done by specialists is only
an exception. Thus the small enterprise had fair chances to
survive if its entrepreneur succeeded in adjusting himself, but
it is well known that in agriculture the small enterprise has
done much better than that. The family farm has vanquished
the large scale enterprise wherever fair conditions and equal
rights have been offered by the state, that is, where no feudal—
or corporation—class privileges have interfered with equality
of opportunity. This victory is based on the small farm’s supe-
siority as far as costs and quality of production are concerned.
and on the efficiency of co-operative purchasing, marketing,
financing and insuring. The advantages of co-operatively or-
ganized family farms cannot be more convincingly proved
than by the dominant position in reference to quality stand-
ards and reliability of contracts that is held in the world’s
trade by Denmark in butter, eggs and bacon, by Switzerland
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and Finland in cheese, by Holland in vegetables or by Canada
in wheat.

It may be contended that the large scale wheat farm in the
United States and Canada and that the collectivization of
agriculture in Soviet Russia are proof that the economic trend
is nevertheless, as in the Marxian prophecy, toward large scale
production in agriculture. It is true that in some of the wheat
districts of the United States, such as the Dakotas, and that
particularly in the three wheat provinces of Canada—Alberta,
Manitoba and Saskatchewan—the average acreage increased
somewhat in the last decade. But these changes in typical
specialized wheat-growing areas merely indicate that the
family farms in those regions made the necessary adjustments
to the new machinery of harvester-thresher combines. Al-
though these enterprises are organized on the principle of
hiring seasonal labor for the harvesting they still remain
family farms. In Russia, however, family farms have been
supplanted by large scale state or collective enterprises. The
decision made by the Soviet government to abolish the family
farm system had its origin exclusively in political, social and
administrative issues. That purely economic reasoning would
have led to an opposite course is easily to be seen from the
Russian grain exports after a few years of Lenin’s New Eco-
nomic Policy, which granted a certain freedom of action to
the individual farmer. Grain exports rose then to five million
tons and alarmed the grain-exporting countries. Since the col-
lectivization Russia has suffered from a deadly famine and has
had great difficulty in supplying domestic requirements.
Wholesale collectivization became unavoidable because of the
stubborn resistance of Russian farmers against the Soviet
regime. If the peasants had co-operated with the soviets they
might perhaps have escaped the destiny of being collectivized.
Another more technical reason for collectivization was that a
centralized planned economy finds fewer problems of admin-
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istration in a system of large scale agricultural enterprises
than in millions of family farms

In what does the achievement of co-operative associations
consist? Do they represent a superior economic principle
which in itself makes for higher efficiency? To find an answer
it is necessary to distinguish between agricultural co-operation
and its unlike sister movement, consumers’ co-operation. Dif-
ferent philosophies underlie both the strategy and the set-up of
the two movements. The farmer of today may be said to
occupy an intermediate level between entrepreneur and
worker. He is an entrepreneur in his freedom of action and in
his freedom from direct compulsion or subordination within
the realm of production; he is a small capitalist as the owner
of his means of production. But at the same time he is unlike
the entrepreneur because as a rule he employs no one and ex-
ploits only his own labor or that of his family. Agriculture is
the sector within the economic system in which prevail the
independence of individuals and democracy in production.
The farmers’ co-operative movement, unlike the consumers’,
has had from its very beginning a distinctly liberal middle-
class ideology. It is primarily the farmers’ weapon for defend-
ing their independence, in line with the liberal conception of
a competitive price economy.

Co-operation in agriculture has therefore no purpose of its
own but is simply a means of balancing power in order to
create conditions of fair play and free competition for the sake
of better economy, a means of curtailing unfair margins or
restrictions upon free competition. All modern states, in order
to create or re-establish fair play and equal opportunity be-
tween the small individual producer and big corporations or
monopolistic bodies, have granted the co-operative associations
certain privileges, among them exemption from corporation
taxes ranking highest. Such privileges are the more justified
since there are important social benefits in the differential
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rents created by co-operative associations. The advantages of
these rents are usually not limited to the members, because
outsiders also enjoy indirectly the benefits of improved com-
petition.

Even when the economic function of farmers’ co-operative
associations is recognized there still remains the question of
what the co-operative movement means to the farmers, and
whether or not it involves any ethical values or anything that
goes beyond material advantages. A glance at agriculture in
countries with a co-operative tradition and with highly de-
veloped co-operative systems, such as Denmark, Finland, Hol-
land or Switzerland, reveals that in addition to the remarkable
strength of small farms as buyers and sellers, both in the do-
mestic and in the world market, there are equally important
ethical effects of co-operation, which are perhaps one of the
roots of the economic success. Co-operation is necessarily
bound up with the principles of mutual education and or-
ganized self-help. Wherever co-operative associations have
been economically successful they have been able to initiate
a spirit of genuine spontaneous “co-operation” among their
members. Through the contacts they promote among mem-
bers they inculcate attitudes of mutual responsibility and good
neighborliness. They also contribute to a competitive raising
of standards, a community morale, an esprit de corps. Since
economic success depends largely upon the spirit prevailing
within a co-operative association, there is no antagonism be-
tween the material aims and the ethical values. On the con-
trary, the material reward is available only to those who are
good co-operators in the word’s best sense. The immense im-
portance which co-operation may ultimately have for a rural
society which is exposed to inimical and even destructive
forces lies in the fact that successful co-operation is one of the
strongest influences toward a reintegration of the rural com-
munity. Co-operation develops a new sense of social discipline
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and of a collectively responsible rural society. This is why co-
operative associations will always be of great importance for
any state that intends to strengthen its agrarian society of free
and independent family farms.

When farmers had acquired a considerable amount of
experience in operating co-operative associations, and when
they had thrown overboard all the little jealousies and preju-
dices concerning salaries and freedom of action for capable
business managers, it was only one step further to use co-
operative power for organizing farmers in an attack against
monopolies, cartels and similar forms of restraint of free com-
petition. They declared war on such combinations in order to
re-establish fair play within the price economy. Many such
attempts were successful. As long as co-operative organization
is used only to break monopolies it deserves all the state aid
that can legally be granted.

Unfortunately, however, this struggle against the large in-
dustrial and trade combinations has sometimes led co-operative
associations into fields where they either could not succeed or
where the idea of co-operation degenerated into something
antagonistic to its own basic principles. In a struggle against
monopolies and their strategy of force and control there is a
temptation to fight monopolies with their own weapons. The
postwar history of the co-operative movement in the United
States and Canada shows many examples of attempts to use
the privileges of co-operative organization in order to build
up monopolies. Eloquent advocates tried, often with success,
to convince the farmer that he could not survive in a world
of increasing monopolistic control over prices unless he used
the same devices. The appeal of “orderly marketing” and
similar disguises for monopolistic tendencies in co-operation
caught the ear of the farmer time and again when he was
pinched by low prices for farm products or excessive prices
for his needs. The result is that the reputation of co-operation
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has been badly damaged, among farmers as well as legislators.
Monopolistic co-operatives have to use compulsion and very
rigid punitive measures against their members. These mem-
bers, however, are not comparable to entrepreneurs in a spe-
cialized industry, nor does the financial set-up of co-operatives
resemble the capital structure of trusts. The co-operative cartel
in agriculture comprises usually a vast number of heterogene-
ous farms, and stands on the liability of all the members. For
large scale cartel operations much greater capital reserves are
necessary than those kept by co-operative associations in the
ordinary business routine. If reserves are not sufficient, opera-
tions have to be backed by the liability of the members, thus
jeopardizing the independence and security which it is one of
the foremost aims of co-operation to assure. Any real sacri-
fices are beyond the bearable limits for the weakest members,
and as soon as they are necessary members begin to break
away. The democratic principle of equal votes for all mem-
bers makes it intrinsically impossible for co-operative organi-
zations to copy the policy of cartels or trusts.

The family farms depend on the liberal principle of fair
play, but they need the balancing power of sound co-operative
associations, or at least the potential power of co-operative
action, to assure them against attempts to threaten fair play.
It is only to their own advantage that attempts to use the
co-operative idea for purposes diametrically opposed to all the
foundations of the family farm economy have so far been
defeated.

From the history of agricultural co-operation certain con-
clusions can be derived concerning its limitations and possi-
bilities as a business activity. For the business set-up two dif-
ferent systems are possible. The association may be strictly
specialized for one commodity or a narrow group of similar
commodities, or it may include various branches of trade. The
former type is dominant in the United States, the latter in
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Germany. Both have their shortcomings and their advantages.

Milk is the only agricultural product with a permanent all-
year-round production and sale. Thus specialized co-operative
marketing associations, confronted with long out-of-season
periods of continuing costs and little or no business, have to
build up a much larger area so that they can carry the costs
of the organization and gain a sufficiently strong position in
the market. Their great advantage lies in the higher efficiency
of their officers, who can become experts in the markets of
their single commodity.

The other type, mixed marketing associations, has no diffi-
culty in carrying the business charges all the year round.
These organizations usually find a sufficiently large volume
of business within a rather small territory, thus facilitating
contact with members and control of the area. The disadvan-
tages, as revealed by Germany’s long experience with this type
of association, lie in the fact that the returns from various
branches of the business are usually pooled. This means that
the yield from some commodities is used to make up for losses
in others, or that branches of the business are maintained
which would ordinarily have to be abandoned because of the
association’s inefficiency in handling them. As a rule in Ger-
man co-operative buying and selling associations the fertilizer
trade safely yielded net profits, because it requires only simple
management to distribute a standardized industrial commod-
ity. The grain trade usually meant a loss because this ex-
tremely speculative market requires unusual abilities which
were seldom at the disposal of co-operative associations. There-
fore farmers did not benefit from the possible low prices for
fertilizers, and had to sell their grain at or a little below the
average.

German experience has also shown, both in marketing and
in credit associations, that since liability rests mainly on the
members themselves, every possible precaution must be taken
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if outright disaster is to be prevented under a severe depres-
sion. A combination of local or district associations in larger
units is the best guarantee against a contagious dissemination
of failures, if there are several stages of risk-absorbing units
between the local units and the roof organization.

Another danger is the mixing of too heterogeneous risks.
If only a few members of a co-operative society do a large
scale business it is obvious that the failure of the large scale
operators may sometimes hang all the small farmers by the
rope of equal liability. This is especially true for credit asso-
ciations, but it holds also to a lesser degree for marketing
societies. The financial collapse of one big farm has not in-
frequently caused the financial weakening or even the ruin
of scores of small family farms. The reason why small farmers
permit such a dangerous mixture of risks is of course that
they think mainly of the yields of the big members and the
improved returns from their society, while they dismiss the
thought of any possible failure.

If it is correct that co-operation is a substitute for private
business where the latter is lacking, it is a logical consequence
that co-operative associations should not be started where a
capable and fair private business exists, and according to rea-
sonable judgment, does its duty. To open a co-operative asso-
ciation under such conditions does usually more harm than
good. Since collective action unavoidably involves collective
responsibility, co-operative associations should never be initi-
ated merely because of resentment toward certain merchants
or because of a vague assumption that the margins of certain
dealers are much too high.

Co-operative associations should not deal in commodities
which, like hay or fresh meat, have a constantly varying qual-
ity, difficult to judge, or which are sold on markets with un-
predictable price jumps. If they handle such commodities it
is necessary for co-operative associations to employ a compe-
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tent trade expert, but the right man can usually earn much
more as an independent merchant than as the employee of a
farmers’ co-operative association, and paying him the high
salary he is worth cuts down much of the possible gains.

Also, the trade in commodities should never be connected
with the business of granting credits. If credit is granted, some
members become delinquent with their payments of interest
or principal in a time of depression. If the credit association
deals also in farm produce it is only logical that the officers
should try to bind the members to deal exclusively with the
co-operative association in the sales of farm products. Such
contracts of exclusive trade may easily corrupt a co-operative
society because it enables the officers arbitrarily to increase the
“dealer’s margin” or the handling charges by paying lower
prices than under a competitive system. Thus the very farmer
who most urgently needs the highest obtainable prices receives
the lowest and thereby slides into failure more rapidly than
he would without the benefit of membership in the associa-
tion.

Co-operative associations must have competition if they are
to remain in a sound condition and be of help to the farmer.
They must compete either with one another or with the inde-
pendent merchant or trade companies. It is always difficult to
recognize this necessity because the leaders of the co-operative
movement usually think in terms of restraining competition.
But any form of monopolistic power, even in its first stages,
endangers the rights of the farmer and consequently the
morale of the association. To prevent such conditions it is
necessary to keep the membership list open. Members must
have an opportunity to withdraw from the association within
a certain period, and new members must be permitted to enter
it. Successful co-operative associations often assume an exclu-
sive attitude because they do not want to share the benefits
of their achievements with newcomers who often refused to
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join at the beginning. Their resentment of such shrewd tactics
is easy to understand. Nevertheless there is the method of
charging higher entrance fees for latecomers.

After this consideration of the possible achievements of
agricultural co-operation, its dangers and its limitations, the
question arises as to whether the beneficial influences of co-
operation in normal times can be extended to include certain
remedial effects during emergencies and depressions. Co-op-
eration promises and has proved to be a most valuable aid in
times of crop failure, for it can mitigate the hardships by
offering credit facilities and supplies at fair prices. When ad-
justments to superior techniques or new types of production
are necessary it may also be of considerable value to farmers.
In all such events the co-operative system’s unique device of
creating a collective security for credit by making all the mem-
bers liable is an important technique of farm aid. But as soon
as it comes to the problem of fighting real agricultural de-
pressions it must be admitted that co-operation is no substi-
tute for recovery policy or a determined policy of farm relief.
In depressions agriculture will always be much better off
with a well-established and consolidated co-operative system
than without, but co-operation can be scarcely more than a
good cushion that may prevent the farmer from hitting all the
rocks in the rapids.

It seems justifiable to say that the basic attitude upon which
the huge edifice of modern co-operation among farmers has
been built is the safest foundation for a strong political de-
mocracy. This attitude entails an independence of thought
which leads to respect for self-help and disdain for state aid,
and which finds pride in bearing the full responsibility for
the destiny of the individual family enterprise. It' means a
willingness to pay the price for the maintenance of inde-
pendence and freedom. Co-operation promotes a pronounced
antagonism against the idea that there are earners of social
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rent who have to be taken care of by the state—a psychology
which so easily spreads like contagious disease and causes
an epidemic rent-neurosis, as is revealed in the history of the
Weimar Republic, in spite of its many blessings to the work-
ing class. Agricultural co-operation loses its creative power
in the moment that the attitude of free competition and self-
help vanishes. Within a system of planned economy agricul-
tural co-operation is not only superfluous but it turns into a
Greek gift. Membership is no longer optional. The state be-
gins to control and to influence the conduct of the co-operative
business, to restrict withdrawal or entrance of members, and
sometimes it even takes care of losses. It has been evident
since the war that even direct state aid for the foundation of
co-operatives cannot avoid unconsciously inoculating the lethal
bacilli of dependence into the body of co-operative groups.

Some states have recently used the existing co-operative
system for their policy of planned economy because it offered
a smoothly operating machine, making it unnecessary to con-
struct a new bureaucratic apparatus. By putting the force of
the law behind the associations, by forcing all outsiders into
them and co-ordinating the entire system, the state has made
the co-operative organization a cartel or monopoly. This ab-
sorption of the co-operative system into a state-controlled
planned economy eliminates the most essential features of
co-operation and retains only some of its external appearance.
Co-operation in agriculture, in its ideology and its creative
spirit, is almost identical with the principles of democracy. Its
virtues and achievements cannot survive unless this founda-
tion remains untouched.



o

8

THE DEMOCRATIC IDEA AND CON-
SUMER CO-OPERATION

By Horace M. Kallen

ONE of the straws in the wind of doctrine blowing among
the intelligentsia of the times is the association of the term
“democracy” and its variants with the word “bourgeois” and
its variants, It is held that the democratic idea was an afflatus
of the bourgeois mentality and that the democratic program
was a program of city merchants and manufacturers. If this
be true, the fact that the prophets and philosophers of democ-
racy were opposed to cities and deprecated commerce is a
mystery, and a still deeper mystery is the fact that the monied
men who framed the American Constitution sought so to
shape it as to make the people powerless: Elbridge Gerry of
Massachusetts talked of “the dangers of the leveling spirit.”
“The people should have as little to do as may be about the
government,” Roger Sherman of Connecticut told the Consti-
tutional Convention of 1787; they “seldom judge or determine
right,” declared Alexander Hamilton of New York. All
wanted a strong central government which would safeguard
the slave-owning, the commercial and the monied interests.
And they framed the Constitution to this end. The Founding
Fathers were practical men. Apart from the clause of the
Constitution which provides for its own amendment, its de-
mocratization was accomplished only by such amendment,
from the Bill of Rights to that abolishing lame duck con-
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gresses and changing the date of the presidential inaugura-
tion.

The philosophic premise of democracy is the conception of
man as a child of nature, endowed by her with certain patural,
that is, inherent, rights. The economy which this conception
contemplates is an agricultural economy, not a commercial or
financial one, certainly not the financial-industrial one of these
times. The ancestor of this conception is the principle of the
autonomy of the personal conscience against all authority in
matters of religion, and its most tragic defenders were the
peasants of continental Europe during the sixteenth and
seventeenth century wars over the incidence of ecclesiastical
authority that then divided the European peoples. By the
eighteenth century the idea that each immortal soul is its
own authority on the ways of its own salvation was reinter-
preted, and partly displaced with the view—which had mean-
while come to prevail among the intellectual classes—that the
soul is the soul of a natural man endowed with inalienable
natural rights, struggling to survive by his own efforts on his
own power. The context of this view was the rationalistic
naturalism inherent in the physics of Galileo. Its philosophy
moves from the political and social ideas of Thomas Hobbes
to those of Jean Jacques Rousseau. Its economic philosophy is
to be found in the teachings of the physiocrats. The idea of
democracy is the positive growth of all these soils.

The conception of the natural man, it will be seen, was,
first, an abstraction from the abundance and concreteness of
human personality as it lives and moves and has its being in
its institutional setting; and second, a passionate apprehension
of the drives and impulses and choices which each living per-
son feels as his Self, and which the expression “natural right”
embodies. The natural man is any individual as he struggles
to live, to be free and to find happiness. Conceive this strug-
gle how you will, in the manner of Hobbes, as involving a
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war of all against all; in the manner of Spinoza, as the en-
deavor after the integrative harmony he calls “blessedness”;
or in the manner of Rousseau or of Thomas Jefferson—
Hobbes and Spinoza, Rousseau and Jefferson all alike appre-
hend human nature as essentially consummatory; that is, they
define each life as its own justification for living, as, first and
last, an end in itself and not a means to alien ends. In eco-
nomic terms, it is not the producers we become that the con-
ception of the natural man with his natural rights envisages,
but the consumers we are born as.

The record of the one hundred and fifty years since modern
democracy got its start on the North American continent
shows democratic institutions most consistently successful in
countries with a prevailingly agricultural economy, whose
population are for the most part “independent farmers” with
no great contrasts in property or power. What made the
French Revolution effective and explicated its democratic im-
plications, in spite of Napoleon, the Restorations, etc., was the
reapportionment of land; what lies at the root of the democ-
racies of the Scandinavian countries is the principle of land
tenure; and what underlies the democratic mentality and
conduct of the United States has been the availability of an
abundance of free land in a wilderness. True as it may be
that the American Constitution can be described as the
scheme of a Plunderbund as well as the program of lovers
of peace and justice, that later on railroad companies and in-
dustrial corpdrations received princedoms and achieved mo-
nopolies that they had no right to, there was, during a hun-
dred years, always more than enough to go round; and every
man, if he wanted to, could make himself an independent
farmer by settling in the wilderness and taming it. From 1800
to 1900 the life cycle of the American masses embraced that
equality which the Declaration affirmed. Human personality



CONSUMER CO-OPERATION 145

figured, wherever it appeared, as the natural and functional
whole which the concept of the natural man designates.

The American citizen was the American farmer. His farm
was as much an extension of his personality as his clothes.
Not only his work but his play was conditioned by it; there
was no noticeable gap between his living and his life. He
produced to consume, first; and to sell, only afterwards; and
what he produced, and how, depended not on a tradition in-
herited from the past but on his “gumption,” his present initi-
ative and inventiveness. His profit was the increase brought
about by the work of his hands, the sweat of his face, and it
figured in his life as the growth of his body figured—not a
gain to be counted and stored, but an enlargement to be con-
sumed and enjoyed. His vision was of the future, not the
past. Doing was more important than being, achievement
than birth. The wilderness was a great equalizer, and status,
which is so important in established societies, had no meaning
in the fluid one of the pioneer. Men came together frecly, on
the same level, and in fact formed states by agreement or con-
tract.

Of course, this phenomenon did not occur everywhere, nor
all at once. Always its manifestations had to overcome the
schemes and stratagems of the authority which habit and tra-
dition yielded to the interests of merchant, manufacturer,
banker and slave-owner. Habit and tradition held back the
adjustment to the wilderness; they fed the invidious distinc-
tions of status and power, property and privilege which the
wilderness was starving out. The spreading use of automatic
machinery brought the hierarchies of the factory system, and
these were added to habit and tradition as feeders of the invidi-
ous distinctions dear to the Founding Fathers and hobbling
to democracy. Only the lawlessness of the wilderness passed
over to the merchant, manufacturer, slave-owner and banker.
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What Judge Lynch or Vigilante Committees were in personal
issues the Corporation became in economic ones.

Indeed, it became the custom of the Big Business of the
country to invoke and use the laws of democracy as 2 means
for defeating the purposes of democracy. There came into
view exactly those phenomena which Jefferson feared and
Macaulay predicted. Industrialization made over the country
village into the factory town, the factory town into the in-
dustrial city. The independent farmer was degraded into a
tenant farmer, and the tenant farmer translated into an indus-
trial worker. The city overruled the country; the basic unit of
life ceased to be the family farm and became the corporation
factory. The incidence and meaning of ownership altered. It
became absentee on a large scale, and property ceased to be a
prolongation of personality and became an assurance of in-
come. The sign and figure of this change is the upsurge of
finance as the measure of all things. The corporation became
the prevailing economic unit, banking the primal economic
power, and the bond or the share of stock the material insignia
of ownership.

Under analogous circumstances in Europe the transforma-
tion turned a medieval serf into a modern proletarian and
decorated the power of the modern captain of industry with
the privileges and pretensions of an hereditary aristocracy. In
England they signalized the event by saying that the peerage
was mixed into the beerage. Therewith the field of democratic
aspiration changed. As the field altered, human nature be-
came redefined. The natural man with his inalienable natural
rights was abandoned. His place was given to economic man
with his supplies and demands. “Surplus value,” “the class
struggle” and the “right to work” took the place of life, liberty
and the pursuit of happiness. The privileged landed aristoc-
racy found themselves confronted with the emulation of the
industrial idle rich. Personal responsibility and personal
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management were swamped by absentee ownership receiving
free income.

As inventions multiplied the division of labor grew. The
characteristic working unit soon ceased to be the human indi-
vidual and became the coercive association of individuals
called a factory. Production became mass production, while
copsumption had in the nature of things to remain a matter
of personal preference and private capacity. Between making
a thing and using it the gap deepened and widened. The pro-
ducer was separated from the consumer. More and more men
came to be making masses of what they could not use and
using items of what they could not make. Newly elaborated
middlemen’s techniques, formations of new functions of as-
sembling, storing, advertising, selling, became the subject of a
theory and practice of distribution. Now the Distributor
loomed in a people’s economy more momentously and omi-
nously than the Producer, and he made the Consumer, or
customer, an object of large-scale exploitation, of which per-
haps the sale of cosmetics, patent medicines and “securities”
provides the most conspicuous examples. Moral considerations
were offset by the rule of caveat emptor, and the ultimate
protection of the consumer was first left to the providence of
free competition between producers. In the course of time,
however, men, especially in cities, became dependent almost
entirely on goods they did not make, and of whose processes
of manufacture they were completely unaware and could not
judge. Today we buy goods on faith, not knowledge. Soon
competition between producers became less, not more. The
chain store and similar corporate structures fixed prices. Pro-
ducer policy, not consumer need, came to govern quality and
quantity.

And what could the unorganized consumer do about it?
Call, of course, upon the government for help. And he did,
and does. All industrial countries have seen the adoption of
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regulatory statutes of wider and wider scope. But as in all
countries the producers are organized not only as cartels and
trusts and the like but also as political pressure groups, while
the consumers are in the main entirely unorganized, the opera-
tion of laws protecting the consumer is offset before it is well
begun. To which the consumers reply by asking bigger and
better laws and wider and more detailed government regu-
lation and control of producers. Analogous phenomena are to
be noted in other fields of the national life under the indus-
trial economy. Equal liberty was being equated to general
supervision and policing by the state. Already in 1884 Herbert
Spencer had deplored the event in England, arguing that the
admission of state interference at one point “strengthens the
tacit assumption that it is the duty of the state to deal with
all evils and to secure all benefits,” and that this must lead
ultimately to the restoration of the servile state.

Time has in no small degree justified this view of Spencer’s.
The industrial economy, with its progressively more minute
division of labor, its swift communications, its long lines be-
tween raw material and finished product, its gaps between
producer and consumer, leads human beings to form with
one another very different types of association from those
postulated upon the agricultural economy of the days of Jeffer-
son. Since the turn of the century the encroachment of the
state and the centralization of its power have been cumulative,
if not steady and consistent, in all democratic countries; and
the logical terminus, as Herbert Spencer saw, is a totalitarian-
ism of which the Communist, Fascist and Nazi systems, with
their doctrines of economic autarchy and their conscription
of the life, the labor and the thought of the citizens in a
gigantic corvée of service to the state, are particular instances.

They reformulate, under the conditions and in the terms of
industry, Hegel’s theorem: “Whether the individual exists or
not, is a matter of indifference to the objective moral order
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which alone is steadfast. It is the power by which the life of
individuals is governed.” Karl Marx, substituting for Hegel’s
“objective moral order” his own “method of production,” re-
duced natural men to members of classes whose clashes as
such, and not those of their members, accomplish the pre-
destined classless society. Hitler replaces the “objective moral
order” with his Aryan race, Mussolini with his military state.
Those liberals of political economy who find consolation in
projects for “a planned society” or who elaborate logics for the
“rationalization” of this or that industry, are dominated, really,
by a similar totalitarian postulate. In common with the overt
totalitarians, they assume, but implicitly and unconsciously,
that men are members of a whole which is somehow an organ-
ism rather than an organization, and that they must live as
tools and organs of the whole if they are to live at all. This
assumption is the direct contradiction of the democratic ideal.
In historic actuality such a condition obtains only in a servile
state where one caste commands and another obeys, or during
a state of war, when all the community is regimented and
militarized for the purpose of winning the war—when, there-
fore, freedom and choice are as null for all as they are for
privates in an army who eat the same food, wear the same
clothes, do the same work, without regard to their personal
abilities, needs or preferences or judgments. “Theirs not to
reason why, Theirs but to do and die” . . .

11

Many devices have been projected, and some tried, to pre-
serve the free political pattern of an agricultural economy of
independent farmers employing themselves, under the con-
ditions of an industrial economy of independent corporations
employing dependent laborers. The projects of Socialists,
Anarchists, Communists and Syndicalists are elaborate philoso-
phies of community reorganization. Actual endeavors are laws



150 POLITICAL AND ECONOMIC DEMOCRACY

forbidding monopolies and enforcing competition, or prescrib-
ing their form and regulating their behavior; the theories and
the practice of state ownership of public urilities; and various
other government undertakings in business, more numerous
and diverse in Europe than in the United States.

Alongside of these enterprises is the consumers’ co-operative
movement. This movement, today involving elaborate pro-
ductive and distributive organizations with billions of invested
capital and numbering from twenty to thirty million members
distributed throughout the world, not counting Russia, could
not improperly be said to have developed in the true spirit
of Herbert Spencer’s precept of self-help and equal liberty. It
is voluntary and self-reliant. It has neither asked nor received
help from the state, All it has claimed is the equal freedom
to live and to grow in the competitive fields where its enter-
prises operate. Its spring and matrix was the bitter need of
some English industrial workers who had tried to defend their
status as workers -and as men by both the organization and
methods of the trade union and the Owenite device of the
producers’ co-operative. Their definition of the consumer co-
operative technique, know as the “Rochdale principles,” was
the consequence of their reflection upon stark personal com-
bat and defeat in both those tries. As is the case with most
social inventions, the essential of the Rochdale principles
seems to have been come upon as a happy accident, in the
course of an arduous searching and seeking for a way to bring
to a consensus several different points of view and programs.
Charles Gide, who was the foremost professional economist
studying the co-operative movement, said of the Rochdale
principles that “no co-operative organization that violated the
Rochdale principles has ever permanently succeeded; and no
co-operative organization that adhered strictly to those prin-
ciples has ever failed.”
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What are these principles, and how do they signify for
democracy?

The situation from which they were elicited is that in which
the joint-stock company and other corporate forms exemplify
the dominant pattern of economic association. Such associa-
tions are consistently oligarchic. Their legal ownership may
be in the bands of one person or of many, according to the
number that figure as stockholders. Their actual functional
ownership, however, inheres in the holders of the majority of
shares of stock, and to majorities so defined minorities have
no rights that require respect, and receive no practical pro-
tection of those rights from the law. Money votes, not men,
much as many of the Founding Fathers hoped might be or-
dained by the American Constitution. And the aim and goal
of the voting is more money—whether as profits based on
buying as cheaply and selling as dearly as possible, on watering
stock or on freezing out minorities. The procedure tends
toward monopoly: its logical terminus is the domination of a
competitive field by financial manipulation, market rigging,
cut-throat competition and other methods lawful and unlaw-
ful which corporation history has made familiar.

The Rochdale principles prescribe a contrasting procedure.
Membership in a co-operative society is primarily not an im-
personal financial transaction but a personal association which
a financial transaction initiates. This is accomplished by ac-
quiring one or two shares of stock, all at once or in the course
of time. The price of the stock is as a rule very low, five or
ten dollars—within the reach of poor people. It earns a fixed
rate of interest. It is not offered in the stock market, its value
never changes, and the number of shares any one person can
own is limited. No member of a consumer co-operative society
can distinguish himself from another by the number of shares
he owns. But whatever this number, he votes, not his shares,
but himself, electing the officers of his society, deciding its



i52 POLITICAL. AND ECONOMIC DEMOCRACY

policies and all its business, on the principle one man, one
vote. What he gets from his society, whether in goods or
services, he pays for in cash. The price he pays is that which
prevails in the competitive market, and at stated intervals he
receives rebates or dividends in proportion to the amount of
his purchases: the greater this amount, the greater his divi-
dend. The benefit grows not with his saving, but with his
spending. Use measures profit, not profit use.

In operation these principles carry over the ideal and method
of democracy from the domain of politics to that of economics.
They define the economic organization of liberty.

The economic man of laissez faire political economy, who
ousted the npatural man of democratic philosophy and from
then on impatterned the ruling passion of our times, is a split
personality, a Siamese twin inseparably united and insuper-
ably independent, each at war with the other, and each un-
able to live without the other. This Siamese twin is the Pro-
ducer and the Consumer. The economic man as such, how-
ever, is identified and studied primarily as the Producer; his
nature and behavior as the Consumer are largely taken for
granted. His twin has had the lion’s share of the attention
of the doctors of economics. But in the living human being
the role of producer is secondary, derivative. Intrinsically and
essentially the living man is a consumer, and his personality
as a natural fact establishes and defines itself by the interests
and activities of consumption. No man lives to work, he only
works to live. To all, labor is a hardship; and the progressive,
libertarian or reform movements of most societies have con-
cerned themselves always with easing, with, if possible, trans-
forming that hardship, with reducing the hours of labor, with
altering its conditions, so that it may be made as nearly as
possible like art or science or sport. The goal which all societies
offer, even the servile ones, is an economy wherein there is
no gap and no essential difference between labor and leisure,
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wherein each passes into the other as the tones of a song or
the years of a life, wherein both are consummatory.

For the story of mankind confirms what our hearts tell us:
that we are consumers by nature and producers only by neces-
sity. We are born consumers and our consumption is a natu-
ral activity which goes on for its own sake. It is the living of
our lives, which involves values and ends—the economic mode
of the natural man’s exercise and enjoyment of his natural
rights of life, liberty and the pursuit of happiness. Production,
per contra, is an acquired function; we do not produce to pro-
duce, we produce only to consume. All production is for the
sake of consumption, but there is no consumption, ultimately,
which is not for its own sake. This is why as consumers we
live our lives, while as producers we only work for our living.
Now the tragedy of the economic man is the tangency of
earning his living to living his life, the day to day warfare
between labor and leisure, vocation and culture, work and
play. And in this warfare labor has tended to master leisure,
and the multitudes are known as workers rather than as men.
They spend their daily lives in production, production that
is ever a means and never an end. In the course of the struggle
to free them from this servility, labor, the effort expended in
production, has come to be idealized as the substance and
measure of value, and work to be glorified at the expense of
life,

The consumers’ co-operative movement turns away from
this idol-worship. It starts where democracy started, with the
natural man. It affirms the natural man by insisting on the
primacy of the consumer and by endeavoring to build the
consumer function into the structure of the social order of
industrial society as the principle of its control. Its point of
departure is not property, not class, not caste, and not voca-
tion. Its point of departure is the individual. It takes form as a
voluntary association, on an equal basis, of different individ-
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uals, regardless of status or station, of race, or color, or faith
or sex. The individuals associate together because by so asso-
ciating each can serve himself more effectively than he could
alone. The association is secondary, not primary; as govern-
ment is to democracy, it is an instrument not an end. Both
ownership and control are as direct and as personal as the
independent farmer’s ownership and control of his farm and
more so than the democratic citizen’s ownership and control
of his city. The co-operator’s status in his co-operative is regis-
tered by his share of stock, with its fixed value and its fixed
returns. In sharp contrast with the irresponsible absentee
ownership of the dividend receiver holding corporation stock,
the co-operator’s relation to the economic establishment which
his share represents is that of a personal partner who holds
himself, and is held, responsible for methods and management
and results. The contrast is just as sharp with the even more
extensively absentee nature of government ownership. For
functionally the difference between government ownership
and corporation ownership is one of scale rather than of re-
sponsibility and rule. Both are impersonal, both permit the
usufruct of property but make impossible the personal direct-
ness of participation and use in which the property sense
psycbologically consists. In terms of the property sense, the
co-operator is close to the independent farmer, and the increase
that he draws from his co-operative organization depends, as
we have seen, on his use of it.

“Americans,” wrote Mr. Justice Brandeis in a minority de-
cision, upholding the constitutionality of anti-chain store legis-
lation, “Americans seeking escape from corporate domination
have open to them under the Constitution another form of
social and economic control more in keeping with our tradi-
tion and aspirations. They may prefer the way of co-opera-
tion, which leads directly to the freedom and the equality of
opportunity which the Fourteenth Amendment aims to secure.
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That way is clearly open. For the fundamental difference be-
tween capitalistic enterprise and the co-operative—between
economic absolutism and industrial democracy—is one which
has been commonly accepted by legislatures and the courts as
justifying discrimination in both regulation and taxation.”
Also in its weaknesses and deficiencies the consumer co-
operative movement resembles political democracy. The record
shows that the eternal vigilance which is the price of liberty
can be as lacking in the former as in the latter. When things
go well the membership is likely to manifest a feeling of com-
placency and to develop habits of inertia. Just as, in democ-
racies, this state of mind makes occasions for political bosses
and practically solicits control of the instruments of govern-
ment by politicians and bureaucracies, so, in the co-operative
movement, the domination of the policies and program of the
movement by managements and employees is not infrequent.
Similar remedies are applied by the two establishments, the
political and the economic. The citizens of a democracy be-
come alert and concerned in times of trouble. The member-
ship of a co-operative does likewise. And as the trouble would
always be something closer to home in a co-operative, since it
involves the quality or quantity of goods in daily use, the con-
ditions conducing to vigilance are more numerous and spread
more directly, widely and subtly into the routines of the daily
life. Once members become aware of deficiencies they take
steps to correct them, and if adulterations or deceptions occur,
as may sometimes be the case with patent medicines, food-
stuffs, etc., the demand to abolish them is made as soon as may
be. Of course such demands can be made only where a con-
dition is recognized as a defect. This depends on the standard
of living and the climate of opinion. In England, for example,
the sentiment against patent medicines and their claims is not
by any means so pronounced as in the United States, and
British co-operatives make and sell patent medicines because
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their members want them. The trouble here is in the mem-
bership itself, and as members of a democratic organization,
of course, they sooner or later meet it themselves.

Again, like a democracy, the consumer co-operatives, being
associations of different people for similar ends, are subject to
the pull and push of predacious or special or sectarian inter-
ests which might endeavor to turn the co-operative movement
into a tool of those interests instead of an association which
serves itself. Conspicuously, Socialist and Catholic sectaries
have endeavored to use co-operation in that way, and Com-
munists and Fascists have employed and destroyed co-opera-
tives as they desired. Political democracy is under similar
threat from diverse vested interests and falls often into the
hands of “invisible government.” Among co-operatives such
sectarian domination and use are not invisible, but attempts
at them well may be, being secret and conspiratorial.

So far as I know, these difficulties are inherent in the nature
of things and are part and parcel of the democratic process
even as weather and disease are part and parcel of the natural
life of any human being. They can be guarded against only
as disease and weather are guarded against. It is well to recog-
nize that just because consumers’ co-operation rests upon the
recognition of the individuality of the individual and of the
primacy of the consumer in him it can never be a panacea
and cannot purvey promises of utopian perfections to compete
with those of Socialism, Communism or Fascism. It is a
method which seems more efficacious than others that have
been tried under the industrial economy, in preserving democ-
racy from its enemies within and without. Its great virtue is
that it begins where the problem that it faces begins, with the
personality of the individual. It can mitigate but not abolish
the predicaments intrinsic to everybody’s life and recurrent in
every society, but it does not pretend to avoid present responsi-
bility by postponing everything till after a revolution that in-
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fallibly will abolish them. It starts instantly and operates posi-
tively, from the moment it starts, in any place, at any time.
In industrial society individuals may come together and pool
their resources on the Rochdale principles in such a way that
by association each has, without any lessening of his individu-
ality, a greater abundance than he would have had by him-
self.

At the same time the rules of association are the dynamics
of growth. Consumer society is open society, while producers’
associations are closed associations. Each member of a con-
sumer society gains by addition to the ranks; members of
producers’ societies lose. The principle of association applies
alike to individuals and groups and thus the consumer’s co-
operative movement is a federal structure of international
range. Since it is a voluntary organization resting upon the
consent of the membership, it is a means which is continu-
ous with its own ends, containing within itself its own tech-
nique of self-criticism and self-correction. In this again con-
sumer co-operation is like political democracy, a peaceful
method of settling natural conflicts, and a free method for
satisfying desires as they arise. Its limits are only the initiative
and liberty of the members who by association are able to
reach out to each and any good a member might crave. This
does not hold of other types of organization, certainly not of
those based on the principle of authority, whether economic
or political. Being neither self-critical nor self-correcting, criti-
cism can come to them only from without, so that their cor-
rection becomes tantamount to their destruction. In demo-
cratic orders, whether political or economic, correction en-
hances the vitality of the organization and serves and guaran-
tees the continuous expansion of liberty.

Herein is revealed the true ground of the superiority of the
democratic way of life over others. There are no orthodoxies,
no heresies, whether of thought or conduct. Since the demo-
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cratic way is free, error only exposes and defeats itself, be it
error of doctrine or error of discipline. This has been the ex-
perience of the consumer co-operatives, and it is this experi-
ence which, as much as anything, has led Mr. Justice Brandeis,
that most American of justices and the most judicial of Ameri-
cans ever on the Supreme Court, to regard co-operation as
leading “directly to the freedom and equality of opportunity
which the Fourteenth Amendment aims to secure.”
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DISTRIBUTION OF WEALTH
By Fritz Lehmann

THE politicians in New England, practical and sober men
that they were, felt even in the early nineteenth century the
contradiction between political equality, as expressed by uni-
versal franchise, and economic inequality. In 1820 Daniel
Webster pronounced his belief that a demacratic society would
not tolerate great inequalities of property, that universal fran-
chise was incompatible with unequal distribution of wealth.
Webster's opinion appears to be refuted by history. For
more than a hundred years unequal distribution of wealth
has coexisted with democratic constitutions. But Webster’s
arguments sound so convincing that they provoke a closer in-
vestigation. Perhaps we are too quick in stating that the con-
stitutions have been democratic, perhaps we are overrating
the inequality of property. And, if these doubts can be dis-
posed of, we ought to search for the reasons which have made
history behave so unexpectedly, which have made economic
inequality a familiar accompaniment to universal franchise.
To say that in western democracies the franchise was uni-
versal throughout the nineteenth century would be obviously
inaccurate. For this particular problem it is of minor impor-
tance that women were not admitted to the polls; but it is of
considerable significance that in most countries the voting
regulations kept a great part of the lower strata away from the
polls, and that universal franchise was realized only very
150
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gradually. Even today the practical handling of the law pre-
vents Negro citizens in the American South from casting their
vote. And even today the different size of the electoral districts
in England weights the votes of the conservatives more heavily
than those of labor. Such restrictions have tended to slow
down the radicalization of parliaments. They have served to
some extent to protect wealth against the demands of the
masses. But it will hardly be contended that the continuation
of economic inequality is to be attributed to the imperfections
of the universal franchise, to the incompleteness of political
democracy. If the masses had desired equalitarian democracy
more ardently they would have acted more insistently to
change a voting system which precluded the realization of
their demands.

The inequality of wealth seems to be obvious enough. But
in fighting equalitarian demands those in possession of wealth
have often pointed to the small improvement which the many
poor would feel if the few rich were expropriated and their
fortunes equally distributed. This argument, popularized in
the story of Rothschild’s offer to pay to the beggar the florin
which represented his share in Rothschild’s wealth, is seldom
supported by facts and figures. Very little research—this is sig-
nificant in itself—has been devoted to the effects of a more
equal distribution of wealth.

With regard to the United States, the discussion of the dis-
tribution of wealth is based mainly on a study made by the
Federal Trade Commission of the records of about 43,000
estates for 1912-22 and published in 1926. Assuming that the
values of estates represent effectively the distribution of wealth,
the commission calculated that 1 per cent of the population
possessed 59 per cent of all private fortunes and that go per
cent of the wealth was owned by less than 13 per cent of the
population. The commission, however, found some evidence
of a tendency toward decreasing inequality.
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The assumption of the Federal Trade Commission that the
distribution of wealth among the living would correspond to
the relative size of estates was quickly disputed. One year later
King, skillfully combining several methods, found for 1922
that 2 per cent of the population owned 40 per cent of all
private wealth and that about two-thirds of all wealth be-
longed to about 10 per cent of the population.

King’s figures are for 1922. I shall briefly describe an attempt
of my own to measure the distribution of wealth for 1930.
My method, applicable only to the higher strata, uses a short
cut by combining the results of the federal income tax statistics
with the results of the federal estate tax returns.

The total private wealth in 1930, estimated by adding the
value of all farm property, of houses owned or rented, the
assets of corporations, gold and silver, household property,
foreign investments and public debts, and by making some
allowances for duplication, amounted to about 430 billion
dollars. The income statistics show that in 1930: 150 persons
had an income of more than one million dollars and received
230 million dollars in dividends; 6,052 persons had an income
of between 100,000 and one million dollars and received 4798
million dollars in dividends; 253,252 persons had an income
of more than 10,000 and less than 100,000 dollars and received
2,110 million dollars in dividends; 550,977 persons had an in-
come of more than 5,000 and less than 10,000 dollars and re-
ceived 573 million dollars in dividends. For the sake of sim-
plicity I shall call the first group the multimillionaires, the
second group the millionaires, the third group the rich and
the fourth the well-to-do.

The income tax statistics report that the multimillionaires
received 230 million dollars in dividends. The average yield
of common and preferred stocks in 1930 was about 5 per cent,
and therefore the price-dividend ratio was 20. On this basis
the value of the stock owned by the multimillionaires may be
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estimated at 4.6 billion dollars. The federal estate tax statistics
show that of the estates of more than 5 million dollars value,
more than 6o per cent consisted of capital stock in corpora-
tions. If we assume that the same proportion holds for the
wealth of the living multimillionaires, their total fortunes
would amount to 7.5 billion dollars. Correspondingly, we may
compute the fortunes of the millionaires at about 28 billion,
the fortunes of the rich at about 85 billion and the wealth
of the well-to-do at about 35 billion dollars. The four groups
together would have owned about 155 billion dollars, or 36
per cent of all private wealth., If we suppose that each of these
taxpayers had to care for a family of 3.5 persons, these four
groups would comprise 2.2 per cent of the population.

This result, however, is likely to understate the economic
inequality. First, the wealthiest strata were able to reduce their
income by personal holding companies and similar devices.
Second, the values reported for the federal estate tax tend to be
lower than the values used for the computation of total wealth.
Third, in 1930 some very wealthy persons, because of losses
incurred, reported only a small income or even no positive
income at all. Fourth, among these groups are persons with
great incomes but without considerable property. These facts—
and they are not exhaustively enumerated—necessitate correc-
tions in the figures. Without claiming accuracy it is safe to
say that in 1930 the wealthiest 2 per cent of the population
owned at least 40 per cent of all private wealth, but probably
not more than 45 per cent. This result corresponds well with
King’s estimate for 1g22.

Lack of statistical data permits no definite answer as to
whether the inequality of property has become more or less
accentuated in recent times. The Federal Trade Commission,
as already mentioned, found some evidence of increasing
equality. The great fluctuations in stock prices during the last
two decades make any comparisons very difficult. The stock
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market boom in the late twenties, with the extraordinary ap-
preciation it brought in common stock values, benefited the
wealthiest strata because of their high percentage of common
stock investment. Contrariwise, the deflation flattened out the
inequalities. The stability in the shares of labor and capital
in the pational income lends support to the assumption that
the distribution of wealth has not changed very much in the
United States during the last decades. The income and estate
tax rates at their present level, however, cannot fail in the
long run to reduce the inequalities in wealth.

The distribution of wealth in Great Britain appears to be
very similar to that in the United States. In Germany, on the
other hand, the inequality of property is remarkably less ac-
centuated. In 1927 mark-millionaires possessed hardly more
than 3 per cent of all private wealth; those who owned more
than 100,000 marks possessed only 10 to 12 per cent of the
total. This relatively equal distribution, nevertheless de-
nounced as intolerable by some writers, was not the natural
outcome of economic tendencies, nor was it the deliberate
effect of an equalitarian policy; it resulted from the postwar
inflation. Before the war the millionaires in Prussia owned
about 20 per cent and the rich and well-to-do another 25 per
cent. Thus while the wealthiest strata possessed almost half of
all fortunes before the war and inflation, they owned no more
than one-sixth after the catastrophe.

The figures given here will be subjected to a two-fold
attack. It may be argued first that the relative importance of
wealth is underrated in such statistics. Wealth confers on its
owner not only interest and dividends but certain additional
advantages of great tangible value. As a result of his wealth
the rich man enjoys the position of an insider in the corpora-
tions in which he invests. Very often, and perhaps for an in-
considerable service, he obtains a directorate yielding him a
considerable income; often too he receives special informa-
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tion which enables him to invest his fortune favorably and to
gain by speculative transactions. These revenues represent a
“super-addition” to wealth which is not expressed in the value
of its constituent parts.

On the other hand, it may be objected—and justifiably—
that the wealth of the rich is overstated because no regard is
given to the taxes which reduce the income available for con-
sumption as well as for accumulation and which diminish the
amounts given away during life or left after death. If wealth
is understood as property the disposal of which is left to the
owner, ten million dollars in 1910 represented greater wealth
than ten million dollars in 1936. Thus the figures for fortunes
are not a sufficient basis for determining the real distribution
of wealth.

It might be added that the poverty of the poor is likewise
overstated by the figures, because they include no evaluation
of those services which modern society increasingly renders
to the needy, without compensation, such as health services,
relief and so on. This factor must not be neglected if com-
parisons for different periods or different countries are under-
taken.

But notwithstanding the shortcomings of these figures, cer-
tain conclusions may be derived from them as to the effects
of a redistribution of wealth. If the property of the wealthiest
tenth of the population in the United States were distributed
among the whole population, the property of the average man
would be tripled. The revenues from the additional property
would have added in 1930 about 500 dollars to the 2,500 dollars
income of the average family; this means an increase of 20
per cent. It is scarcely necessary to add that such sharing of
wealth would not mean a transferal of purchasing power,
to be invested as the receivers wish. In most cases the accrue-
ment in wealth would consist of claims upon some income:
interest or dividends; in some cases the beneficiary might ac-
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quire property in the home he rents; in others he might get
rid of mortgages upon his property. The logic of economic
facts prevents the realization of such consequences as the late
Huey Long expected from “sharing the wealth.”

The figures, however, do not permit us to conclude that
sharing the wealth would not benefit the poor. The problem
why more equal distribution has not been obtained under
democratic constitutions is still unsolved. It may be argued
that the figures are not known. But that they are not known
merely points to the fact that the issue of economic equality
has not sufficiently attracted the public interest. We must look
for better reasons.

These reasons need not be the same in all countries. Be-
sides some few general considerations of international validity
there seem to exist particular reasons for individual nations,
resulting from peculiarities of their historic development, their
social situation, their economic structure,

The main general reason for lack of enthusiasm for the
redistribution of wealth may be found in the commonplace
that people are more interested in getting a higher share for
themselves than in getting equal distribution for all. The
farmer wants higher prices and lower taxes, the worker strives
for better wages, the aged for a pension. The politician who
promises tangible results for distinct groups has better chances
in the struggle for votes than a candidate who makes general
promises.

Another consideration of general importance may help to
explain the sluggishness of public feeling against unequal dis-
tribution of wealth. Great wealth is not only a subject of
envy; it is at the same time a source of respect and prestige.
Feudal ties of allegiance connect the peasantry with the
wealthy landlords and these ties are broken only where ab-
sentee ownership or difference in nationality enlarges the dis-
tance. Likewise, the powerful industrialist, the “royal” mer-
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chant, the great financier, command admiration and devo-
tion. In the common man both feelings, respect and envy, are
strangely mixed; often respect prevents the action which envy
prompts. The feeling of respect is strengthened, of course,
when wealth has rewarded great service performed for the
benefit of the whole society and has not merely casually ac-
crued to the owner of a tract of land in Manhattan.

For several decades rapid economic progress has in the
United States contributed one of the most important elements
in mitigating the psychological pressure of inequality. When
the lower stratum will attain tomorrow what the higher
stratum has reached today the feeling of rising standards will
help to overcome envy and hostility toward those in a better
situation. Moreover, in a dynamic economy the chances for
making great fortunes at one stroke are far greater than in
a more stationary system. This has to some extent given
American economy the character of a lottery. And just as you
do not begrudge your fellow player in a lottery his winning
of the main prize, since you hope to win it next time, so in a
dynamic economy the successful merchant or the fortunate
speculator need not fear the animosity of those who have
not done so well. Democratic feeling prospers well in an
economy operating thus on chance, as long as everyone has
at least some chance for conspicuous success.

It is the power, economic and political, conferred upon the
wealthy which is feared and fought in the United States,
rather than wealth as the means of commanding the good
things of life. In European literature, English as well as Ger-
man, stress is laid on the difference between the rich and the
poor in the standard of consumption, but American writers
emphasize the concentration of economic power. It is big
business and monopolies that are hated, not Mr. Ford and
Mr. Rockefeller.

American history has demonstrated time and again how
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much this country is immunized against extremist economic
policies through the two-party system as it has thus far existed,
with both parties extending through all strata of society and
competing for the votes of all social groups. Whether Huey
Long, successful in his home state on the basis of a well
organized machine, would have been capable of overcoming
the traditional failure of third parties by his “Share the
Wealth” movement is a matter of conjecture. The odds against
success were rather high.

In Europe capitalism passed the stage of dynamic expan-
sion decades ago. The tendency to charge the wealthier parts
of the populdtion with an increasing share of the rising public
expenditures had already appeared in England before the war.
Burt it was accelerated by the problem of financing the war
costs. Postulates of social justice played an important role in
shaping financial programs but no real ideology of redistri-
bution of wealth developed. Inflations shared the wealth more
radically than the severest tax laws. To be sure, they accom-
plished this redistribution in a rather one-sided way. They
abolished the rentier class almost completely but left relatively
untouched the wealth of the industrial entrepreneurs and the
landowners.

For some countries—Germany before Hitler is the out-
standing example—the influence of Marxism formed perhaps
the main obstacle to stronger movements for economic
equality. Marx prophesied the coming of socialism through the
social revolution after capital had been concentrated at one
pole and the proletariat free of property massed at the other.
When the concentration of capital, the accumulation of
wealth, represented the unavoidable stage of transition in
arriving at revolution and socialism, it appeared senseless to
strive for redistribution of wealth, Moreover, in Marx’s eco-
nomic philosophy it is capital which exploits the worker, the
industrial worker first of all. Thus social antagonism was con-
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centrated upon this front; the conflict was between industrial
worker and industrial entrepreneur, and the contrast between
rich and poor receded into the background.

The fact that the consciousness of inequality and the policy
of gradually redistributing wealth were much more developed
in England may be considered to corroborate the interpreta-
tion that the Marxian attitude was a significant factor in
checking this development on the continent. The Fabian
socialist ‘Tawney published the one important book which
deals with equality, the Fabian socialist Dalton made the in-
equality of income the subject of a detailed economic study.
Progressive income taxation, the most important means of re-
ducing inequality of wealth or at least of preventing inequality
from growing, was, however, an achievement of Peel’s con-
servative government. Public contributions to the welfare of
the lower strata—the next conspicuous means in a system of
redistribution—were promoted most by Lloyd George’s liberal-
ism in 1908. The labor governments after the war only pushed
forward a tendency which had already started under con-
servative and liberal predecessors.

In England the labor cabinets, however, encountered diffi-
culties familiar to leftist governments on the continent and
especially in Germany. Wealth not only tried by ingenious
tricks to evade taxation but started to emigrate into countries
in which the tax burden was not so heavy. The cabinets,
shunning the radical restrictions which elsewhere, and not
only in fascist countries, were developed to some perfection
in times of emergency, had to keep their progressive policy
within limits.

In progress toward equality France has thus far lagged con-
siderably. The fact that a relatively wide distribution of
property has coexisted with a deeply rooted individualism,
and the fact that, more than in other countries, democracy
was a victory of the bourgeoisie, have kept fiscal and eco-
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nomic policies far more conservative in France than they have
been elsewhere.

The reasons so far enumerated for the toleration of un-
equal distribution in democracies are psychological or politi-
cal. They are reasons by which the behavior of men may be
explained, but they are not reasons which justify inequality
as such. Arguments in favor of inequality, even of great in-
equality, exist, however, and cannot be passed over in silence.
They have not been very effective in molding public opinion
but it is likely that they have influenced the ideas of those
in charge of economic legislation, and therefore they are not
devoid of actual importance.

Unequal distribution of wealth is held to be necessary for
three reasons: first, to provide the savings needed in an ex-
panding economy; second, to spur economic initiative and
progress; and third, to bring about certain cultural achieve-
ments,

The fear that sufficient savings would not be forthcoming
if property were divided more equally is based upon statisti-
cal evidence. Data for many countries show that the per-
centage of income which is saved increases with increasing
incomes. Recently the Brookings Institution has estimated that
in the United States in 1929 urban families with an income
of $1,000 saved 1 per cent, with $2,500 income 10 per cent,
with $6,000 income 20 per cent. For incomes of $30,000 the
percentage of savings was 40 per cent, and for the few in-
comes above one million dollars, more than 6o per cent. Ac-
cording to the Brookings figures the thrift of farm families
was greater. Rural families having an income of $2,000 saved
more than 20 per cent; families with $5,000 saved more than
50 per cent.

On the basis of these figures it has been computed that in
1929 families with incomes of more than a million dollars
contributed about 14 per cent of all family savings, families



170 POLITICAL AND ECONOMIC DEMOCRACY

with incomes of 50,000 to a million dollars about 16 per cent,
those with incomes of 10,000 to 50,000 dollars approximately
30 per cent, and those with 5,000 to 10,000 dollars incomes
about 15 per cent. Thus almost three-quarters of all family
savings were produced by families with more than §5,000 in-
come. The total private savings in 1929, as computed by the
Brookings Institution, amounted to about 18 billion dollars (in-
cluding 2.6 billion dollars saved by unattached individuals),
in addition to which somewhat more than 2 billion dollars
were contributed by corporate savings.

If the national income in 1929 had been divided equally
among all families private savings would probably have
amounted to about ¢ billion dollars. Not too much reliance,
however, can be placed on such calculations. The Brookings
figures, doubtful even for 1929, certainly cannot be used as
typical for the period. In 1929 the higher incomes were in-
flated by profits drawn from speculation in securities and
real estate. The great savings of the wealthiest strata in 1929
were due to singular, it may even be said artificial, conditions.
In an average year the millionaires will not contribute more
than 20 per cent, and all the higher strata together not much
more than 50 per cent, of all private savings.

Nevertheless, there is little doubt that a more equal distribu-
tion of property, and the greater equality of incomes in which
such a distribution would result, would reduce the percentage
of the national income that is saved. This does not necessarily
mean that the total amount of savings would be reduced, or
that the total amount of saving would fall short of the forma-
tion of capital needed for progress and expansion. It might
be that a more equal distribution of wealth would permit the
realization of a greater average national income, and that in
spite of a lower rate of saving the total amount of savings
might be upheld or even enhanced. As to the adequacy of
savings, it may be supposed for the purposes of a rough cal-
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culation that the national income would not rise but would
keep its former level. Before the depression national income
(paid out) averaged about 75 billion dollars and private sav-
ings probably 10 billion dollars. If, by a redistribution of
wealth, the property income of the wealthier strata (7 to 8
billion dollars) had been distributed among the lower strata
the consequent reduction in savings would probably have been
about 2.5 billion dollars. This 2.5 billion dollar reduction in
savings is probably about the same as the reduction that would
have resulted if the entire national income, including salaries
and wages as well as income from property, had been dis-
tributed equally among the whole population, for the loss of
savings in the highest strata would have been compensated to
a great extent by the conspicuous increase of savings in the
lowest strata.

Calculations such as these, to be sure, can give no more
than a general notion of the approximate effects. They involve
great possibilities of error and they neglect completely any
indirect effects. Thus it has been suggested that a redistribu-
tion of wealth would probably reduce the expenditures for
“conspicuous consumption” and would thus raise the rate of
savings in the middle and lower strata of wealth.

A reduction of savings by two or three billion dollars does
not seem very dangerous if it is taken into consideration that
with the slower growth of the population and with lower rates
of progress and expansion, capital demand will tend to de-
crease. But even if the reduction in savings should unbalance
capital demand and capital supply, and if rising interest rates
should not easily restore the equiIibrium, an equal distribu-
tion of wealth would not be economically out of the question.
There would still remain the possibility of providing the
necessary accumulation of capital by taxation, by compulsory
public saving. This would not mean nationalization of credit,
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as distribution and investment of the funds collected by the
state could be left to private enterprises.

The necessity of public saving after a redistribution of
wealth would be more urgent in countries where the average
income is lower and the “propensity to consume,” in Keynes’
phrase, is greater. During the “New Era” the United States
probably experienced a period of oversaving—artificially bal-
ancing consumption with production by expansion of con-
sumers’ credit, by spending of stock market profits and by
foreign lending—but at the same time Germany saved less
than it needed for current investment and had to rely on
foreign capital to cover the deficit.

Even if savings should be quantitatively adequate after a
redistribution of wealth it may still be asked whether they
would be qualitatively adequate, that is, whether the methods
of saving would correspond to the specific demands for capi-
tal. Redistribution of wealth would undoubtedly tend to shift
the supply of capital from risky engagements to safe invest-
ments. Thus it might lead to a shortage of capital for enter-
prises of uncertain future and to an abundance of funds for
gilt-edged securities. Such conditions might necessitate a
further development of investment trusts and might even
require the invention of new institutions to provide capital for
smaller and unseasoned corporations. By distribution of the
funds among several enterprises such institutions might ac-
complish a reasonable reduction of the risk for their share-
holders.

But there remains a second reason why unequal wealth
is considered unavoidable in a capitalistic society. This reason
is based on the belief that in a competitive economic system
a chance to make great profits and to reccive a high salary is
necessary as an incentive for outstanding effort and initiative.
This incentive, it is further argued, will work only if the
recipient of such an income has the chance to accumulate a
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fortune and is able to dispose of this fortune. Thus progressive
taxes on income, property and inheritance are held to weaken
the incentives and to damage the capitalistic system.

Such reasoning cannot be supported by factual evidence.
There is little proof of any decline of entrepreneurial activi-
ties as a consequence of higher taxation, even though it is
true that national differences in taxation may in certain cir-
cumstances cause entrepreneurs to emigrate. Nor is there
much evidence for assuming that salaries and profits must
remain at their present differential level in order to call forth
productive entreprencurial services. The extent to which in-
comes could be equalized without destroying the motive
power of capitalism must remain a matter of conjecture. My
own belief is that the initiative and effort of the great en-
trepreneurs do not depend to a very significant extent upon
the absolute size of the income which rewards them.

Do the cultural achievements accomplished by the financial
contributions of the wealthy provide the justification for un-
equal distribution of wealth which economic considerations
fail to give? The importance of these contributions should
not be minimized. It is not only the size of the donations
made by Rockefeller, Carnegie and others which have made
them remarkable, but also the purposes to which they are de-
voted and the spirit in which they are often administered. In
the progress of art and science the function fulfilled by these
donations consists, as Abraham Flexner has pointed out re-
cently, in the financing of pioneer work, of attempts in new
directions toward new and heretofore untested goals.

The problem of how to secure the financial basis for such
pioneer work, once private contributions run short in con-
sequence of a more equal distribution of wealth, has to be
considered seriously. There is, moreover, a tendency in demo-
cratic societies—a tendency observed and praised by Tocque-
ville—to seek the immediate and useful practical result of
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sciences and to avoid what he calls arrogant, sterile researches
in abstract truth. But science does not stand being pressed for,
immediate and useful practical results. What appears to be
arrogant, sterile, abstract celebration of science for its own
sake often enough turns out to be the most productive and
important investment of the human mind. Such considera-
tions will not deter a good democrat from striving for
equality, but they will remind him that just as real freedom
is freedom to realize something worth-while, so equality re-
ceives its real sanction from the quality of the society and the
culture it develops.

If these considerations are valid a redistribution of wealth
in a capitalistic democratic society cannot be rejected on the
ground that it would entail intolerable economic and cultural
consequences. It may even be that in a capitalist economy
situations will arise which necessitate a more equal distribu-
tion of wealth in order to achieve a balanced economic prog-
ress. How far democracies ought to go in the redistribution
of wealth, and how they should proceed, are questions which
cannot be settled on the basis of economic reasoning alone.
Ethical evaluations are involved and the final decision must
be political. In making this decision democracies have to face
the fact that a rapid equalization of wealth would necessarily
stir up the economic and political resistance of those whose
wealth is to be distributed. In fighting such resistance democ-
racies would probably have to resort to measures which would
greatly restrict the citizens’ liberties. Too rapid equalization
can be no less a danger for the foundations of democracy
than can too great inequality. This danger will be the greater
the more equalization is demanded for the sake of equality
alone. Equalization of wealth, if pursued for its own sake,
tends not only to challenge the wealthy but also to demoralize
those who concentrate their political efforts and their politi-
cal dreams on this goal. It is not mere chance that “soak the
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rich” and “share the wealth” movements have so often been
started or exploited by politicians with dictatorial aspirations.
If on the other hand the inequality of wealth is gradually
reduced as a by-product in the process of realizing positive
aims acknowledged by the great majority, such as fighting de-
pressions, establishing social security, protecting national re-
sources, such redistribution of wealth might greatly help to
preserve and to strengthen democracy.
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DEMOCRACY BY CLASS AND OCCUPA-
TIONAL REPRESENTATION

By Arthur Feiler

POLITICALLY democracy groups the citizens according to
their divergent political opinions, and in this alignment the
necessary means of organization are the political parties. But
long before this grouping was criticized as “formal,” “un-
organic,” “negative” and the like, human feelings and material

,interests worked together to join men and divide them ac-
cording to another, quite heterogeneous set of references—
their social and economic situation.

Men are not only isolated individuals but are also social
creatures. Even in their economic relations they are not merely
competitors. They have at the same time impulses of com-
radeship, and especially when they share an antagonism
against other men outside their group. They want to be and
to be recognized as members of the trade, the profession, the
social sphere, the class to which they belong. Group solidarity,
embracing the members of one group as distinct from those
of other groups, is the result of this tendency. The formation
of trade associations, employers’ and employees’ organizations,
consumers’ associations and the like is its formal expression.
Local and, much more important, social proximity keeps them
, together. In such a group solidarity the individual member
feels himself a participant of a whole that is much nearer to

l him than the body politic. The aims of the group are for him
176
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much more tangible, much easier to understand, than the great
problems of the larger community, the state. For these aims
are the endeavors, the wants and the struggles of his own
daily life, of his own daily work. Here he feels himself at
home. And here he finds a means of self-expression, of spon-
taneous action and organization, more easily than in the politi-
cal field where the average citizen so often feels his activity
restricted to the right of voting once every two or three or
four years for a party candidate. Furthermore, these occupa-
tional organizations afford the individual a better means of
pursuing his own material interests as well as those common
to the group. And the more efficient they are in this respect
the more successful will they be in enlarging their member-
ship. Ideas and interests are here very closely connected.

The strength of the movement toward occupational organ-
ization varies greatly, however, in different times and in differ-
ent countries, in accordance with the different political and
social structures. The English trade unions reached their first
great success as early as the twenties of the nineteenth century,
when they were no longer forbidden by law, but workers
were still denied the political franchise even under the reform
laws of 1832. The lack of equal political rights made the
working class put that much more weight on its class organ-
ization. The same situation is still more clearly evident in
prewar Germany. Since the equal franchise for elections to
the German Diet was paralyzed by the unequal franchise in
Prussia, which was not abolished until 1919, the energy of the
rising German working class tended to concentrate on its
social-economic organizations; also the industrial entrepre-
neurs, manufacturers and merchants, handicapped by the
political predominance of the big landowners, were sometimes
inclined toward the expedient of vocational organization. On
the other hand, the fact that from the beginning the Consti-
tution of the United States promised equal political rights to
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every citizen is doubtless one of the reasons why vocational
organization came only relatively late and slowly in this
country.

This comparative weakness of vocational organization in
the United States emphasizes also its relation to the class

| structure of society. A prerequisite for strong occupational

| organizations is a social structure where the vast majority of
the people recognize, and have no choice but to recognize, that
their position in a certain social stratum is a permanent, life-
long fate. Where farmers are able to shift into business and
businessmen into farming, where workers may hope to be-
come entrepreneurs themselves (and the hope is decisive, not
the success), where a democratic access to higher education
opens the road upwards at least for the next generation—there
much less group solidarity will prevail, much less feeling of
being bound together by the same lot.

Not only the potential members of occupational organiza-
tions, but even more their potential leaders are affected by this
class mobility. In such a situation there are two entirely dif-
ferent types of men: the one prefers to take his chances of
rising in and with his own enterprise, of enlarging his wealth,
expanding his activity and his predominance in industry; and
the other finds satisfaction of his desire for action and influ-
ence, for power and public acknowledgment, in devoting him-
self to his occupational organization, rising in and with this
organization. These are two entirely different types of entre-
prepeurs, and, even more distinctly, two entirely different
types of employees. The laborer or the white collar man who
feels in himself qualities superior to those of his fellow em-
ployees may choose to become a trade union leader, but if he
finds the other way open he may choose instead to become an
entrepreneur himself. He may even shift from a leading posi-
tion in the trade union to a leading position in business.
Which way he chooses depends on his group solidarity,
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which is itself influenced by the social structure in a
particular country at a particular time. In 1933 the National
Industrial Recovery Act undertook to build up its vast organi-
zation of American industry on the basis of the then existing
occupational organizations of employers, employees and con-
sumers, regarding them as sufficiently rooted in the social
structure to be extended and generalized throughout the
whole industrial field; this exemplifies better than anything
else the immense social change (it is immaterial whether it
took place in reality or only in the feeling of thé people) that
was brought about in this country too by the recent economic
crisis, drawing the United States nearer to conditions that had
prevailed in Europe for many decades.

The rigid social structure in the European capitalistic coun-
tries explains also why during the nineteenth century and
until the World War organization there was focused much
more on labor than on any other occupational grouping.
European labor fought for recognition as a legitimate partici-
pant in industry. What was announced in solemn words by
the preamble of the Clayton Act—that “the labor of a human
being is not a commodity or an article of commerce™—even
though it meant only that labor organizations were to be
protected from a destructive application of the anti-trust laws,
was in Europe for long decades the subject of a fierce struggle
for establishing human rights and dignity in industrial rela-
tions. The right of labor to organize in independent trade
unions with officials of its own choice; the right of these
unions to bargain collectively about the conditions of work
with the entrepreneur who represented a unit in himself in
relation to his workers; the right of organized labor to fight
for such goals as better conditions, higher wages and fewer
hours, as well as for security against the uncertainties of its
market and the consequences of accidents, sickness, old age,
unemployment—in Europe well nigh a century was filled
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with these struggles and in this country they are not ended
even now.

But when the European workers finally reached their goals
the industrial world had changed. The relatively small indi-
vidual entrepreneur was to a large extent replaced by the
huge anonymous joint stock corporation, the size of which was
no longer restricted by the amount of capital in the hands of
an individual owner but could be indefinitely increased by mer-
gers and combines, just as its power could be immensely ex-
panded by trusts, cartels, trade associations and the like. Also,
a great number of occupational organizations other than the
labor organizations had come into existence, partly induced
by the latter, partly developed independently and, as in this
country, with much greater speed and strength. And finally,
state economic policy, state interference in the economic field,
had been extended to an unforeseen degree, determining all
conditions of economic life and often giving protection to one
group at the expense of the other. What had been called
industrial relations were no longer only a question to be
settled between the employers and the employees. The prob-
lem of industrial citizenship, as parallel to political citizenship,
had arisen and it assumed a wholly new form and a new
weight. Moreover, occupational organizations, once developed
to such strength, represent a power in themselves—social-
economic power and thus also political power. They claim
this power in the state. Class and occupational representation
after the development of class and occupational organization:
this is the problem.

Bolshevism and fascism, from two opposite angles, offer
their radical solutions.

Bolshevism is quite frank in this respect: it recognizes only
one class, the proletariat, and it tolerates only one occupational
organization, the workers’ and peasants’ organization. It first
destroyed all other classes and social groups, beginning by
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nationalizing the means of production and ending by collecti-
vizing the peasants. Its aim is socialism. Its way is revolu-
tion. Its form of government is the “dictatorship of the prole-
tariat”’—under the dictatorial leadership of the communist
party, which does not tolerate any other party alongside it.
All this has been made clear again and again by the writing
and speaking of the bolshevist leaders; they know, and they
never tire of preaching, that one cannot eat the cake and have
it, that one cannot imitate one or another part of their system
without adopting their technique of power in conquering and
retaining it. By this outspokenness bolshevism differs con-
spicuously from other varieties of socialism. The English
guild socialism, for example, also based its society of the future
on occupational representation—on guilds of the producers,
which should emerge from the trade unions (essentially not
very different from the soviets of the bolshevists), and on con-
sumers’ associations—but without making clear how they
were to attain, keep and exercise power.

In the present context only two points need be considered in
connection with the socialist disposition of this problem. First,
the occupational organizations of the bolshevist system are by
no means-granted free representation, in the sense of express-
ing without restriction the opinions, the wishes, the aims of
their members. The bolshevist trade unions, collective farms
and co-operatives, like the whole soviet structure, are con-
trolled, regimented, led and used by the dictatorial regime;
they are simply its instruments. And second, in complete con-
tradiction to the bolshevist contention that the “soviet de-
mocracy” is the true realization of a living democracy, it is
actually no democracy at all. The mere concept of a one-party
state is the negation of democracy. It means that essential po-
litical decisions (and essential social-economic decisions as
well) are not subject to the popular will, that they are not
reached by a free play of the divergent opinions of the people,
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competing with one another in free public debate—but that
they are made beforehand by the ruling body of the small
dictatorial party, which imposes them upon the people.

Exactly the same is true of fascism (quite aside from the
fact that the fascist dictatorships do not even have behind
them that image of a society freed by socialism from the in-
equalities and injustices of capitalism). It is not necessary to
go into the details of the Italian “corporative state,” which
until the end of 1934 was actually a state without corporations,
or to examine how much of the really free vocational repre-
sentation built up by the German Republic had to be de-
stroyed in order to clear the way for the vast structure of occu-
pational organizations created by the national socialists. The
two points already discussed in reference to bolshevism are
equally true of occupational representation under fascism, in
spite of its claim that it achieves a truer and better democracy.
To this it should be added that so far neither fascist Italy nor
national socialist Germany has made any attempt to combine
political and occupational representation in an organic whole,
or to replace the first by the latter. The fascist regimes have
merely retained the democratic political institutions that they
found in existence at their access to power—the legislature,
the franchise and the like—retained them on paper and de-
stroyed them completely in practice by their one-party dicta-
torships. In doing so they have made all the clearer the real
purpose of their “functional democracy”: by herding as many
citizens as possible in as many organizations as possible, by
keeping them busy in parades, demonstrations, committees
and meetings, they try to make them forget what was taken
away from them, their citizenship in the state. The people are
made to appear freely active in the community, while actually
the formation of the political will, and thus partnership in the
state, have been taken from them and made the monopoly
of a small minority, the ruling dictatorial party.
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The idea of a corporative state is by no means an invention
of fascism. The only addition made by fascism is the dictator-
ship. Bur it is this very combination of occupational represen-
tation with a dictatorial power that deserves emphasis; it leads
to the crucial point of the problem. To bestow large powers
on vocational groups without the danger of a rupture is pos-
sible only in the weakest or in the strongest forms of the state.
It was possible in the Middle Ages not only because the social
structure and the economic life were much simpler than they
are today, but particularly because, broadly speaking, there was
no state power in the modern sense; the princes had practically
no centralized power and there was very little of the apparatus
and the functioning of a “state.” Even so there were constant
clashes and struggles between the cities and the rural districts,
and among the different classes in the cities themselves. And
on the other hand, in the strongest state far-reaching powers
are formally given to the vocational groups; but the dictator-
ship is always alert to co-ordinate divergent vocational powers,
and from the potential danger of their conflict draws a justi-
fication for its own uncontested supremacy.

Without dictatorship the concept of a corporative state is
nothing else than the old idea of a vocational state, that is
to say, a state in which occupational representation, instead of
a political parliament, shapes and expresses the political will
of the people. Obviously in such a system there is one crucial
question that must be met: the question of the voting strength
to be assigned to the different occupational groups. This de-
cision, significantly enough, has to be made before the “func-
tional parliament” can even come into existence; it is there-
fore a political decision, which must be made by the existing
political bodies. If the number of representatives allowed to
every occupational organization is determined according to
the number of its members, their social and political impor-
tance is evaluated according to the principles of traditional,
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democratic individualism, and the distribution of power will
not differ very much from that in the political parliament. If
the number is decided upon in other ways the criterion cannot
help being political and the result must be inequality of the
political rights of the citizens. Moreover, if this decision,
once made, has to remain more or less permanent, later
changes in social stratification will find recognition only with
difficulty or not at all, thus discriminating against newly ris-
ing groups and classes. As a matter of fact, this inequality of
political rights, as compared with democracy, is the candid
aim of those who advocate the vocational state. Their goal is
an “aristocratic” system of representation, where men shall be
evaluated not as individuals but according to their wealth,
their knowledge, their place in society—where the votes shall
be weighed, not counted. It is a very old idea but it is ap-
parently gaining new adherents where the property class feels
itself endangered by the growing number of the proletariat
and by its growing political power under equal franchise.
The never ending struggle between privilege and democracy.

These objections must be raised not only against occupa-
tional representation intended to replace the political parlia-
ment, but also against the proposal to constitute a vocational
parliament which would be combined with the political par-
liament in one way or another. Obviously the distribution of
voting strength among the different vocations is an equally
crucial question in either case.

But the demand for power by the occupational organiza-
tions does exist. And the demands of all the various groups
run on nearly parallel lines. Organized capital and manufac-
turing industry as well as agriculture claim the right to influ-
ence the measures of economic policy of which they are the
objects; the more that state interference in these fields is ex-
panded, the more urgent are their claims. Organized labor
announces a similar claim, and with even greater fervor be-
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cause it is farther from realizing it. Labor is no longer satis-
fied to dea) only with its own immediate material concerns,
with wages and conditions of work. Its goal is recognition as
citizens in industry, equally important and therefore with
equal rights as capital. Thus it wants a voice in all the eco-
nomic, not only the social, questions of the country and
claims the right to throw its influence into their decision. Like
the other groups labor feels itself entitled to share responsi-
bility and participate in administration in all affairs in which
it is involved.

These goals of organized capital and organized labor are
supported by various developments in modern life. There is,
for example, the tendency toward industrial monopolies, com-
prising whole branches of industry, and subsequently the
problem of their control. There is also the increasing tendency
toward the formation of compulsory monopolies, cartels and
the like by the law of the state, when for one reason or an-
other it regards the survival of competition in a particular
field as no longer compatible with the general interest; thus
here too arises the problem of control, even more urgently.
There is finally what has been in this country the boldest
step in this direction: the attempt of the National Industrial
Recovery Act of 1933 to organize not only exceptional
branches but the total of American manufacturing industries
in units resembling these compulsory cartels, each branch
ruled by a code of fair competition which served somewhat as
a constitution for the industries concerned and which was to
enable them to become self-governing.

For the present discussion the important point in these
tendencies toward state-controlled, self-governing monopolis-
tic organizations is the remarkable fact that for these different
organizations in different countries one typical form has
emerged, a form much the same as that taken by the organi-
zation of industries (particularly in Germany) during the
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World War. This is the scheme: in the ruling bodies of these
combinations there are representatives first, of the enterprises
themselves, then of the employees, then of the consumers and
finally the government retains for itself a certain position of
final control and decision. In the words of General Johnson
the NIRA asked for “co-operation between industry, labor and
government as one great team.” But the different members
of the team did not have equal strength. In Germany too the
attempts toward this “joint management” were not encourag-
ing. The control by the government was inefficient; the actual
management remained in the hands of the entrepreneurs;
the consumers’ representatives were weak; and the represen-
tatives of the employees pursued their own group interests,
often, for example, complying with the wishes of the entre-
preneurs for higher prices if the latter consented at the same
time to raise wages. This “profit sharing” is no argument
against labor’s participation in these bodies for in fact its par-
ticipation serves, much as the shop councils serve in the single
enterprise, to give labor a better understanding of the condi-
tions of industry; but it is a warning against any ideology
swhich would envisage the weakest part of the social structure
as guardian of the public welfare.

At all events the occupational organizations’ drive for power
found in these attempts at least an outlet. Certainly not a
satisfaction. The drive for power will last. Notwithstanding
the Supreme Court’s decision against the NIRA the act itself
contained what is possibly the starting point for a further de-
velopment. It established an Industrial Advisory Board, a
Labor Advisory Board, a Consumers’ Advisory Board. To
form an American “vocational parliament” theoretically only
one step was lacking: to bring these three boards together
in one comprehensive body. This was the solution found by
the German Republic, and also by France.

There is another development, however, that supports the
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claims of organized capital and organized labor for an ac-
knowledged place in the political organization of power. This
is the widespread feeling that politics has been dragged down
by its frequent intermingling with economics. Formerly, so
runs the argument, parliamentary debates were filled with the
great problems of humanity, leadership, freedom and the
rights of men. Today these debates are packed with the tariff
for the pin-makers, or the fixation of prices for cocoanuts, or
the building of a highway from x-town to y-county or unintel-
ligible currency questions. And thence the conclusion: let us
shift all these material troubles and struggles to a body repre-
senting the occupational organizations; there are experts who
may decide upon them; let us have industrial self-government,
self-administration of economic life by the economic groups
themselves; then the political parliament will be free again
for the great problems of the nation.

All this sounds very persuasive, but the argument is none-
theless untenable. Those experts may know a lot of details in
their particular industry, but what is needed is an understand-‘
ing of the interrelationship of the single parts forming the
whole. And even if the experts believe they have this under-
standing, if they are proud of calling themselves the economic
leaders of the nation, actually they do not act, or at least they
do not act primarily, as representatives of experience and
knowledge but as representatives of interests. This is the cru-
cial point and it must not be overlooked. Interests are involved
in all these matters of economic policy, interests of particular
groups contrasted to those of other groups. And therefore
they are not neutral questions that can be decided in an ob-
jective way by experts. They are political questions that must
be decided by power. Economic policy is after all policy—
policy with an economic object. This part of state policy can-
not be left to the decision of the particular interests involved,.
any more than can any other part of that policy. The state
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cannot follow different lines of political action while dealing

with political issues.
As a matter of fact, every question of economic policy is

ultimately concerned with the same problems as every politi-
! cal decision—with freedom and justice. Whether it be a ques-
tion of taxation or the tariff, of industrial monopolies or social
security, of child labor or whatever else, always one group
must pay for what the other group expects to get. Moreover,
the decision as to who shall get and who shall pay does not
only depend upon the distribution of power at that particular
time; it may even change that distribution of power itself.
The success of the Anti-Corn-Law League in England not
only abolished the tariff on grain but actually decided the
victory of the English bourgeoisic over the landed gentry.

In short, if there is to be a democratic government, the
decisions of economic policy cannot be shifted from the politi-
cal bodies to bodies representing classes and occupations. It
was emphasized above that in vocational parliaments the dis-
tribution of voting strength among the different groups can-
not be solved according to democratic principles of represen-
tation, and this is corroborated by the fact that the decisions
“such a parliament must make are ultimately political decisions.
Therefore they must remain with the political parliament as
the sovereign representative body of political democracy.

But even so an outlet can be found for the claims of the
occupational organizations by endowing their representatives
not with a deciding but with an advisory capacity. Such ad-
visory councils (like the German Reichswirtschaftsrat, the
French Economic Council and other less elaborate European
attempts) may be consulted by the government on the eco-
nomic and social questions of the country. Here the experts
may contribute their knowledge. Not much harm will be
done if they color their opinions according to their special in-
terests. Other interests will have the same opportunity. And

v
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there is also the possibility to add to the representatives of
special interests learned experts without any interests of their
own. Even the distribution of voting strength in such an ad~
visory council is of no great importance. It is quite admissible,
for instance, to grant the same number of seats to the represen-
tatives of the employers and of the employecs, for there must
be no vote by majority. If on a certain question both classes
consent, so much the better; if not, each group may give its
separate verdict as advice to the deciding parliament, whose
negotiations may thus be freed not from the economic ques-
tions as such but at least from their wearisome details. As a
matter of fact, such a national economic council amounts to
a legalization of the lobbies, a transformation of lobbies from
an unorganized and concealed activity into an open legitimate
organization. It would be too optimistic to assume that the
establishment of such a council would mean the total aboli-
tion of the lobbies; the latter would continue to use their
means of pressure and to fructify their connections with the
political parties. But there would be less need for this activity.
And the council would afford the great advantage of bringing
together the representatives of the different class and occupa-
tional organizations and of compelling them to take into con-
sideration and to try to understand the points of view of the
other groups. It might thus fulfill an educational task not only
for the representatives of the government, who would have
to negotiate with it and thus keep permanently in touch with
the working body of the people, but also for its members
themselves, strengthening their responsibility by entrusting
them with the duty of advice.

All these are practicable means of reconciling the claims for
class and occupational representation with the necessities of
democratic government. But they could not entirely do away
with the competition between occupational and pohUcal or-’
ganizations. The growth of occupational organizations is a
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natural and necessary result of modern economic develop-
ment; to a certain extent they have also accelerated and
strengthened the tendencies toward industrial concentration,
large scale production, state intervention and the like; by
their very existence occupational organizations support these
tendencies. This suggests the dangers which, for all its posi-
tive values, are implicit in this organized group. solidarity.
,Group solidarity is less than solidarity; that is, it may ac-
* celerate the disintegration of the people already resulting from
the social-economic development. And this may occur the
more easily since the growth of the organizations means at
-the same time the growth of their bureaucracies, which are
inclined by nature to regard the organizations as an end in
themselves, to widen the differences, to foster particularism.
In all capitalist countries there are a great many entrepreneurs
much more ready to deal fairly with their employees and to
bargain collectively with their unions than are the salaried
syndics of the employers’ organizations. Furthermore, the
_stronger the organizations of material special interests, the
:more they are able to bring the political organizations under
' their command and the more endangered are the cultural and
‘idealistic forces which may give shape and coherence to the
life of the nation. Finally, the more enthusiasm and faith are
bestowed on class and occupational organizations, the less
#nay remain available for political beliefs, the less strength
may be found for the defense of democratic rights and insti-
tutions.

Those who want to destroy democracy may be content with
such a development. But it should be remembered that the
Italian and German trade unions were destroyed with democ-
racy. It was Ferdinand Lassalle who taught the workers to
distrust everyone who did not demand as his first aim a free
and equal franchise. He knew what history has proved
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abundantly since: that peaceful progress toward economic and
social democracy can be made only when and in so far as it is
backed by the actual power of political democracy and by its
supremacy over group interests and group power.



II

PARLIAMENTARISM
By Hans Simons

EVERYONE today pictures democracy and parliamentary
institutions as on the defensive or already definitely in retreat.
On the European continent, to be sure, these institutions have
been the object of constant attacks, especially by the groups
which had profited by them: the workers and the big indus-
trialists. But in many countries the struggle for a really popu-
lar form of government has not yet begun. There are states
where anti-democratic dictatorial or semi-fascist patterns have
grown out of autocratic, monarchic or militaristic forms of
government, not out of democracy. Moreover, there are still
at least one and a half billion people who have not yet reached
national independence and who have not yet faced the ques-
tion of whether they will adopt some form of democracy or
will pay for a so-called freedom in foreign relations by an
internal loss of liberty, a price which often accompanies na-
tionalistic revolutions. Thus it is a crucial question for the
future whether democracy and parliamentarism can gain in
strength and influence not only in comparison with dictator-
ship, but in their intrinsic value and in their capacity for ex-
pansion.

When trying to answer this question it should be remem-
bered that democratic representation was reached slowly and
gradually. For a long period some groups were not admitted
to a representative body, because of social or political, racial
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or sex considerations. Even in Great Britain a genuine uni-
versal suffrage was not achieved until 1928. The United States
introduced votes for women in 1920. Germany obtained uni-
versal suffrage in 1918, when Great Britain enlarged the fran-
chise and made women eligible. Belgium waited until 1gar
before giving restricted suffrage to women. France and Swit-
zerland have not yet introduced it. On the whole, universal
suffrage in democratic countries has become general only
since the war. Whatever conclusions may be drawn from re-
cent experiences and events could therefore be questioned as
premature.

There is, on the other hand, another political process which
has a long history and must be considered. For a long period
members of representative bodies shared the same funda-
mental ideas regarding the society to which they belonged,
the economic situation in which they worked, and that whole
set of beliefs and relationships lying outside the realm of poli-
tics. This unity of background was evident also in a unity of
stage and action, for representatives were called, invited or
elected from the same social group. This group, to be sure,
enjoyed a certain independence which allowed some measure
of individual decision to its members. As far as this freedom
was restricted it was mainly by the power of the king or
government. Later the representative body ceased to depend
for its own importance on the might and power of the king
or government to whom it represented the people and before
whom it became active, but depended on the political im-
portance, standing and strength of the social strata which it
had to represent. Representation drew its significance no
longer from the fact that it confronted an outside authority,
but from the fact that it developed autonomy inside society.
Though it is difficult to fix the historical date this may be
called the dawn of modern parliament,

Since then parliament has been a form of representation in
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which the represented group itself decides who shall represent
it. By this representation it is given a chance to share in gov-
ernment. A body whose membership is appointed or is deter-
mined by hereditary or vocational criteria, and not by de-
cision of the represented group, cannot be called a parliament.
Representation must be conceived as a means of self-govern-
ment in order to be called parliamentarian. Thus even repre-
sentation of a minority of the population, as in the earlier
stages of the British House of Commons, may constitute a
parliament; whereas a majority representation will not be
parliamentarian if it is anti-democratic in purpose, as is true
for many forms of so-called representation in dictatorial states,
which entirely reject the idea of popular self-government.

Parliamentarism also presupposes freedom; parliament is
the liberal element in democratic government. But though
liberalism does not imply the existence of a parliament, par-
liament implies the existence of liberal institutions. Forms of
representation that occur in other types of government—and
they may be very effective—have to be given other names.
For a true liberalism means that the prevalence of power has
been replaced by the prevalence of reason.

To be sure, reason is prompted by interests; the independ-
ence of interests is asserted when they are brought into dis-
cussion and their realization is guaranteed by their chance of
entering into a working majority. In the past the political
power had the authority to define “better” interests and up-
held them in the decision. Now the “better” reasons them-
selves claim their right to form a majority, and hold that the
majority is the instrument through which the decision can be
reached. As soon as the correspondence between interests and
reasons is disturbed, that is, as soon as the majority ceases to
represent the same political and social background within
parliament as outside of it, parliament faces the first difficulty
of its adaptation to social life.
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All schemes of representation on other than orthodox lines
are unsuccessful attempts to cope with this difficulty. On the
one hand, voting power is restricted for those who are eco-
nomically weaker, and enlarged for those who are economi-
cally stronger; thereby economic and political inequality are
mutually increased, and the struggle is merely embittered. On
the other hand, representation is shifted from the people in
general to economic and cultural groups, which are repre-
sented according to their “real” importance. But no scheme
of representation has yet been found which is more congru-
ous with either economic or political reality than is the demo-
cratic parliament. The so-called organic or natural representa-
tion of corporations, estates or other groups becomes artificial
as soon as its qualitative importance has to be expressed in
quantitative terms. Party representation and majority rule are
quite naturally expressed in terms of numbers. But a numeri-
cal representation of vocational groups becomes a disintegrat-
ing factor, even though the rift may be hidden by the forcibly
applied techniques of integration which are a main feature
of the aunthoritarian state. For the time being, parliament in
its classical form can claim two distinct advantages: it uses
social tension openly, as a factor of political development; and
it brings about a slow perhaps but steady and increasing social
adaptation. The Congress of the United States, though
checked by the Supreme Court, gives ample evidence thereof.

There are minor yet important factors which make the de-
vices discussion and majority useful, and their disappearance
may endanger the ideological as well as the pragmatic func-
tion of parliament. In its earlier stages parliament was a body
united by general notions, patterns, codes of behavior, and by
common interests. The gentleman, who did not use his fists,
whatever means he may have used instead of them, accepted
and used the symbols, enjoyed the game as an end in itself
and thereby strengthened its results. The rise of differing
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interests breaks this harmony of forms. The rules of the game
are neglected by the necessity for struggle. Parliament is
threatened by this incompatibility of traditional etiquette and
the growing forces of dissension. When the Independent
Labour group entered the House of Commons, and its leader
shouted abusive words and curses, some old-fashioned mem-
bers may have heard in his words the death knell of parlia-
ment. But what they were witnessing was merely the widen-
ing gap between the reality of social facts and the unreality
of political pretexts which had hitherto made whatever hap-
pened in parliament seem somewhat shadowy in terms of
economic reality.

Nobody can deny the power of ideas in fighting against
social disintegration, and in building up democratic repre-
sentation as a valuable means of government, first for the
people and finally by the people. Yet today this ideological
apparatus is somewhat like the wig of the British Speaker,
rather pompous and impressive, sometimes ornamental, yet
not essential for what is going on in the head under that wig.
The working system always had its deficiencies. Common
knowledge of these deficiencies increased, however, as the
suffrage became more general. The groups aiming at partici-
pation liked to glorify parliament, while the groups using it
knew of some failings. Parliamentarism and liberalism, which
for the purpose of this discussion cannot be separated, and also
the liberal and democratic elements within parliamentarism,
are interlinked by action and reaction, furthering one another
if accepted and impairing one another if doubted or distorted.

In developing discussion as a means of equalizing oppo-
site interests parliament had to adopt some features of what is
known as the liberal method of reasoning. In facing its task,
which was theoretically defined as finding the truth, parlia-
ment had to grant its members the right of free speech—which
in turn had to be safeguarded by preventing any misuse. In
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order to help in finding the decision, symbolized by the
majority vote, the minority in any stage of this process had
to be protected against the former or the coming majority.
Since parliament is a representative body elected by a free
choice of candidates with free vote, the election likewise had
to be protected. Therefore the means of public enlightenment
had to be protected, and hence freedom of speech outside of
parliament had to be assured, although this protection did not
go so far as that for the member of parliament who was
allowed during discussion to violate public or private interests
without being held responsible in a legal sense. The more
representation was split into different groups, the more these
groups had to be free to organize their constituents and their
electoral body; hence the right of assembly, with all its impli-
cations. Except as they refer to religious rights, all these con-
stitutional rights are not primarily a result or a corollary of
democracy, but are the effect of parliamentary experiences
and needs—essential to democracy only in so far as democ-
racy and parliament are historically combined. Liberalism,
the abstract justification of these rights, is therefore directly
attached to the idea of parliamentary representation, and to
discussion as its foremost function, but is only indirectly con-
nected with democracy, which can have other means of
working.

In parliaments the result of reasoning should be action.
This action, either limited as it once was to advice, or broad-
ened to full legislative activity, demanded other safeguards.
These safeguards were primarily to protect the representative
body from the king or ruler, from the administration, and
even, during the single legislative term, from the electorate.
Such protection had to be extended also outside of parlia-
ment, which means protection of one group from another, of
the minority from the majority and vice versa, and finally of
society as a whole from that group which formed the govern-
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ment. All these different elements of protection are combined
in the special rights relating to the forming and functioning
of parliamentary representation. Without remaining vestiges
of such conceptions as that of an independent governmental
force reacting against its critics and controllers, immunity for
the members of parliament and secrecy of the individual vote
would be inconceivable. Most certainly they are inconsistent
with the democratic idea that ruler and ruled are—and have
to be—identical. The fact that parliament is suspicious of the
government it has created is very significant. Strange as these
safeguards are in the light of democracy, they serve the addi-
tional purpose of protecting the constitutional power of par-
liamentarians and partisans from the pressure of vested inter-
ests and their extra-parliamentary means of action.

The liberal character of those safeguards is tempered by the
function of parliament, which is to provide a unified body
either for advice or for decision, either for taking part in the
government or for forming it. The tendency toward unifica-
tion becomes so strong that some liberal safeguards are partly
omitted. The majority identifies itself with the parliament and
the latter with the government. (The party is a momentous
factor, which is discussed elsewhere and need not be consid-
ered here.) If there is no solid party majority unification may
be brought about by compromise. But when the minority
group or party does not give in, the anti-liberal devices of the
whip and the caucus, gag rule and voting-down are applied.
Unification achieved by such means is, however, needed only
when there has to be identification of one kind or another
between parliament and government, in other words when
democracy develops out of parliament and stiffens its tech-
nique. It is safe to say that logically and historically such op-
pressive methods are characteristic devices of democracy, not
of parliament. But parliament contributes to developing them
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because of its contradictory task of representing a disintegrated
variety as if it werc an integrated unity.

If one looks at parliament in its present form, trying to find
some common qualities in the very different instiutions, one
finds the traits of all the divergent forces and influences here
described. But one sees also that some of the historical tasks
pertaining to parliament are undertaken by other elements
of political organization, even in dewmocratic countries. There
remain ncverthcless two groups of functions [ulfilled by par-
liament: party functions, which are crucial because parties
thereby maintain themselves as an cssential part of liberal
democracy; and state functions, which arc equally important
because through themn parilament qualifies iself as an essen-
tial institution of the Jiberal state. Yel even these functions
are narrowed by the forces which confront parliamentarism
with new methods of democratic representation, control, uni-
fication and seif-government.

As to parliament’s party functions, the parties’ parliamentary
representation gives them some advantages in terms of spoils
in the ever enlarging area of state miluence; but on the other
hand the development of p'u'ry bareaucracy, (Jhg.,uchy of the
elected, who really rule the elecrors, rotation in office and
similar devices, all parrow the opportunities available to the
party rank and file for getting sometung valuable and uwselul
out of the state. If, as bas beun propused, the goveroment
should pay what the parties need in order o maintain their
organization, then this already narrowing parliamentary func-
tion of awarding party members would vanish aliogether.

The other important task of parliament is the forming of
an elite. The point will be discussed clsewhere, but it may
be said here that the parties themselves usually {fulfill this
function, however imperfcctly, through their internal debates,
long before parliament offers its larger setting to intra-party
controversy. Furthermore, legislation is increasingly becoming
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a purely technical task; it can be influenced and controlled by
parliament but its initiation is shifting to the uncontrolled
power of the governmental staff. These governmental admin-
istrators, by enabling acts, are given discretionary power or
are otherwise enabled to create the faiz accompli, yielding to
jurisdictional rather than to legislative powers—if they do
yield. Nevertheless, the greater moral strength which a parlia-
ment derives from its functions in the state defies these en-
croachments. This strength lies in the symbolically representa-
tive quality of parliament. Every enfranchised citizen, even if
not represented in the active government because of his party
allegiance, is supposed to be represented in parliament. To be
sure, the general franchise has taken away most of the
twilight aura in which parliament formerly loomed as an
arcanum for all sorts of social and political ailments, and
moreover a citizen today can find other ways of feeling his
relationship to “his” government. But in spite of all this, Con-
gress or the House of Commons can still be at least as inspir-
ing as the new forms of mystical union between citizens and
government pretend to be.

There are still other elements weakening from outside the
power of parliament. They belong to what may be called re-
versed democracy. Formerly democracy was a relation between
two real units—real in so far as they were politically active:
a uniform government and a unified people. The contact be-
tween them was itself a means of integration. There was not
only a common moral, social and cultural background, but
there was also an undisputed unity partly because of the
limitation of the franchise, partly because of the relative isola-
tion of the single states. This unity was destroyed by the in-
dustrial revolution. The turning point is not an event which
can be fixed by date and circumstances, yet when it was
passed the reversal from integration to disintegration became
more and more manifest. Today we have parties and eco-
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nomic organizations which strive for types of unity different
from those which used to be celebrated in parliament; we have
organized mass pressure, radio and newspapers as substitu-
tions for many tasks which were formerly fulfilled by parlia-
ment.

All these forces are working without the mitigating influ-
ence of what representation means in terms of self-respect,
responsibility, self-control and reliability. Enormous popular
forces are at work—but are reversed from integration to dis-
integration. Parliament is overruled by plebiscite. Corporate,
totalitarian or plainly military organizations claim to be
stronger integrating forces than parliament can provide. The
government centralizes its power in order to prevent the dis-
solution of its authority, thereby making the citizens more
and more dependent, politically and economically. These citi-
zens in turn, dissatisfied in spite of all governmental activity,
seek to oppose the integrating forces. In the ensuing struggle
the role of discussion as a creative factor of decision is doubted,
and parliamentary debates become less important. Hidden in-
terests are stronger than open persuasion, and behind the
secrecy of the vote lies the anonymity of those who direct it,
coercing the will of the underprivileged, using for arguments
irresponsible means of propaganda.

Yet these very forces may transplant some valuable elements
of parliamentarism into a broader field. During the election
campaign, especially in the countries with a two-party system,
discussion is brought before the whole electorate, and the peo-
ple, though in their nomination of candidates dependent on
the party machines, are free to choose between the different
issues, simplified yet at the same time impressively personi-
fied in the nominees. The more far-reaching the propaganda
and the participation in the political dispute, the more im-
portant become the guaranties of freedom developed for and
by parliament. The tragic absurdity of mere political propa-
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ganda, not dignified by the liberal ideals which first developed

it as a means for their ends, becomes obvious where it is seen
from this point of view. The party machine, bad as it may be,
serves a purpose of political productivity, for it permits a
choice, though the alternatives it offers may seem to be arbi-
trary when their issues are forced into the Procrustean bed of
party platforms. The propaganda machine of the totalitarian
state represents in itself “reversed democracy.” It heralds
blatantly the choices which have already been made and
which should be the result of its effort, and its achievement
is the deafening noise which is otherwise only an unavoidable
by-product of well-run party machines.

The deficiencies of parliamentarism lose importance if com-
pared with such devices. The method of forming political de-
cisions is slow, but only because there is discussion left. Many
of its results are mediocre, but only because they are reached
through compromise. The standard of parliamentarians is not
always very high, but only because they have to represent the
average citizen and to keep in contact with him. The ideal
unity is split by parties and factions, but that assures discus-
sion, which gives publicity and information. Parliamentary
encroachment hampers the useful activity of government, but
it also checks its autocracy and controls its decisions. After
all, to improve the methods and reconsider the competence
of parliament today would mean only chlorinating the water,
not purifying it at the source.

Much more interesting is the question whether there are
genuine forces and substantial forms of parliament which can
serve the goal of democracy even in the changed circum-
stances of our time. In so far as parliament is by its historical
destination a magistral body and not itself sovereign—only the
people being sovereign, acting through a representative body,
an administration or government and a leader—it has some-
thing definite to offer to the idea of government by the people.
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In so far as it is associationally appointed—election from the
broadest basis to smaller bodies, not the fascist inversion—it
has a definite task in every form of democracy. In so far as it
provides the means by which the people as a supposed unity
rule the people as a practical plurality, it is indispensable as
long as the people are free to be diversified. In so far as it
enables a majority of the people to identify themselves, as the
ruled, with their representatives, as the rulers, it remains the
basis of democracy in spite of its deficiencies.

Freedom is explained by a time-honored definition as two-
fold: formed partly by the possibility of alternately ruling
and being ruled, and partly by the opportunity of living as
one pleases. This formulation does not fit into the era of
masses. Here freedom to live at ease is necessarily restricted
by the organization which enables the masses to participate
at the same time in ruling and in being ruled, an organiza-
tion which by its very purpose needs compulsion and even
oppression. The problem, however, is not that of adjusting
the old technique of representation to the new era, but of
having the substance of representation revived in the new
condition. The lasting elements of what has been conceived
as representation hold for many types of democratic rule,
whether it be by one universally elected head of the govern-
ment or by officers generally clected to the main offices,
whether it be by indirectly elected representatives chosen in
local units and forming the next electoral unit, during any
number of intermediate stages, or by directly elected repre-
sentation which is conceived as and bound to be a unit before
it is formed. These lasting elements, bequests of parlia-
mentarism to democracy, are free choice of the candidates,
free vote for them and control over them. But parliamenta-
rism itself stands out as the only form wherein other im-
portant elements are combined which today are most con-
tested: discussion, which is the only method of reaching a
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free compromise for differing interests, even though it does
not in itself offer a principle for finding decisions; majority
rule emanating from free choice, which is a better substitute
for unity than is enforced unanimity, even though it cannot
always replace social homogeneity; and parliamentary im-
munity, which protects independence and freedom of criti-
cism and control, even though it cannot create them.

Other forces of reintegration, to be sure, will emanate from
social innovations creating new moral and political standards
and thus overcoming the effects of the industrial revolution.
Bur that, of course, leads into a different subject.



I2

POLITICAL PARTIES
By Max Ascoli

THE problem of the relations between political and economic
democracy is the contemporary form taken by the problem of
the relations between state, or political power, and society.
The sector of the social area which is occupied by economic
organisms is today the center where our anxieties converge
and from which our dissatisfactions arise; the insecurity of
economic things appears as both the embodiment and the
cause of the uncertainties in our individual and social life.
We do not know whether the political organs which are to
exert some control on economic activity are adequate or
whether they are to be entirely changed. The institutions of
democracy must be inserted more deeply into economics, but
we do not know whether in this process they are going to be
strengthened or destroyed. The relations between state and
society are to be defined anew, the boundary line between the
two realms is in many points blurred, with dangerous areas
of noman’sland lying along the way. How much political
regulation does social life allow in a given country? What
is the social recoil of political interventions? What are the
lines of possible political reconstruction which lie hidden and
scattered in the social humus and which the mind can discover
and organize?

The strip of territory between state and society, even where
it is enlarged into a huge no-man’sland, is not unexplored
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or untrodden, as the missionary zeal of many reformers
claims. On the contrary, it is taken care of by a specific group
of institutions called political parties. The actions and reac-
tions of society upon the state and of the state upon society are
registered by these organs of mediation. Not only the contact
but. also the distinction between the two realms is to a very
large extent entrusted to the political parties, so much so that
political parties are the target of violent attacks by those who
want every center of social activity to be directly regulated
by a totalitarian state. It is important to study the parties be-
cause of the function they fulfill and because they offer a
concrete view of the reflexes which political schemes engen-
der when applied to social reality.

The state—every state, no matter how democratically or-
ganized—is inevitably remote from the life of its citizens,
and the citizens can visualize it only with the greatest diffi-
culty. Every state is dogmatic and categoric as compared with
the infinitely diversified and complex reality of life. No matter
what the origins and characters of the specific states, schemes
must be devised which project the personalities and actions
of the rulers in such terms as the ruled can grasp. This is
called a translation of political power into popular symbols,
and the expression would be fairly accurate if the increasing
use of the term symbol did not reveal a tendency to get rid
of complicated problems by all-comprehensive words. The
state, with all its institutions and traditions, is not created
once and forever, nor is it the domain of a superhuman race.
It represents society and is derived from society; it is that
section of the social structure wherein the loose ends of social
organizations and habits are fastened together and knotted
according to various styles. It is also that section of the social
structure wherein choices are imperative and risks must be
faced in making them. But in representing society the state
becomes extraneous to it, and in organizing the collective
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efforts toward the immediate future the men entrusted with
political power enjoy a range of discretion so wide that politi-
cal science is not able to measure it.

The potential conflict between society and its representation
in legal institutions is the reason for the existence of political
parties as organs of continuous readjustment between the two.
In this alignment the state enjoys a privileged position, be-
cause it marks the ultimate reckonings of social conflicts and
it faces the most pressing decisions. Thus it sets definite limita-
tions on those organs, the political parties, through which it
is to be constantly readjusted to society. If the personalities
and actons of the political rulers are projected in popular
terms that everyone can grasp, there can be no doubt that to
a large extent the rulers enjoy the privilege of initiative. The
people under any form of government need an idea of the
individuals and institutes by which they are ruled; society,
which is considered to be represented by the legal organs,
needs to have the concrete working of these organs projected
and clarified before itself. This is not a matter of symbols; it
is the reality of a rough game relentlessly fought. This need
is not a peculiarity of democracy but is inherent in every
regime. It is indispensable, for the obedience of the people
even more than for their self-government, that they know
about the laws and the individuals they are to obey; their
knowledge of them creates customs, familiarities, and even
loyalties.

Under a democratic regime political parties are the most
traditional instrument for representing the citizens and
fostering their obedience. They are popular copies of the state,
in infinitely different sizes, by infinitely different means, but
with one essential feature: that they invite the citizens to
“play at being the state.” Thus the citizens can reproduce
for themselves the experience that once led to the constitu-
tional foundation of the state. These images of the state can
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bestow on them a special type of citizenship of an entirely
voluntary character. The traditional citizenship granted by
the law is supplemented and dynamized by a number of
privileges, the course of public events is seen by the party
worker in relation to specific purposes, and partisan politics
manages to drive in definite directions the development of
legal institutions. Through the programs of political groups
and parties new pieces of legislation are linked with or sub-
stituted for old ones which once were politics, though now
they appear stiffened and crystallized in the dignity of posi-
tive law. The power of political parties is the greater the
larger their size and the more closely they are molded upon
their pattern, the state. Thus those who voluntarily assume a
party citizenship propose or impose their own drive on the
holders of the more static legal citizenship granted by law.

By this means the channels between state and society are
built. The projection of the state over all the area of the social
life is frequently a deformation or a caricature, and the proc-
ess entails a great amount of inefficiency and waste. Yet for
the working of democracy the advantages outweigh the draw-
backs. Through the free and popular use of the pretense “If
I were the leader” the people become trained to the under-
standing of leadership. In the process of closer and closer ap-
proximation to the supreme pattern large political parties are
organized, which absorb and discipline the political groups
and prepare would-be laws, would-be governments, would-be
majorities, so that several staffs of men can be ready at any
time either to govern and to legislate, or to control govern-
ment and legislation. The political parties offer a constant
vision of the social structure underlying the actual working
of institutions; they represent the state as it is achieved and
refashioned over and over again by different groups and
classes. It is as if something of the immediate prehistory of a
nation were preserved alive, as if those conflicts of interests
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and ideas which found a compromise in the first organization
of the state were transformed into traditions and habits. Thus
political parties offer to the state the chance of being continu-
ally revived, and the risk of being continually jeopardized;
they represent the state springing out of society and at the
same time rooted in society: a complicated device which is a
great achievement of political ingenuity—as long as it works.

This process is costly; it demands an enormous waste of
time and of energy in the bickering of elections, of maneuver-
ing, and of job-hunting. It is potentially undemocratic; the
party worker dynamizes his own legal citizenship at the ex-
pense of the other citizens. Against this undemocratic trend
of political parties there are no unerring remedies, because
the enrollment has to be voluntary and this implies arbitrari-
ness. The process is conservative; the reactions of state and
society are maintained within the lines fixed by the settlement
of the latest clash between the two; in other words, the popu-
lar playing at being the state tends to perpetuate the status
quo in the political set-up. The process is also unsafe; it can
stand only a limited amount of legal regulation, because politi-
cal parties move in what may be called a pre-legal, pre-consti-
tutional world. If too many individuals dynamize their citi-
zenship through enrollment in conflicting political parties
chaos may be the outcome; if too many enroll in one political
formation dictatorship is the outcome. Finally, as has been
frequently said, the politician must perform the function of a
broker between state and society, between legal schemes and
common sense, between conflicting interests and between con-
flicting classes. This wasteful, contradictory, insecure system
of brokerage is held by many to be an outworn relic of the
past, especially when there is urgent need of an active, realistic
adjustment between state and society.

From almost every side, with various degrees of intensity
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and various aims, attacks are launched against political
parties. Moralists and reformers assert that the drafting of
would-be legislation can be better entrusted to experts, and
that the contact between legal institutions and individual
needs can better be taken care of by social service. Fascism
has got hold of an clementary truth: that since the demo-
cratic state derives its life from the variety of its reproduc-
tions, the destruction of them means the conquest of the state.
Substitutes for political parties are found or devised in almost
any country. Education to obedience is now the technical
object of propaganda; in the totalitarian regimes the reproduc-
tion of the state in forms and sizes that everyone can grasp
is rigidly standardized, with an efficiency undreamed of by
the democratic states. The link between individual and state
is successfully celebrated by the universal inspiration derived
from a worshiped leader, and the brokerage between state
and society is efficiently performed by a monopolistic party.
Even where democratic institutions survive, “nonpartisan,”
“a-political” forms of public administration are advocated as
the most adequate for bringing about political changes.

There is little doubt that the function of linking society and
state can, in the present conditions, be performed by other
systems than a free-for-all political competition. This would
sound like the death knell of political parties if their func-
tion were only that of establishing a communication between
state and society. But in democratic countries this function is
only half their task; the other half, although it seems to be
contradictory to the first, is actually integrated with it. The
parties guarantee the distance between state and society, and
they can perform this service only if a system of competition
compels them to moderate that potential iwbcralism which
every party machine carries within itself., -

As has been repeatedly proved, political parties, and espe-
cially proletarian parties, tend naturally to be oligarchically
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or autocratically ruled, and intolerant of competition. These
copies of the state reshape their pattern with a primitive
roughness; new would-be laws of intensely popular parties
bear little mark of inborn tolerance and equity. Political
parties can be the most expedient instruments for abstracting
and sifting the political instinct of the crowd; they can per-
form this function under a regime of competition, but they
forfeit it if they become so strong that they follow uncon-
trolled their totalitarian bent. When political parties are on a
competitive basis each of them projects a somewhat different
image of the state, each gives a somewhat different direction
and proposes a different set of leaders to the popular feeling.
Competition obliges the strongly organized political parties
to play in true earnestness the game of being the state, be-
cause at any election it may happen that the party leaders
are actually transformed into government leaders. On the
other hand, the would-be legislation of the party program is
kept in abeyance, in a tentative and provisional sphere, be-
cause it has to stand comparison with other party programs
and to face a final judgment by public opinion. It is the
existence of this provisional sphere, where political activities
are responsible and yet tentative, that safeguards the distance
between state and society. The intolerance of popular instincts
is mellowed, the primitive type of legislation likely to emerge
from the crude imitations of the state is seasoned and ripened.
Conversely, the rulers who issue their orders from the supreme
organs of the state are sobered by the constant reminder that
other forms of states or other interpretations of the state are
emerging from society, and that their own order is only one
of the modes through which the state can be ruled, a mode
which is guaranteed by their personal responsibility. Political
parties remind both the state and its rulers of their common
origins in society. The dualism of state and society is the only
warrant against the total absorption of society into the state,
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that is, against the transformation of political life into an un-
controllable force of nature.

Political parties are not the only structures lying on the
boundary line between state and society. The distinction is
taken care of by the constitution in a formal and solemn way,
while the human inclination to imitate the patterns of the
leading groups provides the contact between ruling political
systems and ruled societies. But possibly political parties are
more important than legal institutions and more significant
than permanent social habits. They combine in themselves
both those elements: they give concreteness and political rele-
vance to the most conspicuous social inclinations, and test the
workability of the legal instruments.

Yet in our time, when the conflict between politics and eco-
nomics shows with the greatest urgency the problem of the
relations between state and society, political parties appear to
many as outworn instruments of the past. Planners, no less
than moralists, are impatient of professional politicians. The
idea that a system of competitive political parties represents
the most effective guarantee for democratic institutions is diffi-
cult to accept, and even if accepted it has no great appeal be-
cause it can scarcely stimulate adequate actions in the rough
and tumble of the politicians’ world. Professional politics is a
rather exclusive business. It is one of the holes through which
it is possible to look down into the various strata of social
classes and economic groups, but the vision is of such a kind
as to make one disconcerted and dizzy.

There is no greater danger to democratic institutions than
this attitude of contempt toward politicians and politics. Cer-
tainly there is no more fatal attitude to those who are intel-
lectually interested in social or political or economic prob-
lems, because it cuts their contact with their social background
and reduces them to courtiers of the sovereign, be it a parlia-
ment or an oligarchic circle or a supreme leader. The desire



POLITICAL PARTIES 213

in many experts to obtain quickly a hearing and a test for
their ideas, to carry a pet scheme across in a hurry, lest poli-
ticians surmise its implications, can make of the social scien-
tist’s contribution to politics both a nuisance and a menace
to democratic institutions. Political parties reflect what society
is; and the politician too is in his own way an expert, a soci-
ological informant who happens to be located in that cross
section of society where social ambitions become laws and
laws recoil into social habits.

Political reforms when translated into terms of social and
political behavior often determine opposite reactions from
those the reformers expected; this proves perhaps the clumsi-
ness of the reforming mind rather than the corruption of
human nature or of professional politicians. Such has been
the case with many new city charters and to a large extent
with the primaries in this country, and it is certainly the case
with proportional representation. It has frequently happened
that the power of the executive was increased in order to
eliminate the secret influence of the boss, but it was later
realized that behind the strengthened executive there was a
stronger boss, as if the boss were the shadow of the executive
projected upon social reality. The multiplication of such cases
should not induce social scientists to fatalism or cynicism, nor
should it induce them to elude by outbursts of outraged
moralism the duty of painstaking realistic analyses. Political
parties and politicians offer the most actual testimonial of
what society is, not because they are always representative of
the society in which they prosper, but because of the very
fact of their existence. They need not be accepted at their
face value nor dramatized as representing permanent trends;
they must be interpreted with a realistic conception of the
relations between state and society. Social scientists must think
in terms of state and of society at the same time; the conflict
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between the two points of view is the greatest stimulus for
their researches.

The movement toward economic democracy is only in ap-
pearance favorable to non-political, non-partisan, technical
forms of governmental control. In reality it is driven by the
motive of spreading political control into economic life. It is
a specific interpretation of the state which responds to the
needs of certain social groups, mainly the lower middle
classes. Frequently this interpretation is advocated by political
parties which on account of their strong partisanship refuse
the time of waiting and the tolerance required in a system of
competitive politics. This is one of the main reasons why eco-
nomic democracy may develop into a danger to democratic
political institutions, a danger aggravated by the restlessness
of reformers who as self-appointed interpreters of social emer-
gencies want at any price to have their schemes tested and en-
forced. In other words, the movement toward economic
democracy reveals not a deficiency but rather a superabun-
dance of political instincts and purposes. Many new forms of
political expression and articulation are discovered or redis-
covered along the path toward economic democracy, such
forms as shop councils, occupational organization, industrial
or craft unionism, leisure time groups. The political pressure
developing out of the medley of new political forces is so over-
whelming as to threaten an amalgamation of state and society;
if, however, it is filtered and utilized through proper organs
it can offer huge possibilities for social renewal. The danger
that rich political potentialities may be botched in some hasty
dictatorial way is one of the weightiest elements of uncertainty
in our time.

Political parties can still be the most adequate organs for
extracting and controlling the political energy running
through society; yet today they have to stand the competition
of many new political instruments which aim at the same
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goal. The revolutionary syndicates in prewar Latin Europe,
the fasci in Iraly, the soviets in Russia, are clear examples of
these new forms of political organization and of the career
that they tend to follow. No matter how illiberal may be the
inner structure and tendency of political parties, the modern
substitutes for them are even more unfit to work in an atmos-
phere of tolerance and of compromise. The means are still to
be found which may protect and discipline the competition
of different trade unions within the same plant. A conflict be-
tween opposite fasci or national socialist groups can scarcely
find a solution except through blood and iron. Even those
special kinds of substitutes for politics which are called plan-
ning boards frequently reveal a devastating haste and intoler-
ance. The same can be said of owners’ or employers’ protective
associations, occupational organizations, or pressure groups
created in order to translate into law a pension system or cer-
tain principles of “social justice.” Old machine politicians
know how to compromise, but the new politicians of the new
political bodies do not. Therefore the professional game of
politics in the democratic countries tends to be more and more
confined to the shabby maneuvers of electioneering, while new
political formations try to concentrate, each one for itself, as
much as possible of political power. There is a certain degree
of political pluralism in society which makes unavoidable a
totalitarian rule in the state.

To avoid these dangers there are no rules of prudence.
Everything is without rules in this pre-legal, pre-constitutional
world, where political parties have their existence and where
the political democratic order has its foundations. One can
only see toward what directions it is conceivable to move in
the hope of preserving democratic political institutions from
being disrupted by the new political forces created by capital-
ism, by modern technology and by the need for economic
democracy. Political parties have to be readjusted so as to ab-
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sorb the political energies of our time and to prevent them
from running wild. Possibly something more than the horse
sense of the old-school politicians is needed in order to meas-
ure and to catch the new political forces. The party politicians
that our time demands need to instill more science and more
statesmanship into their traditional instinctive grasp of popu-
lar feelings. Political parties are like experimental theaters
where the dramas of history are rehearsed before being
solemnly and definitely enacted. These forms of preparation
and selection are the more needed when essential reforms are
in the making and when the new forces are impatient to play
their role immediately. Through revitalized political parties
the reforms advocated by economic democracy can be debated,
subjected to popular reactions, projected in popular terms, so
that each of the final choices may be represented and given
weight by an organized body of opinion. These choices are at
bottom two, just as political parties always tend to be reduced
to two: for or against an atmosphere of freedom in the
shaping of the new forms of state springing up from society.
It is impossible to know in any specific political conflict how
right and wrong, wisdom and ineptitude are distributed be-
tween the opponents. But when political parties are solidly.
organized and frankly competitive their very existence and
coexistence imply the guarantee of liberal solutions.
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DEMOCRACY AND ADMINISTRATION
By Arnold Brecht

IT IS becoming apparent throughout the western world that
voluntary individual action is no longer able, if it has ever
been, to cope with the complex conditions of modern life.
Defense, police, education, health, transportation, national re-
sources, economic security—many of the most important prob-
lems of the individual and his own family group have become
concerns of the people as a collective whole. The general trend
of thinking and feeling is in terms of solidarity, of common
efforts toward overcoming common plights. Any attempt to
run counter to this trend and to stand pat on the attitude of
individualism secems to encounter failure, if not for merely
economic reasons then because of the hostility of the people.
It would indeed be contrary to the principles of democracy
to ignore this popular demand; the demand cannot be proved
wrong in a conclusively rational way, however earnestly one
may point to the grave dangers thar threaten from faulty
attempts at regulated collective action and to the slackening
in individual effort that must be expected from the spreading
confidence in social service at public cost. In the dialectic
Armageddon berween equality and liberty, no matter whether
we take our stand with the impetuously assailing forces of
equality or the reluctantly receding defenders of liberty, we
cannot hope for any new status of peace without, in the social
and economic field, definitely abandoning ground to equality.
217
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This advancing process of “disindividualization” of democ-
racy involves two problems in the sphere of administration:
first, whether and how democratic administration is able to
meet the increased demands for collective action; and second,
whether the implied changes in public administration affect
the very essence of democratic government to such a de-
gree that government is in danger of ceasing to be demo-
cratic.

These problems cannot be discarded a priori by the simple
assertion that democracy is bound to individualism and does
not, therefore, permit any expansion of public administration
under collective views. All important as the issue of collectiv-
ism vs. individualism is in the economic field, democracy does
not, by mere definition, prescribe one road or the other. Con-
stitutional limitations may prevent some countries from taking
the collective road, or may place handicaps in the way. But
such limitations are hardly inherent in the idea of democ-
racy, and when they prevail we should be entitled to speak
of a constitutionally limited democracy, much as we used to
speak of constitutionally limited monarchies.

The essential criterion of a democracy is that the people can
change their government by the free use of their voting
power. If this characteristic is lacking we cannot speak of
democracy in the internationally accepted use of the term.
Because in the United States the people are allowed to change
the legislative and executive branches of their government
every two, four or six years, we call this country a democracy,
despite the constitutional limitations placed upon the absolute
democratic will. And because the British cabinet, at least
since the beginning of the Victorian era, is responsible not
to the king but to Parliament alone, and can be changed by
a vote of censure in the lower house, we speak also of Great
Britain as a democracy, indulgently passing over her serious
inadequacies in social equality. Such characteristics as equality,
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regard for the minority, guarantee of individual liberties, im-
portant as they be, do not in themselves constitute democracy
nor does their restriction necessarily invalidate democracy, un-
less such restrictions affect the people’s right to change the
composition of the government by the free use of their voting
power. Prewar Germany was not a democracy, despite the
guarantee of individual rights and judicial independence,
despite the fact that no federal law could be passed, no sig-
nificant financial action taken, without the consent of the uni-
versally elected Reichstag. She was not a democracy and did
not claim to be one, because the princes, through their pleni-
potentiaries in the federal council, could veto any bill and the
people could not overthrow either the ruling princes or the
cabinets appointed by them.

This characteristic of democracy is at the same time the
source of its strength and of its weakness. It is a source of
strength since it entails a certain degree of political and civic,
though not necessarily of social and economic, liberty and
equality; of weakness since it entails instability in the guid-
ance of public affairs. This is the origin of the typically demo-
cratic problem of administration. Any democracy faces the
peculiar difficulty of finding a way to establish and maintain
a consistent administration in spite of recurrent changes in
the majorities that determine the character and composition
of its heads. This difficulty exists neither for stabilized dictator-
ships and absolute monarchies nor for governments of the
prewar German type. It is peculiarly democratic.

In stressing this formal criterion as the very basis of the
present discussion I may provoke doubt and contradiction.
Ardent champions of democracy, both of liberal and of
equalitarian bias, sometimes declare that we should speak not
so much of the formal requirements of a democracy but rather
of its substance. This is a gratifying distinction. Substance vs.
form of democracy sounds promising and progressive. It seems
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boring to stick to a formal criterion. It seems irrelevant
whether we have a formal democracy if we but establish a
good substantial democracy. But I may point to the fact that
this is the very way in which the advocates of dictatorship
also argue. In a distinguished debating club in Germany in
1932 Professor Carl Schmitt, later one of the leading jurists
of the National Socialist government, asked the audience not
to dwell upon the form of democracy but on its substance.
Indeed, if we discard the formal concept, anyone who thinks
he has solved the social problem by some device might argue:
what I propose will bring about true substantial democracy;
let us usher in this plan by a dictatorship and we shall be
saved. Whatever this may signify for the good of the people
it does not mean maintenance of democracy, but its abandon-
ment—at least for a while. This is what communists as well
as fascists and National Socialists propose, what they declare
to be inevitable.

Is it inevitable? Serious thought should be given to the ques-
tion of whether a democratic country may meet the new eco-
nomic and social demands without abandoning democracy;
or what restrictions of democratic forms are necessary. In the
field of administration such thinking may lead to a recon-
sideration of the present constitutional limitations of majority
rule, so as to free administration from particular handicaps.
Adoption of a policy of collective efforts may call for new and
different limitations in specific precincts in order to secure
consistency, both of the plans and of their administrative exe-
cution. It is the task of science to discuss the formulae for
such potential future development, lest in some profound
crisis democratic government should be superseded in all fields
for lack of preparation. All American democrats, whether they
be friends or foes of collective views, ought to be equally inter-
ested in making it quite clear that if necessary such views can
effectively be put into practice also under a democratic sys-
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tem, and that therefore collectivist creeds in economics do not
necessitate the transition to wholesale anti-democratic systems.
For one hundred and fifty years it has been the strength and
the main distinction of American political life, in comparison
with the major continental European states, that practically
all citizens have acknowledged democracy as its worthy basis.
Unless it is equally acknowledged that democracy does not
necessarily stand in the way of collective efforts, this vantage
ground will be lost and democracy will have no chance of
remaining the common, universally accepted basis of Ameri-
can thought.

Such a way of looking at the economic problems may lead
a democratic legislature more or less to sever individual
branches of administration from their connection with politics,
to make them more or less independent of the changing heads
of the government. But this should not fool us into evading
the formal criterion of a democracy. If it should some day
happen that the right to change the heads of administration
by the free use of voting power is denied in all important
fields, from that day we should no longer be justified in speak-
ing of a democratic government, however glorious the real
or alleged “democratic” achievements might be. Democracy
would then have been transformed, not necessarily into a
dictatorship but perhaps into a constitutionally limited autoc-
racy or some new type of government; democracy would be
gone.

Hence the importance of the problem: how to combine a
system of changing governments with the organization of an
efficient and impartial administration, in a period of expan-
sion of the administrative functions. It is this expansion of
administrative functions that gives the problem its special
urgency. Laissez faire as an economic tenet fitted in excellently
with the administrative peculiarities of democratic govern-
ment. If government must not interfere at all with business
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it does not matter that government may often change. The
more intervention, however, the more important the implica-
tions of changes will become.

It is, then, no casual chance but a deeply logical develop-
ment that the question of a reform of American administra-
tion is just now being pushed to the fore from many sides.
The structure of administration, expanding in scope under the
new demands, cannot be left as it is without seriously endan-
gering democracy. Shortcomings that could be overlooked
indulgently in a small administration with few functions, can-
not be passed over now when administration is growing and
assuming huge collective tasks. It must be made an efficient,
flexible and economical structure, competent in every part and
commanding confidence in its impartiality and incorrupti-
bility. To realize this goal under changing governments means
to detach the public employees from the political parties and
to make them “neutral.” It means further that the employees
must find before them when they enter public service satis-
factory chances for a career service on the basis of merit.
These are the well known suggestions for avoiding the Scylla
of inefficiency. I shall go into a few particular points concern-
ing this side of the matter before turning to the Charybdis
of bureaucracy.

It is futile to discuss whether administration in a democ-
racy should be political or non-political. What is political, what
is non-political administration? It could be answered that
nation and state are political bodies and that any service ren-
dered to nation and state is therefore political. Such an answer
would not be merely a play on words. Even services appar-
ently neutral have an innate political character that may
emerge on particular occasions, as when the country is at war
or has to face revolutionary movements or a great strike. Neg-
lect of duties or participation in a strike involves different
issues when the government is the employer and when a
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private entrepreneur is the employer. Even the normal func-
tions of administration do not permit a clear differentiation
between political and non-political activity. To believe so
would oversimplify the matter. If the head of the treasury
tells his adviser that he needs a billion dollars, the adviser
may perhaps restrict himself to answering: “Mr. Secretary,
you may get the money by the following four or five different
ways; the raising of it would take this or that period of time;
the implications would be such and such.” The actual de-
cision, including the judgment on political issues, would then
be made by the head of the department. But as a matter of
fact it is scarcely possible for such advice to be completely
neutral. The enumeration of advantages and implications
usually includes a conscious or unconscious evaluation, and
any such evaluation is politics. Few definite solutions can be
contributed by science. The definite contributions of science
are of course of the highest importance, and they should be
known and followed. But they cover only a small part of the
many administrative decisions that must be made every day,
and beyond this narrow field politics and experimentation
begin. If a counselor advises his superior to take a strict or
broad view in applying the constitution, to place higher or
lower burdens on income, to restrict or extend public works
or relief, to promote a compromise in foreign policy or to
enforce a point, no complete scientific neutrality is conceivable.
Evaluations are always included. Even the construction of a
building by such an apparently neutral body as the Tennessee
Valley Authority involves a great many decisions that are not
merely scientific. Whether the buildings of federal authorities
should be monumental or very modest, whether the bureaus
should be meagerly outfitted or imposing, these are political
questions. So also are the rulings on the scale of wages or
on the rates for electric current.

Since the situation is so complex it might seem necessary



224 POLITICAL AND ECONOMIC DEMOCRACY

to reject any distinction between political and non-political
administration. But however this may be, there is a funda-
mental difference between political and non-political em-
ployees. It is the very duty of the political employee to decide
questions of evaluation and of politics. The non-political em-
ployee must prepare the matter or execute the decision, and
it is part of his duty to do this as objectively as possible and
to avoid contested political evaluation. He is responsible for
seeing that nothing is overlooked that can be contributed by
science, by expert knowledge, by factual information or by
logical reasoning. The high development of this kind of work
is of the utmost significance for progress. What was done in
the period of enlightened absolutism by scholars and high
officials of a scientific mind to introduce the results of science
into the political sphere, has to be done in enlightened democ-
racies by the same kind of men. It is their duty to point at
everything that is rotten, or that can be superseded by “better
thinking.” Despite all limits to objectivity set by human
nature, democracies need public employees who by their train-
ing, by the assignment of their duties and by their honest will
are confined to the non-political part of the work of public
administration.

If we draw such distinction, not between political and non-
political administration, but between political and non-politi-
cal employees, it is clear that the positions of the latter should
be strictly independent of party connections. At first sight this
principle seems to be recognized in the federal service of the
United States. The majority of the federal employees are in
the classified non-political service, the incumbents being se-
lected by methods of competitive examination, protected
against arbitrary dismissal and prohibited from any kind of
political activity. Many details of the federal regulations set a
model for other countries. But there is much left to be desired.
Only ten of the forty-eight states and a few counties have a
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classified service at. all. In the federal service the number of
unclassified positions is great and has increased with the re-
cent increase in administration. Particularly among the more
attractive kind of positions many scores of thousands are left
to patronage, positions which otherwise would attract the
lower or younger employees because they offer them rewards
for merit or which could be utilized for a systematic training
of good administrators. The British and, to a degree, the
French, the north European countries and Switzerland, have
proved that in a democracy the number of political directors
and advisers can be concentrated in a few central key posi-
tions while everything else is left to non-political employees
of the neutral character. Thus the question of how to abolish
the remnants of the spoils system has gradually become a pre-
dominantly American problem instead of, as formerly, the
universal problem of democracy. Not only do shifting ma-
jorities want a reward for their soldiers, but also the leader-
ship of the president has to a certain extent been connected
with his whip hand over patronage. Much will depend upon
whether this organic difficulty can be overcome.

But if we succeed in avoiding inefficiency and partisanship
there still looms the Charybdis of bureaucracy. The growing
apparatus of administration may develop momentum of its
own and slip from political control. Can this be safely
avoided? Structural devices and education can go far toward
nullifying such a potentiality, as has been shown by Euro-
pean experience and also by able suggestions of American
scholars. But more than this is necessary.

Any democracy needs a real integration between the people,
the democratic institutions and the administrative service.
When this service is detached from party allegiance ties are
broken which, though objectionable, are nevertheless tradi-
tional bonds which in the United States have connected a
large number of the civil servants with the people as a whole.
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Thus negative action alone will not do. In building up a
permanent civil service the United States must see to it that
a living connection between the people and the public em-
ployees is maintained. Here I wish to emphasize a point which
I consider of great importance. There is a tendency among
many who cling to the ideals of individual liberty to think
of civil service with a kind of contempt, and it is important
that this attitude should change. A civil servant must, to be
sure, sacrifice a certain part of his own freedom when he
undertakes to serve the collective needs of the people; but this
is a sacrifice for the sake of democratic principles, not a sacri-
fice of the principles themselves. It is essential to the very
maintenance of democracy that the machinery of the state be
run by persons who hold democracy in high regard and who
are themselves respected for their services. Democracies, to be
safe and well founded, must be run by democrats. If men and
women are not willing to understand this, or are content to
leave public administration completely to those “who are dif-
ferent,” the principles they stand for cannot long endure.
Aversion to the restrictions of individualistic freedom which
are necessary in civil service has always been notable, and
not only in this country. In Germany a few years before the
war, when a certain young graduate entered the civil service,
I remember a liberal among his acquaintances remarking,
“What a pity; he was such a nice fellow.” The young official
himself felt pitiable, even though his branch of administration
was carried on in a spirit of freedom. For many years he felt
a barely concealed reluctance to civil service, out of deeply
rooted disposition to personal liberty, out of love for indi-
viduality unstamped by any state office. And he saw with sur-
prise how much better off were his conservative companions
who were not troubled by this need for freedom. He resolved
to overcome it himself and to stay, but not many of his kind
did. Such experiences foreboded the fact that when Germany
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would turn democratic there might not be many democrats fitted
for civil service. And so it was. After the war there were good
democrats available as ministers or heads of offices, but seldom
could able men of democratic spirit be found to fill the sub-
ordinate official posts of the second line. There were many
adherents of the new republican regime who were devoted
to ideals of liberty for the individual and who believed that
therefore they were good democrats; but they were generally
not useful types of public employees, ready to serve with that
degree of anonymous discipline and co-ordination that is in-
dispensable in the public service. For the lower grades the
trade unions presented recruits accustomed not to think in in-
dividualistic terms. For the higher positions, however, outside
the more conservative traditions, a corresponding current ran
short.

Certainly in the United States the traditional public em-
ployee is different from the German type. But here as else-
where, and even more than elsewhere, the individualist tends
to hold civil service in some contempt, thinking himself to be
the better democrat for his unfettered love of personal liberty.
This attitude is dangerous and preposterous. He alone is a
good member of a true democracy who is able to be a member
of the civil service himself, ready to resign his individual lib-
erties to the extent required in that service, or at least feels in
a positive way toward those who take charge of the official
functions and readily considers himself as part of an integrated
unit with them. It is important to have the civil service com-
posed of all classes of the people. Each should send some of its
best members into the civil service and no family should on
principle exclude itself from this duty, from this honor.

If we can attain and maintain a tradition of living affilia-
tion between the civil service and all classes of the people,
and a spirit of political neutrality in the public employees, we
need not fear that non-political employees will establish a
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“bureaucracy.” All employees would be led politically by poli-
ticians who would head the branches of the service and would
be controlled directly and indirectly by the people. Here
again we are on the firm ground of the proved experience
of Great Britain and other countries, experience which is
highly encouraging even though the desirable integration be-
tween the civil servants and all classes of the population has
not yet been sufficiently carried through anywhere.

In short, then, public administration needs a fundamental
overhauling of its machinery in order to meet the new re-
quirements in the economic and social sphere; without such
overhauling democracy, like any other form of government,
would be seriously jeopardized; the necessary reforms involve
certain new perils for democracy, but wise methods and popu-
lar co-operation can avoid these perils. These conclusions are
easily stated but they are difficult to transform into actual
practice. Summoned to achieve this transformation the crea-
tive spirit of democracy is put to the test.
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GOVERNMENT BY LAW
By Max Ascoli

IN ORDER to define and to grasp social phenomena social
science must subject them to certain principles of conformity;
in order to derive from them a possible program of action it
must, implicitly or explicitly, be imbued with some conception
of possible legislation. The difference between practical legis-
lation promoted by politics and theoretical legislaton sug-
gested by science lies in a different degree of precision. From
scientific analysis comes the description of a more or less
wide range of possible lawmaking; the social scientist tries to
define and to clarify the contour of his field, and within this
area he conceives as possible various alternative lines of legis-
lation, while the practical legislator chooses from the realm of
possible laws that particular one which is made expedient by
the circumstances. Social science must pay for its greater
range by the imprecision of its legislative results.

The task of transposing scientific findings into strictly legal-
istic terms, and of correlating them within the frame of a
legal system, may seem only a calligraphic exercise. But the
task of legal thinking is not merely to index and classify what
the other social sciences report. When in a scientific analysis
of economic democracy the various suggestions and implica-
tions are compared, the system resulting from them may
show some incompatibility with democratic patterns. To clear
this ambiguity legal thinking has to determine the range within
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which political institutions may be called democratic. Legal
thinking is itself a branch of the social sciences and its find-
ings or legislative results are of them all the most theoretical
and abstract; yet they furnish the only instrument for testing
whether specific institutions assumed as democratic embody
or jeopardize the democratic ideal of life.

In political science as well as in political practice the time
of reckoning inevitably comes when the underlying political
implications in social and economic reforms have to be made
explicit. Partisan politics in the United States has become
aware of this, and the attention of the nation has been awak-
ened to the political consequences inherent in the increased
governmental control of business. It has frequently been
stated that the nation must choose; it is declared that a policy
of economic isolation and of government control over the
most important economic activities, aiming at making produc-
tion adequate to the eventual demand, would entail a redefini-
tion of political liberties, and that this redefinition could hardly
avoid being a curtailment.

The focal point where all these tangles of political implica-
tions can be unraveled is the constitution. In speaking of con-
stitutions I have especially in mind the American, only be-
cause it represents the case in a most exemplary way. The con-
stitution of a democratic country is the firm obstacle which all
economic reforms and all programs of legislative political
action must finally encounter. It is the final point of reference
in the movement of political and legislative evolution, the
highest platform from which a view of the whole national
activity is possible. This superiority of the constitution, and of
the court which has the supreme authority of declaring its
meaning, is only indirectly related to the specific text of the
document or the date of its birth or the particular provisions
regulating the amendment of its clauses. Whether the docu-
ment is detailed and prophetic enough to foresee and com-
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pass the national emergencies, whether it is broad enough to
absorb the new contingencies through loose interpretations—
this is of limited importance. What is really important is
that the constitution makes legitimate and continuous the
control upon legislation, that in its written text and in its liv-
ing reality it embodies the supreme rule of the political game,
the condition which gives to the political life of a country its
specific character.

The so-called political freedoms are considered constitutional
freedoms, and this in spite of the fact that sometimes they are
not mentioned in the written constitution or are not coeval
with the rise of the constitutional tradition. What is meant
is that the constitution is the only section of the political
structure of a country wherein political freedoms have a con-
crete reality. We cannot conceive of freedom in every section
of a legal system, no matter how liberal it may be, nor can we
conceive of political freedom in every phase of political devel-
opment. A system of law merely defines the most important
alternatives that the citizen may face when acting socially,
and establishes their differential cost. Laws are rules of the
social game; the designation and limitation of the risks act
as a protection and a warning. If this is freedom it is only
a very negative and artificial image of it. The crossing of a
street when there is a green light is an example of this kind
of freedom—action following the line of minimum possible
danger. Above all, there is very little freedom in the daily,
technical routine of politics. There is, however, political free-
dom, permeating the legal system, when the citizens can
appeal for their grievances to the very principles upon which
the whole of the state lies, and when they can exert a direct
and conscious influence on the whole governmental policy.
These two conditions are linked by the idea of one essential
right: the right of self-defense with power to act, The citizen
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enjoys political freedom when he is equal to the political
whole, with no superior.

This freedom is always potential, and the actual enjoyment
of it is inevitably intermittent. A few participations in electoral
contests during a lifetime may signify to a man his right and
power to influence the whole; while he casts his ballot he is in
reality identical with the whole, but immediately after the
counting of the ballots he is again a part. Elections have a
meaning because they do not happen every day. The same
can be said of the citizens’ right to link their grievances and
hopes to the principles on which the state is built. This right
presupposes the conception that the citizen is equal to the
whole, but his equality could not be an everyday enjoyment
without complete disintegration of the social life. The mo-
ments when the people vote, the occasions when the people
challenge the administration of justice are nevertheless sufhi-
cient evidences of the existence of political freedom.

The only test of whether or not a given regime is tyrannical
is the observation of whether or not such moments are actually
realized. The regime in which they are possible is called a
government by law. Government by law does not mean a
robot system wherein political life moves determined by out-
worn traditions. It is a regime in which everyone enjoying full
political rights can at times challenge or modify or face as an
equal the source of all political authority and political offices.

What distinguishes constitutional from ordinary or statu-
tory legislation is a substantial element, a specific content: the
legal and political articulation of freedom and equality. This
articulation may be represented by the written articles of a
rigid constitution, or by jealously guarded traditions and sym-
bols. The difference is not of great importance because even
a written constitution, if it is enduring, tends to be trans-
formed into a tradition and a symbol, drawing its strength
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from the habits and from the imagination of men. To follow
a constitutional tradition does not mean passive obedience to
rules formed at other times and in different circumstances; on
the contrary, it is the highest expression of freedom, because
it allows those endowed with full right of citizenship to meas-
ure themselves as equals to those who founded and those who
carried on the constitutional tradition. The longer the past, the
greater and more concrete is the freedom that the citizens
enjoy. The freedom of those who start a tradition is bitter and
insecure.

Political freedom is necessarily limited, not by any external
limitation, such as public order or respect for popular and judi-
cial decisions, but intrinsically, because the right and power to
modify the course of political life can be guaranteed only by
that written or unwritten section of a legal system which is
called the constitution. Since political freedom is focused on
a limited, specific point of the legal system, and acts intermit-
tently, many are inclined to believe that it is illusory or peda-
gogic or bound to the occasion of its original formulation, and
at all events insufficient, They ask for more freedom, for new
popular rights and for wider popular power, They resent the
check on politics exerted by constitutional traditions and rep-
resented by organs which are too slow in registering the
popular will. They would like to have freedom not at inter-
vals but twenty-four hours a day, and to measure themselves
not according to old traditions but according to always new
ones. This tendency to think in one flat dimension, to forget
that political freedom is limited and rests on the abstract prin-
ciples of a regime of law, is one of the most powerful elements
leading to the unpredictability and lawlessness of the regime
of men.

A regime of men must formulate its commands in terms
of law, for positive categoric law is the specific language of
political power. The difference between a regime of men and
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a regime of law is one between a haphazard kind of legisla-
tion and a legislation checked by the will to continuity. A
constitution in a regime of law provides a frame for the fu-
ture of a nation and attempts to establish a conscious solidarity
of interests as well as sentiments among the successive genera-
tions. A regime of men, that is, a regime of contradictory
and insecure laws, keeps going by selling short the nation’s
future. The need for efficiency and the requirements of tech-
nology are among the reasons advanced by many in our time
in favor of a regime of men, as if law, and particularly con-
stitutional law, were not the necessary form and the unavoid-
able technique of every effective political action. The asser-
tion so frequently repeated that a government cannot help
being a government of men, because it must be represented
by individuals is, worse than a truism, a triviality. Govern-
ment means rule and measure according to certain standards.
If the standards of measure are not offered by law, they are
provided by violence or trickery.

A regime of law can be either liberal in the strict historical
sense, with active political citizenship granted according to
definite qualifications, or liberal and democratic, with every
adult citizen endowed with political rights. The transition
from a regime of law to a regime of men is particularly easy
when the qualification for active citizenship, with all its in-
herent rights, is extended to every man and woman living in
the country, that is, when we have democracy. When these
rights are spread among all the citizens they are in constant
danger of being diluted and lost. A large number of citizens
in the great democracies of our time have only a remote pos-
sibility of getting an approximate knowledge of the political
whole. The idea of democracy has always been difficult to
define, even for Aristotle, because of the tendency that every
democracy has of obliterating the boundary line between a
regime of law and a regime of men, and of shifting from the
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former to the latter. The regimes of men are sharply defined
today by specific connotations—a situation which clarifies the
reasons why democracy must adhere to the features of the
regimes of law.

Those who would like to extend the moments of freedom
to the twenty-four hours of the day are the most restive under
the checks imposed by a regime of law. It is not enough, they
say, that active political rights be granted to every citizen of
age; the rights thus enjoyed are merely political, formal;
political equality has little meaning if it is not integrated by
the greatest possible economic and social equality; and what
does political freedom mean if it is not substantiated by eco-
nomic freedom? Such ideas and formulae sweep the political
debates of our day. It would be futile to deny their moral and
practical basis; yet the emotional confusion which accom-
panies them needs to be kept in check by some clear, un-
equivocal principles. If democracy is not to fall to the level
of a regime of men, it has to be formal. Freedom in social
life can be organized only as political freedom. What is called
economic democracy is either a specific form of constitutional
political democracy or it is not democracy, at least in the
minds of those who think of democracy as a regime of law.

Of the two types of a regime of law, the democratic is more
formal and needs to be more formal than the strictly liberal,
if it is to be efficient. A liberal ruling class in a country with
no universal suffrage moves along a path bordered by tradi-
tions; the limitation of the electorate is in itself a guarantee
against too sweeping changes. A democracy, on the contrary,
is never officially and outspokenly linked to a specific class,
and it constantly tends to overflow from the strictly political
sphere where it belongs to the social and economic spheres of
activity. As a defense against itself a democracy needs the
frame of a constitution. As Aristotle said, regimes tend to turn
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into their opposites if the political principle which they repre-
sent is allowed to develop to its bitter end. There are actual
or potential checks in social tradition or in the economic
structure of every regime: absolute monarchy has its way-
wardness protected by feudal or bureaucratic institutions; the
absolute equality of a proletarian dictatorship is mellowed by
the differential scale of rewards and honors. But a democracy
is always exposed to the vagaries of its “one hundred per
centers” who want freedom extended to every hour in every
field of activity; no other regime is as much exposed to the
blasts caused by dangerous associations of words.
Democratic freedoms, no matter how extended, have
strength only in so far as they are formal, in so far as certain
political goals have been transformed into legal norms. These
norms in turn can guarantee political freedom only in so far
as they are constitutional, that is, in agreement with the su-
preme principle which asserts the equality of all the citizens
before the law and of each citizen before the political whole.
In other words, democratic freedoms, like all political free-
doms, cannot be judged in relation to the number of rights
obtained by the majority of the people, but can be evaluated
only in relation to the constitutional principle that guarantees
them. The greater the demand for popular franchises and
rights, the greater is the need for- constitutional control; only
through a vigilant use of this control can the danger be
avoided that democratic rights may turn into a chaotic redis-
tribution of privileges. But the “hundred per centers” of
democracy desire to do away with every impediment, and to
march speedily toward a “real,” “modern” or “twentieth cen-
tury” democracy. Thus it may happen that in the effort of
conquering equality or freedom in the economic or in the
social field, equality and freedom will be destroyed in the
political field, and that the conquest will appear empty be-
cause deprived of a point of reference and a warrant. There is
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only one type of equality and freedom; it is political, and is to
be found not in the whole body of a legal system but in the

formal principles of a constitution.

We frequently hear apologies for the weaknesses of demo-
cratic institutions, for the incomplete, inadequate freedoms,
not in accordance with liberal or democratic ideas. Political
representation is deemed unsatisfactory, new devices like pro-
portional representation, primaries, the referendum, are con-
trived. I do not question the importance of perfecting the
legal machineries which are to make democratic ideas work-
able; but the sentiments which prompt these ameliorations
are generally misleading. Democracy can be served only by
making its formal principles active and able to face the con-
tingencies of life, not by multiplying regulations on the con-
tingencies of life. The way to defend democracy is to learn
to interpret its development in terms of its liberal potentiali-
ties, to understand and stress the moments when political free-
dom has its reality, to keep it workable within its limits, con-
centrated in a few constitutional principles.

What is envisaged as economic freedom is actually a redis-
tribution of wealth which will diminish the privileges of the
few for the sake of the underprivileged many. This demand is
imperative not only from the moral but even from the eco-
nomic viewpoint in our era of mass consumption. Yet every
redistribution of wealth may turn into sheer destruction of
wealth and into the disruption of social unity through civil
wars. Political freedom, on the contrary, is the main guarantee
of social cohesion. The citizens are not only equal before the
law, as is traditionally asserted, but in certain specified mo-
ments, when reminded that they are the makers of it, they
are equal to the law. The constitution has to be supreme in
order to allow the citizens to be equal to its rules. This seems
to be a paradox and yet is the real test of a constitution; it



238 POLITICAL AND ECONOMIC DEMOCRACY

must be so well balanced that at certain times the will of the
single citizen may weigh as much as the whole legal system.
This equality is an objective measurement; it guarantees that
every increase of political freedom is an enrichment of all the
members of the community, gained at the expense of no one.
A movement for the redistribution of wealth can avoid turn-
ing into sheer destruction if it is kept within the limits of
political freedom; this is perhaps the only way in which the
many may attain economic advantages from the few without
disrupting social cohesion, because the few remain as part-
ners, with their own share of chance and of success.

It is said that political freedom and equality must be trans-
lated into economic and social terms. It would perhaps be
more exact to say that economic and social freedom must be
linked to political freedom and subjected to the rules that the
game of political freedom demands. Even religious freedom
has meaning and reality only if linked to the principles and
traditions of political freedom. The edicts of tolerance of
autocratic sovereigns can be easily granted and easily revoked.
The function of political institutions is to give direction to all
the main currents of social life; they can exert this exemplary
guidance when in their own realm they are supreme enough
to provide general standards, and when on the other hand
society is free enough to translate in its own terms the re-
ceived direction. The very function of democratic constitu-
tional principles is to erect a dam controlling the passage from
political to social, so that slowly and steadily the manifold
social experiences may take their inspiration from the highest
democratic pattern.

This does not mean that the barrier between what is politi-
cal and what is social has to be a Chinese wall; neither does it
mean that constitutions are not subject to change in their text
as well as in the interpretations given them. On the contrary,
constitutions can be interpreted only in terms of change, pro-
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vided that change itself be firmly conceived as a function of
the idea of democratic freedom. In our time there is an ob-
vious trend toward a growing governmental control of busi-
ness and of economic life in general. The dividing line between
politics and economics constantly tends to move in the direc-
tion of a stricter control of economics by politics. But it does
not necessarily follow that a free grant of radical legislation
is to be offered to the most aggressive political forces, or that
the whole field of economics is to be settled and colonized by
political authorities. The significance of the present trend of
politics is that certain economic aspirations—such as the mor-
ally proper and politically irrepressible demand for a mini-
mum security for every man, regardless of the vicissitudes of
illness or age or business cycles—assume the dignity and power
of political rights. Such presumptive rights thrust themselves
toward the constitution because they want to become constitu-
tional; their enduring strength can be established only if they
are linked to those basic principles which in a democracy
guarantee the freedom and equality of a government by law.
Therefore for their own protection they must be subject to
that investigation of their constitutionality which they im-
plicitly demand.

The instrument which performs the investigation of con-
stitutionality may be a supreme court or a debating parlia-
ment; the difference is not of great moment if it be remem-
bered that behind the different actors representing the ulti-
mate power the same chorus, public opinion, gives inspiration
and resonance to the final decisions. What is essential is that
the new rights be subjected to analysis. Are they of such a
character that their articulation into legal institutions would
or might result in the total control and absorption of social
and economic life by politics? 'To what extent will the organs
which are set to guarantee social stability decide about the
everyday life of the citizens? Aside from those public organs
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which are to give them assistance, have the citizens a wide
range of ways in which they can face the chances of their
lives? Are the citizens allowed at certain times to face as
equals, with no superior, the government from which they
receive or expect a large amount of their sustenance? Or is the
attempt to translate political liberty and equality into every-
day economic and social terms a conscious or unconscious
attempt to extinguish those two supreme rights? No matter
under what specific technicality the test of constitutionality
may be organized, it is made indispensable by the urgency of
such questions.

If it be granted that constitutional law is distinguished from
ordinary law by its inner substance, it follows that its techni-
cal check on new laws is in terms of the principles of free-
dom and equality. This check does not confer any dictatorial
power on the men who are to pass a final verdict on consti-
tutionality. These men have to be constantly aware that their
technique is only an instrument of superior principles, there-
fore tentative and likely to be erroneous. The questions raised
by the claims of economic democracy can be answered only
when a set of constitutional legal rules absorbs and clarifies
their tumultuous vagueness. This process transforms economic
democracy from an economic and social problem to a legal
problem by couching it in those terms which make a solution
possible.

The movement toward economic democracy aims at certain
constitutional reforms; a set of legislation deeply affecting eco-
nomic life for the sake of collective social and economic
security is presented as a natural outgrowth of political free-
dom and equality. Economic democracy wants to become
political, to be interwoven with and guaranteed by those basic
formal laws which are untouched by shiftings of opinion. It
does not necessarily entail a loosening of the constitutional
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form of government in favor of a managerial system of
national planning; rather, it offers a wider meaning to the idea
of government by law because of the new content which the
idea is compelled to embrace.

Whether such an enlargement of political democracy can
be organically linked to the formal principles of government
by law or whether the mirage of a perfect and flat democracy
will bring about the downfall of democracy, can be judged
only in view of the traditions and strength of the various
countries. Possibly the need for economic democracy, by sub-
mitting to a crucial test the institutions of each democratic
country, will reawaken the conflicts that those institutions had
to face when they were being shaped. In America it seems
that the battle of the Federalist is now being waged again. In
England the movement for economic democracy has been on
its way, slowly, powerfully and organically for more than half
a century as a gradual extension of the granting of franchises.
In Germany political and economic democracy, granted by
the authorities and promoted by chance, arose almost simul-
taneously and failed simultaneously.

The United States is a pluralistic country. Its multiplicity
of organized interests is fostered by the vastness of its terri-
tory, by the variety of choices which competitive capitalism
offers to the consumers, by the not yet extinct traditions of
territorial and vocational self-government. The need to co-
ordinate this multiplicity is met by giving wide power of con-
trol to quasi-legislative and quasi-judicial boards or commis-
sions or specialized authorities. Some final power must bring
order into these many new sources of law; otherwise the eco-
nomic and social jungle would be translated into a legal
jungle. It seems likely that the movement toward economic
democracy in the United States will effect an increased con-
trol by the judiciary; it demands this control even though it
bitterly resents it. The power of the Supreme Court was auto-
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matically increased by the tentative character of the emergency
legislation, and it will the further increase the more commis-
sions and authorities are put on a permanent basis. The more
numerous the sources of legislation, the more pluralistic the
country becomes and the greater its need for a final control
on legislation. Reformers themselves sharpen the blade which
cuts deeply into their work. Thus no matter what the motives
of the emergency or reform legislation, no matter how radical
the intentions of its promoters, the idea of economic democ-
racy in the United States will receive meaning and efficacy
only from the judicial reformulation of those abstract princi-
ples of freedom and equality which endure through the in-
creased multiplicity of institutions.

All this, of course, is suspended in a series of ifs. If the
government remains government by law; if the individual
citizens can be certain that at specific times and according to
specific forms they are in literal truth equal to the political
whole, with no superior; if democracy can be forced by poli-
ticians as well as by social scientists to remain liberal and con-
stitutional and not to follow its dangerous tendency to turn
into a regime of men.



15
LEADERSHIP IN DEMOCRACY
By Albert Salomon

IT IS characteristic of every school of political thinking to
move in opposition to a pre-established school, to shape itself
in terms of contrast-ideologies. With the beginning of demo-
cratic movements democratic theorists contended that the
triumph of democracy would mean the destruction of tradi-
tional political behavior patterns. But it is not hard to see
that this was a contrast-ideology arising merely in opposition
to the principles and values of monarchy and absolutism.
Democratic governments, like all other governments, are
based on leadership and authority and also on the particular
habits which they succeed in having accepted by society. The
differences between pre-democratic and democratic societies
are differences of the economic and social structure and of
intellectual and spiritual attitudes.

In regimes based on a unity of military and political rule,
leadership and authority are determined by the behavior pat-
terns of a military feudal class—command, obedience and
loyalty. Even under absolutism, the rationalized and secular-
ized form of feudal and military rule, these habits of social
behavior are at the basis of government. In monarchies and
aristocracies there are always certain social groups which take
to themselves the monopoly of political power, but ruling
dynasties and aristocracies may retain their leadership of the
body politic only so long as there is social consent, based upon
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the particular religious belief or other established guides of
behavior, Thus the closed social system of a military nobility,
such as the Prussian Junkers, and the clever merchants com-
prising the aristocracy of Venice, represent different types of
political rule. These aristocracies were elite in the rigid sense
of a closed social group binding the whole of society under
their leadership. Like all elites they created a social image
which became the standard even of their own behavior. As
Jakob Burckhardt observed repeatedly, there can be no aristo-
cratic elite without a trend toward asceticism as a guarantee
of social distance. This type of ruler must always keep himself
at a formidable distance from the subjects of his domination.

The primary difference between democratic and undemo-
cratic types of government is the lack of such a closed social
system and a monopolistic ruling class. A further difference
is that democratic government is intended to embody and
interpret the popular will, without the irresponsible imposi-
tion of a privileged will. Finally, democratic rule abjures vio-
lence, striving to reconcile conflicting forces and to shape them
into a responsible political opinion. In achieving this, per-
suasion and discussion are of the utmost importance, and thus
also the quality of the democratic rulers. The democratic rulers
are leaders in so far as they are the representatives of a homo-
geneous society of citizens, prompting their political decisions
and influencing them by personal qualifications. Hence demo-
cratic government is typically neither a mere technical ap-
paratus nor a passive instrument of the sovereign nation. The
nation may suggest the general tendencies of politics through
the ballot and the various other channels of public opinion.
But the concrete political achievements must remain to the
ruling leaders, men who are capable of free decisions in mak-
ing use of their limited responsibility. The selection of leader-
ship is intended to be realized by free competition, not monop-
olized by a ruling class.
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It is true that no democracy has ever achieved completely
free competition in the selection of its leaders. Even in the
mass democracies of our time not all groups have achieved
the same degree of organization and representation; certain
groups—skilled workers, farmers, intellectuals—may attain to
a political power out of proportion to their numerical strength.
Moreover, in modern society the pressure of economic factors
is so powerful as to make difficult disinterested political
activity. Politics has become a profession instead of a calling;
the statesman has to be completed by the politician, the repre-
sentative by the bureaucrat. Finally, the modern bourgeoisie
cannot have the unified political drive of the closed military
groups and aristocracies; its conflicting economic interests have
not the capacity of binding society under solidary purposes.
Nevertheless, in spite of all these disintegrating tendencies of
modern economic and social life within the structure of indus-
trial society, there are certain values and ideals which are spe-
cifically characteristic of democracy and which have a shaping
power on the conflicting elements of democratic life.

The assertion of this spiritual quality is based not on an
over-idealistic interpretation but on a consideration of democ-
racy in terms of its “ideal type.” The powerful influence ex-
erted on the course of society by cconomic intercsts and mate-
rial conditions cannot be denied, but the final decisions on
this course are always entrusted to representative individuals.
The mechanical adjustments of social life to economic con-
tingencies cannot be fully understood without realizing the
creative power of the individual mind. Thus in a democracy
leadership means an entirely human and responsible embodi-
ment of social and political relationships emerging from the
free development of society, and must grow out of a substan-
tial homogeneity in the body politic, based on an underlying
agreement concerning essential issues.

These general trends of democratic leadership are realized
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in forms which differ greatly in respect to the individual char-
acter of the nations. One important reason for these differ-
ences is the size of the state. Small political bodies are able
to conserve the ties of neighborhood and personal devotion
when electing their government and their officers, a kind of
social relationship within the political organization which is
evident in some of the cantons of Switzerland. A second
reason for difference is the presence or absence of immediate
pressure on territorial borders. In such countries as Sweden,
Norway, the United States, the emotional trends of national-
ism are not continually invoked, disturbing the rational and
peaceful organization of the social order.

Also of the highest importance are the various constitu-
tional forms and legal institutions. The differences between
English and American parliamentarism have a significant in-
fluence on the types of leadership and their selection. Where
the legislature is the essential organ of the constitutional
regime and is endowed with definite political responsibility,
influence and power it will always attract men of the highest
standard. For centuries the British Parliament has been a
school for political leaders. There more than in the parties the
successful politicians can reach national pre-eminence. Al-
though in England too, as an unavoidable consequence of
universal suffrage, many members of Parliament can do little
more than vote according to the commands of the party, the
plenary meetings of the House of Commons always create op-
portunities, through questions, speeches and debates, of dis-
covering the political qualities of outstanding persons. Also,
the work of the special committees reveals and promotes tech-
nical skill and political perspicacity. As long as the legislature
has this educational function it will always be able to produce
and select the political leaders.

The difference between French and English leadership is a
result of the different historical development of the society
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and culture of the two nations. In France since the period of
absolutism the jurist and lawyer have had the outstanding
place in political life, and since the eighteenth century this
position has been shared by the intellectual. In England, on
the other hand, leadership is based on a combination of the
traditional virtues of the nobility—self-respect, social and po-
litical responsibility, a balance between aristocratic rights and
duties and the rational utilitarian and moral qualities of the
middle classes. During the seventeenth century the feudal idea
of the gentleman was transformed into the Christian idea of
the gentleman, thus integrating the values of the growing
middle classes of the Puritan denominations into the aristo-
cratic traditions of political behavior.

Even the technical laws of election may influence the char-
acter of individual leadership. The small electoral district,
especially in France, has always been favorable to the political
rule of social notables, who enjoy personal prestige and more-
over are often economically free for politics. It has also the
negative effect of introducing into the legislature the very
limited and subjective interests of the population of the elec-
toral district. The large district, however, especially when a list
is to be elected which is put forward by the bureaucracy of the
parties, can readily tend to estrange the people from political
participation. The personal relationships between voter and
representative are almost always destroyed when the people
must elect a party, not a man of their confidence.

The trend toward bureaucracy, which has been so important
in modern economic life, was introduced into political life by
the “caucus” of Chamberlain. It has reached its most impres-
sive form in the machines of the American parties. But the
growth of technical experts and of political bureaucracies
within the parties, while it may make more difficult the rise
of creative leadership, does not prevent it. Politics requires
skill and intelligence, personal evaluations and the capacity
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to make decisions, and there is always a chance for the vital
type of leadership to push through the technical and bureau-
cratic apparatus of politics and become its ruler.

The United States is the only one among the great democ-
racies in which the legislative branch of the government is not
predominant but has to share the supreme political power
with the executive and judiciary branches. Political decisions
of the highest importance have sometimes been made by the
judiciary, especially the Supreme Court. In the development
of American history the highest court has often tended to
exert a check upon changing political impulses and economic
needs, but even in this negative function it has served to em-
phasize the values of continuity and sober reflection. In the
history of the Supreme Court there have been men of the high-
est intellectual and moral standards, motivated by social and
political responsibility and by the deepest devotion to the spirit
of law, and nevertheless able to integrate new social tasks into
the framework of the Constitution. It is significant that Mr.
Justice Cardozo, himself one of the outstanding contemporary
leaders of the American judiciary, has repeatedly emphasized
the personal and sociological nature of the judicial process,
and that in this connection he has quoted from Theodore
Roosevelt’s message to Congress on December 8, 1908, a state-
ment which is almost a definition of judiciary leadership:
“The chief lawmakers in our country may be and often are
the judges, because they are the final seat of authority. Every
time they interpret contract, property, vested rights, due proc-
ess of law, liberty, they necessarily enact into law parts of a
system of social philosophy; and as such interpretation is
fundamental, they give direction to all lawmaking. The de-
cisions of the courts on economic and social questions depend
upon their economic and social philosophy; and for the peace-
ful progress of our people during the twentieth century we
shall owe most to those judges who hold to a twentieth cen-
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tury economic and social philosophy and not to a long out-
grown philosophy which was itself the product of primitive
economic conditions” (The Nature of the Judicial Process, p.
171).

The president embodies the more specific type of political
leadership. Although he is the leader of one of the political
parties, by virtue of his office he assumes the leadership of the
entire nation. If he is strong enough to free himself from the
partisan influence of powerful economic groups and organ-
ized minorities he may unify the nation and direct its course
toward a realization of the democratic conception of life.
Jefferson and Lincoln and Wilson are outstanding examples
of this superior type of creative leadership. Certainly there
have been some presidents who have fallen short of this ideal,
but it may still be contended that these presidents who did
not reach the dignity of creative leadership have been repre-
sentative of certain common characteristics of their times and
of certain prevailing sentiments in their country. It is perhaps
one of the most typical features of a well established political
regime that it can both offer possibilities to creative leadership
and survive the rule of executives who are not leaders, From
this point of view American democracy has proved con-
clusively that it can utilize great men, avoiding any arbitrari-
ness inherent in their virtues, and mediocre men, avoiding any
damage inherent in their shortcomings.

The members of Congress are less likely than judges and
presidents to reveal the qualities of an outstanding leader.
The restriction of the power of the House of Representatives,
the stringency of its procedure, its necessarily close co-opera-
tion with the political machine have made difficult the free
play of that personal element which enables a legislator to
reach national stature. In this respect the Senate, whose mem-
bers share in the appointment of the highest federal officials,
exert a strong influence on foreign policy and play an im-
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portant role in the party organization of their state, offers
wider opportunities. The American Senate can be considered
as a training ground for potential presidential nominees and
also as a field of action for men who failed of nomination,
or were indifferent to it, but whose national influence proved
to be a source of political inspiration. Certain members of the
Senate who failed of election to the presidency, such as Clay
or Douglas or La Follette, have embodied a spiritual power
that sometimes proved to be deficient only because it was ex-
pressed too early. It is regrettable that many unsuccessful
candidates to the presidency have not found the opportunity
to serve their country as senators. Many outstanding talents
have been wasted or frustrated in the bitterness of unsuccess
which could have found appropriate application in the
Senate. It has been too frequently repeated that American
democracy does not produce great leaders. Perhaps it is better
to say that it has been careless in their utilization.

It is possible to say that democracy, as it is typically exempli-
fied in America, has during the course of its existence done
much to multiply the obstacles to creative leadership, with
damaging results on the efficiency of government and on the
prestige of political institutions. This is a subject of persistent
complaint by the critics of democracy, whether they be
friendly or unfriendly, but it would be unfair to denounce
this tendency once more without trying to see its far-reaching
implications.

Historically democracies have always lived through a fear
of tyranny. Short tenure of office, written or unwritten prohi-
bitions of re-election for a second or a third term, ostracism,
cumbersome laws requiring special qualifications of residence
or of state citizenship—all these devices and many more have
been used by democratic regimes as sometimes astute, some-
times childish, tools of self-defense. Yet it is a sociological law
that democracy needs not only leadership but a plurality of
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diversified and constantly active traditions of leadership. An
autocratic regime can afford to have but one leader; a democ-
racy, on the contrary, needs a choice of available leaders, each
one representing a different phase of a manifold public
opinion. An autocratic regime almost inevitably will solve the
problem of the education to leadership by the age-old device
of a ruling dynasty; but democratic regimes, in spite of the
fact that they are so largely founded upon the independence
and the inner strength of the family unit, cannot entrust the
education of their rulers to any family or group of families.
So democracy, more than any other regime, relies on leader-
ship, requires widespread opportunities to reach leadership,
and yet because of legitimate fear or of prejudice is suspicious
of the very function from which it draws one of its main
sources of strength. This is a contradiction which frequently
leads to the downfall of democratic institutions. Sometimes
too democratic institutions are destroyed because the abun-
dance of available leadership is paid for by the mediocrity of
its quality, and the waste of energies in the conflicts of demo-
cratic life arouses in the citizens the demand for unitarian
and uncontrolled rule.

The obstacles in the way of democratic leadership have been
augmented by the technological results of industrial revolu-
tion. Imitations of or substitutes for political leadership have
been popularized—types of command which are certainly
reasonable and useful in their own sphere but cannot be mis-
taken for political leadership. These types are especially the
so-called business leader in the economic field of activity and
the boss in what should properly be the political field. It is a
feature of the industrial revolution to have made highly tech-
nical and specialized every organized form of human en-
deavor, while at the same time the influence of politics has
been extended to all fields of individual and social life, sub-
merging every remaining islet of independent or detached
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existence. The disintegrating influence of these totalitarian ten-
dencies of technology and politics has created these types of
pseudo-leadership and endowed them with increasing strength.

The business leader’s experience as a successful man of
affairs has been hailed as the proper background for regulat-
ing the conduct of public affairs, and his type has been ex-
alted as a pattern of efficient husbandry in the interests of the
people. Not even the frequently repeated failures of business
men in politics have destroyed such myths. In complete op-
position to this trend of thinking it should be remembered
that the number of business men who have reached leader-
ship in democracy is exceedingly small, and that their record
has frequently been one of blunders and awkwardness. It is as
if the business man in politics finds himself lost in an entirely
unfamiliar world. Under a rigid guild system of social organ-
ization the successful business man represented sometimes the
most vital and dynamic spirit of the community, pushing
through the barriers of feudalism; therefore he could reach
political prestige and sometimes even supreme political com-
mand. Solon was a merchant not unfamiliar with large scale
speculation; the Medicis were bankers and merchants. But in
our day there seems to be little likelihood that any of the
wealthiest families will become a ruling political dynasty. The
reason is in the very nature of capitalism. The business man
has experience not with the total and inner nature of man,
but only with some highly specialized and institutionalized
fragments of human activity. More specifically the business
man knows how to deal with consumers and with producers.
The institutionalized power of these abstractions makes for
their great importance in social life, but in wider fields their
crippling influence cannot be overcome, not even by success.
So the business man, no matter what his achievements, re-
mains always the prisoner of his business outlook on life.
When he is conscious of his responsibilities toward society he
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may reach the more dignified type of the philanthropist, and
so repair somehow the damages determined by the produc-
tion and distribution of wealth under the system of business
enterprise. Higher goals he cannot reach.

The other type of pseudo-leadership which cannot be mis-
taken for creative leadership is represented by the so-called
boss. Just as the business man remains the prisoner of his
economic organization and outlook, so the boss is the prisoner
of the political machine that he rules and of the practical
viewpoint that he represents. He is interested in voters more
than in men. His realm of activity is as large as an intricate
network of personal relationships and loyalties may be. So, as
is common knowledge, bosses have frequently ruled the great
American cities, have sometimes ruled even states. But the
country has not yet known a national boss. This type may
perhaps eventually be realized by those whose reputation is
built on their capacity to reach a national audience through
the radio, yet the passions and interests they stir are too
narrow and the audience of the nation is too large for allow-
ing more than transitory vogue to these new types of pseudo-
leaders.

The boss system in politics has been one of the greatest
obstacles in the way of creative leadership in America. But it
must be added that this phenomenon has been accompanied
by some remarkable advantages. The detailed and sometimes
unsavory dealings with practical politics have been left to
specialized men, while those who have reached the dignity
of leadership have had the opportunity to deal with more
vital issues. Certainly the leaders have to pay a high price to
the boss who may decide on their political life, but experi-
ence has frequently proved that when the leader has an ener-
getic personality the final word is left to him. Every great
American president has had to fight his way through against
the bosses. The experience of Wilson and of the two Roose-
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velts is a sufficient illustration. Seldom can a boss reach leader-
ship on his own account; even when he attains the greatest
possible national success he is limited to a position of routine
and administration.

The genuine type of democratic leadership is determined
by a high and delicate equilibrium of moral qualities, personal
skill and quick response to an awakened public opinion. But
let us emphasize that democratic leadership requires not only
great individual virtues and capacities, but, in order to be
followed and understood, requires also great collective quali-
ties of education and imagination. Without adequate leader-
ship there can still be a democratic society, but without a
democratic society there can be no creative type of leadership.
Sometimes the effort of popular imagination that the demo-
cratic type of leadership requires may become too strenuous
for nations whose nerves have been strained by wars or eco-
nomic crises; sometimes the effort of continuous production
of leadership and of choice among various available leaders
may appear so difficult as to produce a desire for a more stable
and charismatic type of ruler. Hence the creation in some of
the greatest European nations of the latest type of pseudo-
leadership, the dictator who draws his strength from an en-
tirely subjected and hypnotized society. His position is based
on a destruction of the unity and balance of reason and emo-
tion, and means a2 new demonization of the political sphere.
Yet the very shadow of this type of pseudo-leadership, when
projected upon nations that still know how to preserve the
highest values of democratic life, determines that radical criti-
cism of democratic institutions through which alone democ-
racy can survive.



16

SOCIAL STRATIFICATION
By Hans Speier

DEMOCRACY means equality; the essence of social stratifi-
cation is inequality; therefore democracy is incompatible with
the existence of social classes. The popularity of this syllogism
should not disguise its fallacy. Both historical observation and
sociological analysis prove that the idea is wrong, although
its contradiction by the facts does not preclude its effective
use for political purposes. Its propaganda value is universally
recognized both by radicals and by extreme reactionaries, but
this value is derived preciscly from the fact that the notion
is an unrealistic expression of wishes or fear rather than a
presentation of things as they are.

There has been no democratic society, in ancient times or
in the towns of the Middle Ages or in modern civilization,
which was not socially stratified. Democratic political institu-
tions have coexisted with many kinds of social superiority,
differences of rank and forms of discrimination. Swiss democ-
racy, the oldest in the modern era, has proved compatible
with a social inequality that, especially in the urban centers,
has been emphasized by a highly developed sense of exclusive-
ness. Differences of wealth, nationality, religion, occupation
or whatever may have been the particular basis of social
status; snobbery and social climbing, luxurious display and
favoritism—all these have at times been integrated into the
frame of democratic political institutions. Democracy is
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more protean than the zeal of its radical promoters suggests.

It should also be remembered that there have been societies
of restricted democracy in which parts of the population—
women, certain age groups of the physically adult population
or the poor—were excluded from political rights. Even slavery
has not deterred the functioning of democratic institutions,
either in ancient or in modern times. The existence of strata
outside the group in which democratic political functions are
distributed may strengthen or weaken the cohesion of the
privileged. It is likely to strengthen it if this political inequality
is combined with social discrimination of the underprivileged,
or if pressure upon the privileged is exerted by the outgroups.
This holds true in general, regardless of the character of the
ingroup, which may be a nation, a social class, a gang or a
family. In any case no proof for or against democracy can
be derived from the fact that such unequal rights exist.

That political equality is compatible especially with eco-
nomic inequality is evident when the structure of the politi-
cally privileged classes is analyzed. The strictest observation
of equal rights and duties within ruling classes has by no
means coincided with the absence of economic inequalities
among their members. Even in Sparta, where the principle
of equality among the privileged was carried to an extreme
for the purpose of controlling the subjected classes, there were
noticeable economic differences among the otherwise equal
members of the ruling group.

It is obvious too that democracy is not bound to a particu-
lar kind of social stratification. Status in society is the result
of an implicit or explicit social emphasis on specific factors
giving them hierarchical social values. These factors may be
wealth or race, occupation or age, education or bodily
strength: they differ from one social structure to another. In
modern society, but not in all societies, emphasis is predomi-
nantly upon wealth. There is no connection, however, be-
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tween democracy and any specific principle of social evalua-
tion. There have been democracies where the principal social
distinctions lay between debtors and creditors, others where
the social effects of this economic division were overshadowed
by the conflicts between entrepreneurs and workers. History
shows us prospering democracies on an agrarian basis and
others that were predominantly urban—the social history of
American democracy affords a fair illustration of a society
proceeding from one to the other phase. Democratic institu-
tions have been built up in societies whose primary concern
was war, in others where it was agriculture, in others where
it was trade or industry. There have been democracies con-
fined to small areas, where political life was organized on the
basis of face to face contact among its participants; political
participation in modern democracies extends over vast areas
and administration requires a highly complicated system of
communication,

There is further evidence that democracy is not incompati-
ble with social inequality in the fact that many conservative
statesmen in the nineteenth century were in favor of extend-
ing the suffrage without any ideal of thereby promoting social
equality. Disraeli seized upon the idea that the lower classes
would support conservative politics if they were given the
right to vote. Similarly, Bismarck expected the disfranchised
strata to express anti-liberal political opinions and invited
Lassalle, the socialist agitator, to secret discussions on the in-
troduction of universal suffrage. The plebiscites of Louis
Napoleon are another case in point. It is well known that they
strengthened Marx’s anti-democratic attitude.

The reason for the common belief that social classes cannot
exist in a democracy is a misconception of the specific charac-
ter of equality in democracy and of the specific character of
inequality in social stratification. The two are not opposed to
one another. And it follows that equality in democracy is not
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the same as the particular equality that exists in a classless
society. What appears to be a classless social structure may
very well be organized politically along dictatorial lines. In-
deed, autocratic regimes are far from inimical to social
equality. They have regularly endeavored to level down social
distinctions and to substitute for them personal distinctions on
the basis of equal dependence and subjection. From the
ancient tyrannies on down to modern dictatorships this tend-
ency has been operating, although it has often been blurred
by the adverse social conditions upon which it has had to
work. Such a policy is part of the political logic of autocracies,
inasmuch as gradations in social status indicate gradations
of actual or potential power, in other words, incomplete sub-
jection to the supreme autocratic rule. Autocracy cannot toler-
ate, or rather never promotes, exemptions from its domina-
tion. It must be considered, of course, that in an autocracy
the political elite around the ruler assumes high social status,
since in autocracies social rank is derived from political
power.

The goal toward which autocracy strives may be called
negative social equality, in accordance with Max Weber’s
term “negative democratization,” which refers to the tendency
of all bureaucratic political and military organizations to pro-
duce rational, equal dependence of all members of society, re-
gardless of their social status. But the fact remains that the
term equality is ambiguous as far as any political reference is
concerned; it easily conforms with autocratic forms of gov-
ernment, and those who are zealous for dcmocrécy should be
careful to clarify the meaning they attach to it.

Men who live in a democracy have something politically
in common, but they are not and need not be socially alike.
The specific equality which resides in democracy is an equality
of political rights. It exists among persons of different talents
and intelligence, of different function and status in the com-
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munity. This political equality serves as basis of, and at the
same time reflects, the supreme consensus which character-
izes the entire body of citizens as a political group. The indi-
vidual citizen belongs to various overlapping groupings, such
as a family, a church, the consumers, the postmasters, the
lower income group, a party; he has as many different inter-
ests with which he may identify himself or with which he may
be induced to identify himself. It is in the democratic com-
munity that his individual significance becomes political, as a
result of the interest in mutual respect for freedom. which he
shares with all his fellows.

Democratic government certainly does not preclude group
conflicts, but it does leave its imprint on the way in which
they are settled; in more realistic terms it promotes institu-
tions which serve to compromise and correct and check parti-
san interests if they are pursued to such an extent that justice
and the interests of the community as a whole are violated,
Democracy is the specific form of government in which politi-
cal life cannot be identified with a politically privileged class;
a democracy has no political class. In a classless society, which
is, to be sure, a fictitious but useful extreme, the problem of
democracy would not be so vital as it actually is; in such a
society there would be uniformity of interests, and thus its
government could at least do no harm to the interests of par-
ticular classes but only to those of the whole community.
The paradox inherent in social equality is again apparent:
the more closely social equality is approached, the less im-
portant become democratic institutions; the more differen-
tiated and stratified society, the greater the mischief of dicta-
torial government and, conversely, the more imperative is
democracy for a just and judicious form of political life.

Thus it is not social stratification as such that is inimical to
democracy, but a social stratification which actuates partisan
violence. This formulation seems to present the issue in the
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form of a truism, but its significance is in its shift of emphasis
from the social to the political, where the center of the prob-
lem lies. It has been argued that democracy, for the sake of
liberty, invites the pursuit of partisan interest. But as Madison
has said, liberty is like air, essential to both life and fire. It
may be used by 2 mob or by vested interests in a hybrid way
which destroys or attempts to destroy the life of democracy.
It is for these situations that we use the term partisan vio-
lence, regardless of whether it be exercised by a minority or
majority group, regardless of the social rank occupied by the
group that applies it, and regardless of the specific means of
coercion which are used.

In the following discussion we are concerned only with
partisan violence as it originates from social stratification. In
other words, we are interested in the particular structure of
class relations in which undemocratic political behavior will
arise. It will be convenient to designate as the “social insecurity
level” that level of social conditions where the pursuit of inter-
ests endangers political stability and finds expression in parti-
san violence. Due allowance must be made, of course, for the
fact that the position of this level, with its threat to democ-
racy, depends on the skill of propagandists and the ability of
political leaders, on the existence of organizations or the finan-
cial possibility of building them up, on the type of the electoral
system, the will and the ability of the state to use force against
force and on numerous other factors lying beyond the set-up
of social classes.

The search for the relationship between particular stratifica-
tions of society and the proper functioning of political insti-
tutions is an ancient, legitimate subject of political science.
The problem occupies a prominent place in Aristotle’s politics,
where the imposingly simple answer is given that the political
structure enjoys the greatest possible stability if the middle
income group is numerically greater than both, or at least
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either of, the upper and lower classes. The philosopher de-
clares that the middle class is most likely to follow rational
principles of wise moderation, with neither the submissive-
ness of the poor nor the despotic inclinations of the rich,
keeping a balance between a destructive greed for power and
a paralyzing lack of interest in politics. Thus it is to the classes
of great wealth and great poverty that are attributed the
dangerous attitudes which menace political stability. This
theory is not merely of historical interest, Only recently it has
been pronounced to contain a measure of wisdom which has
outlasted the twenty-four centuries which have elapsed since
its first exposition. According to Professor Holcombe it is
not only still valid but also it offers a reliable guide for a wise
and expedient readjustment of the equilibrium of American
society. Political theory thus demands what is cherished in the
middle class tradition of American democracy.

This theory, which so closely links ethical qualities with
economic position, is derived not only from empirical observa-
tion but also from certain non-empirical presuppositions which
in all fields of investigation led Aristotle to attach an exalted
value to the mean. This idea of the mean between the ex-
tremes is probably traceable to Hippocratean medicine with
its emphasis upon equilibrium. But we would hardly subscribe
to the philosopher’s statement that the heart is the best formed
part of the organism because it occupics a mean position.
Nor would we agree that the genius of Greece derived from
her mean geographical location between the east and the
northwest. It is equally necessary to be cautious in transferring
Aristotle’s ethical-political theory of the middle class from
Greek to modern society. The special assumptions that it rests
on are unrealistic today. The middle classes are not socially
self-sufficient; they do participate in the race for economic suc-
cess. Also they are interested in maintaining their superiority
to the lower classes and may, if it appear expedient, align
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themselves with the upper classes against those at the bottom.
Nor is it safe to assume with Aristotle that the poorer classes
covet only the wealth of the rich. The possibility of economic
conflicts is not restricted in this way; indeed all classes, includ-
ing the middle group, are exposed to conflict. It may even be
argued that groups that are close to one another often fight
with more passion and violence than groups more remote,

The Aristotelean co-ordination of wealth and selfish politi-
cal behavior, of poverty and radicalism, of middle income and
political moderation, belongs to the standard assumptions in
the social sciences. It was given a special form by Hegel and
Marx, and today haunts the Marxian interpretations of fascism
and of the threat to which both capitalism and socialism, as a
movement within it, are exposed by the recent transformation
of the middle classes. The list of correlations can easily be pro-
longed from the relevant literature, especially with respect to
the contrast between rural and urban political attitudes. These
co-ordinations of social status and political attitude are reminis-
cent of the biological theory that the reflexes are regularly re-
curring reactions to a definite stimulus—a theory that is being
seriously attacked by modern biologists, who have proved that
the appearance of the reflex depends on the particular situa-
tion in which the organism finds itself. In the same way it can
no longer be assumed that definite social positions entail defi-
nite political attitudes. Thus, more specifically, disintegrating
political behavior is not produced by isolated factors, such as
concentration of wealth or power in the hands of a minority
group, unemployment of a certain size, social discrimination
or racial contrasts. It results from the social structure as a
whole, in terms of which the particular position of a class
must be interpreted in order to understand the relation be-
tween its social status and its political attitudes.

It is necessary, then, to examine not the isolated position of
a class but its functional relations with other classes. For ex-
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ample, the political significance of poverty differs according
to the height of the property pyramid. It depends also on
numerous other qualities of the social structure, such as the
actual—and imagined—possibilities of the poor to become
richer, the use of wealth as it is prescribed and allowed by
the mores, the extent to which the poor are deprived of social
esteem. Also, social stratification must be examined in terms
of processes rather than situations. For example, the social and
political significance of the same social status differs according
to whether that position results from a rise or a fall in the
social scale. The economic deterioration of a middle class may
result in social insecurity and subsequent radicalism, whereas
a lower class reaching the same position would possibly be
satisfied and socially secure. Or unemployment which is a
familiar experience to a class is likely to have different effects
from unemployment that encroaches upon a group which has
rarely known it. Wealth, newly acquired, may breed forms
of malevolent political behavior whereas wealth among a class
that has long been self-educated toward bearing political re-
sponsibilities may prove to be beneficial to the political struc-
ture, since it enables a leisure class to perform political func-
tions with a sense of justice instead of business. Again if an
intermediary class loses status, so that its economic position
comes to coincide with that of a lower class, it is by no means
safe to conclude that it will adopt the political attitudes of
the Jower against the upper class stratum. It is quite possible
that the intermediary class will instead develop hostile atti-
tudes toward the lower class, not despite but because of eco-
nomic equality. In such a situation it is not the given economic
rank which accounts for the rise of partisan violence, but
rather the fact that the social insecurity level of the inter-
mediary class is reached in the moment when it becomes eco-
nomically identified with the lower class.

The political development of parts of the German middle
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classes during the last years of the republic is a case in point.
In various respects the economic standard of many salaried
employees, officials, engineers and members of similar groups
closely approached that of the manual workers. As regards in-
come and dependence on the business cycle, mechanization of
work and division of labor, the two classes were difficult to
distinguish. But the economic closeness of the two groups,
under the influence of conflicting notions of self-esteem, in-
creased the political tension between them and, as is well
knows, disposed the lower middle groups toward fascist atti-
tudes. It should be noted, however, that this political reaction
need not recur under similar economic conditions in a differ-
ent structure. Other forces working upon the situation may
modify or reverse the political attitudes, and these forces are
open to analysis in terms of the social structure and its history.
The fact that some democratic countries have turned fascist
has produced much vague talk on the future of democracy,
which is due to the fact that misleading analogies or specu-
lative laws of historical necessity are preferred to structural
analysis.

Such a structural analysis as we have suggested makes it
possible to formulate a few generalizations about what we
have called the social insecurity level. These generalizations
are intended to indicate the elasticity of the method and the
complexity of the problem rather than to establish laws; their
application to any concrete situation requires supplementary
consideration of all modifying forces. In order to simplify the
matter it may be assumed that the changes take place at the
same time and in proportional degree. The increase in security
resulting from an ascent in the social scale is not so great for
either class when both an upper and a lower class rise to-
gether, nor is the decrease in security resulting from a descent
in the scale so great when both fall together. And from this it
follows that when a lower class rises and a higher class falls,
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