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Political Power, Democracy and
Coupon Socialism

Erik Olin Wright

In this essay I will examine the relationship between coupon socialism,
as elaborated in John Roemer’s A Future for Socialism, and democ-
racy.! Roemer affirms, and I concur, that the goals of socialists are not
simply a certain kind of economic egalitarianism, but have also been
concerned with the nature of the state and political power. He specifies
this political goal as ‘equality of opportunity for political influence’.2
More conventionally, socialists frame this goal in terms of radically
extending and deepening democratic governance, where ‘radical
democracy’ includes the idea of political equality, but also envisions
new forms of political participation, communication and consensus
formation. Socialists have generally argued that, although capitalist
societies may have democratic forms of government, capitalism in
various ways thwarts the full development of true democratic practices.
Socialism, then, is viewed as democracy-enhancing for two basic
reasons: first, it eliminates certain key mechanisms that undermine
democracy; secondly, if socialism is to be effectively implemented
and sustained, it requires a significant extension and deepening of
democracy. The question I want to address here is: in what ways might
coupon socialism facilitate the democratic governance beyond the
limits possible in capitalism? In what ways would it neutralize the
distinctively capitalist barriers to democracy? And in what ways would
its own institutional requirements encourage a process of extending
and deepening democratic governance?

In section 1, I will briefly clarify the meaning of the democratic
goal of socialists. I will argue that the goal is more than simply equal
political influence, but also involves the extension of democratic
authority over the economy. In section 2, I will discuss some core
concepts in the neo-Marxist theory of power and the state which will
help frame the specific analysis of coupon socialism and democracy.
Section 3 will explore the ways in which coupon socialism might be
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democracy-enhancing with respect to a variety of dimensions of
political power.

1 Why Do Socialists Want Enhanced Democracy?

There are two dimensions on which we can judge the democraticness
of democracy: (1) the extent to which political power is equally
distributed in a population; (2) the range of decisions which are
subjected to the democratic decision-making process. The shallow-
ness of capitalist democracy lies not simply in the ways in which
money and wealth shape political decision making, but in the ways
the protections of private property rights remove certain kinds of
choices from the democratic arena.

Roemer strongly affirms the commitment of socialists to the first
of these dimensions of democracy, but has an ambivalent attitude
towards the second. He argues that

popular or political control over investment . . . is important, but for only
two reasons: in a market economy, the markets required to allocate invest-
ment_efficiently do not exist, and investment has a number of external
effects . .. that are not well managed with markets. ... To state the
contrapositive, if there were a full set of futures markets, if externalities
associated with investment were small, and if people’s preferences were
formed under conditions of equal opportunity, I would have little objection
to determination of investment by the market, that is, by citizens in the
economy determining the rate of investment as a consequence of individual
responses to prices.>

This argument implies that there is no intrinsic reason why the
allocation of the economic surplus or even more broadly the ‘running
of the economy’ should be under collective control, except for those
situations in which democratic control is more efficient than markets
(because of the absence of certain futures markets) or those situations
in which various kinds of negative externalities of market allocations
require democratic control for their solution. Basically Roemer believes
that, all things being equal, it would be a good thing if atomized
markets allocated everything; democracy should thus intrude only
where this does not work. Democratic control potentially can solve
problems of market failures.

An alternative perspective, defended by many contemporary
democratic socialists, agrees that markets are important and should be
allowed because they help to solve various problems in the democratic
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control of economic processes, but that democratic control of the
economy is itself a positive value. If there were no incentive and
information problems, then the best way of organizing much of eco-
nomic life would be through a deliberative, democratic framework
for deciding on investments. However, we know that this leads to lots
of problems, and at least some of these can be solved by introducing
markets. Markets potentially can solve problems of democratic
failures.

It should be stressed that there is a large zone of pragmatic overlap
between these two perspectives on the articulation of markets and
democracy in the underlying goals of socialists. After all, market
failures of various sorts are pervasive and open up a quite considerable
space for democratic intervention in economic processes. On what
grounds, therefore, can we defend the extension of democratic control
in economic practices beyond those mandated by market failures?

One line of argument stresses the ways in which the preferences,
and even the operative values, of actors are endogenous to the process
by which decisions are made. This is not just a question of the
formation of preferences under ‘conditions of equal opportunity’, but
under conditions of democratic deliberation versus atomized private
choices. Dialogue and deliberation can change people’s minds.
Isolated decision making in market transactions, therefore, can lead to
suboptimal outcomes because people are not engaged in the settings in
which they can be convinced to make other kinds of choices.

The issue of the endogerieity of preferences, however, goes beyond
simply the problem of information and persuasion. Being in a delib-
erative context brings to the foreground issues of other people’s
well-being and various values beyond one’s own self-interest. This is
not just a question of hearing arguments and being exposed to new
points of view; it is a question of being part of a collective project
which triggers different moral codes and priorities. This is also not
a2 question of fundamental transformations of human beings into
different kinds of moral agents. Roemer is correct in insisting that we
design institutions that accept people as they really are today rather
than how they might become under some alternative cultural system.
The point is that, even today, the preferences people act on in practice
are shaped by the interactions and communications within which they
make decisions. People are very complicated as moral agents and
simultaneously hold values of generosity and selfishness, the welfare
of their loved ones and the welfare of people in the wider community,
individual success and collective harmony. Different contexts will
call forth or reinforce different sets of these values. Atomized, private
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consumption choices in the market will strengthen different kinds of
preference orderings than will involvement in more collective
processes of decision making in a democratic community.*

The issue of the endogeneity of preferences to the process of
decision making is related to another common argument for the
desirability of democratic over atomized decision-making processes in
allocating the social surplus. Atomized market allocations may make
it harder to overcome certain kinds of prisoner’s dilemmas. The choice
of investments in public versus private transportation would be
a classic example: each individual serially making autonomous choices
results in everyone choosing private transportation, with the result
that commuting takes longer than it would have taken if everyone
had chosen public transportation. One can, of course, call the traffic
congestion resulting from market allocations of transportation
investments an example of a ‘negative externality’, and I assume that
this is how Roemer would treat the problem (although perhaps
the problem is a missing futures market in uncongested travel).
But there is another issue here: the atomized decision-making process
undermines the development of assurance game (or conditional
altruist) preference orderings which would render the public trans-
portation free riding problem easier to solve. It is not just that
with fixed preferences democracy may solve market failures, but
that democracy elicits different configurations of the preferences
themselves.

The basic underlying principle here is that to the extent possible
people should be able democratically to decide issues which shape
the fates of their communities. Of course, there are many complications
that have to be dealt with to give precision to this idea. Principles of
democratic collectivity need to be balanced against issues of individual
autonomy and individual rights. The meaning of ‘community’ needs to
be precisely defined. I will not deal with these problems here. The point
I'do want to emphasize is that this kind of view gives a positive value
to the process of democratic deliberation and public dialogue and sees
it as desirable in principle for the collectivity to have as much control
as possible over the social surplus.

The central question of this essay, then, is whether coupon socialism
is a step in the right direction. As a way of organizing property rights,
does it enhance the capacity of democratic politics to shape the fate of
communities?
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2 A Neo-Marxist Conception of Power and the State

To frame the discussion, it will be helpful briefly to review the central
claims of the contemporary neo-Marxist critique of capitalist
democracy. A useful place to begin is with a sketch of how some
contemporary theorists understand the concept of political power. If
democracy is fundamentally about organizing political power in such
a way that people have ‘equal opportunity for political influence’ then
it would do us well to know what we mean by power before we
talk about the extent to which it is democratically organized. (What
follows is a fairly didactic exposition of neo-Marxist views of political
power and social class. Readers familiar with these concepts and
arguments might skip to section 3.)

Robert Alford and Roger Friedland, building on the analysis
of Steven Lukes and others, have elaborated a tripartite typology of
‘levels of power’ that will be useful in examining these issues.’

1. Situational power refers to power relations of direct command
and obedience between actors, as in Weber’s celebrated definition of
power as the ability of one actor to get another to do something
even in the face of resistance. This is the characteristic form of power
analyzed in various behavioral studies of power. Typically, when
we talk about people having power, it is this kind of instrumental,
situational power to which we are referring.

2. Institutional power refers to the characteristics of different
institutional settings which shape the decision-making agenda in ways
which serve the interests of particular groups.® This is also referred to
as ‘negative power’, or the ‘second face of power’ — power which
excludes certain alternatives from a decision-making agenda, but not,
as in situational power, which actually commands a specific behavior.
Institutional power is above all power that is inscribed in institutional
rules, regulations and protocols which make it hard to place certain
concerns on the table, but easy to include others.

3. Systemic power is perhaps the most difficult (and contentious)
conceptually. It refers to the power to realize one’s interests by virtue
of the overall structure of a social system, rather than by virtue of
instrumentally commanding the behavior of others or of rules which
shape the agendas of specific organizations. Systemic power, in Luke’s
analysis, is power that shapes what people want. If the first face of
power is the ability to command people in spite of what they want,
and the second face of power is the ability to define what wants get
on the public table of political deliberation, the third face of power
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concerns the very formation of the wants themselves. To the extent
that the formation of wants is closely tied to the nature of the social
system within which people live it is linked to ‘systemic’ power in the
Alford—Friedland sense.

Alford and Friedland discuss this typology of power using a loose
game theory metaphor:” systemic power is power embedded in the
fundamental nature of the game itself; institutional power is power
embodied in the specific rules of the game; situational power is power
deployed in specific moves within a given set of rules. When actors
use specific resources strategically to accomplish their goals, they are
exercising situational power. The procedural rules which govern how
they use those resources reflects institutional power. The nature of
the social system which determines the range of possible rules and
achievable goals reflects systemic power. There is thus a kind of
cybernetic relationship among these levels of power: the system level
imposes limits on the institutional level which imposes limits on
actors’ strategies at the situational level. Conflicts at the situational
level, in turn, can modify the rules at the institutional level which,
cumulatively can lead to the transformation of the system itself.

Alford and Friedland also relate this typology to common political
terms for the degree of polarization in political conflicts: liberal versus
conservative politics constitute conflicts restricted to the situational
level, conflicts over moves in the game within a fixed set of rules;
reformist versus reactionary politics are political conflicts at the
institutional level of power over attempts to transform the rules
within which situational conflicts occur; and revolutionary versus
counter-revolutionary politics are conflicts located at the systemic
level of power over which game to play. This does not imply that a
change in the ‘game itself’ cannot be accomplished by gradual, incre-
mental changes in the rules of the game. It is possible that reformist
struggles cumulatively could have revolutionary consequences; this is
the vision of certain strands of reformist socialism. But it does imply
that the stakes are different when the nature of the game is at issue
rather than simply rules within a game.8

The central thesis of neo-Marxist theories of the state is that at
each of these levels of the analysis of power, capitalism undermines
democracy by giving advantages to the capitalist class and its interests.
The argument for situational power is the most straightforward.
Class structures, among other things, distribute resources which are
useful in political struggles. In particular, in capitalist societies
capitalists have two crucial resources available to them to be deployed
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Second, if the banks in coupon socialism are themselves public
bodies which are democratically controlled, as Roemer suggests would
be the case, then some kind of associative mechanism is a natural way
of organizing the governance structure of banks with respect to their
constituencies. The banks in Roemer’s model of coupon socialism are
meant to fulfill crucial monitoring functions of firms and are also the
places where certain kinds of priorities of investment alternatives are
decided. One of the strengths of associative democracy is its potential
for accomplishing decentralized forms of monitoring and interest
representation. Some form of associative democracy in which repre-
sentatives of firms, unions and community groups sat on the boards of
directors of banks would seem to be a natural way of accomplishing
these functions.

Third, as envisioned by Roemer, the basic way that more centralized
democratic planning of the market would occur in coupon socialism
would be through strategic use of interest rate surcharges and subsidies
to encourage investment in specific sectors. Since this planning
mechanism is linked to the practices of the banks, it would seem that
the possibility of coordinating and fine-tuning such policies might be
enhanced under institutions of associative democratic governance
involving associations of banks and other functional constituencies.

For these arguments to be convincing, of course, details of the
institutional design of associative democratic coupon socialism would
have to be elaborated. All that I have suggested here is that there is a
certain organizational affinity between the idea of associational
democracy and the institutions of coupon socialism.

The problem of systemic power gets to the heart of the relation of
forms of property relations and political power. Certainly in the Marxist
tradition, this is where the real power of the capitalist class lies. The
key issue here is the extent to which the day-to-day investment and
disinvestment decisions in coupon socialism, compared to capitalism,
constrain the policy options of democratic political institutions.

The answer to this question undoubtedly depends upon the
institutional details of the way coupon socialism would actually
work. Thus, for example, in one place Roemer seems to offer some
institutional suggestions which would potentially severely compro-
mise the democratic potential of coupon socialism: ‘Foreign investors
would not have coupons, of course, but would invest real capital in
return for some share of profits’.* Roemer expresses some concern
about this only because ‘citizens might use foreign firms as their agents
to invest their capital in domestic firms’. He concludes that, “This
would have to be outlawed.” Depending upon the scale and scope of
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such direct foreign investment, however, a much more important
issue than citizens circumventing the egalitarian norms of coupon
ownership might be the recreation of systemic vulnerability of the
democratic state to the private investment choices of capitalists.
Democratic capacity is enhanced in coupon socialism because
deliberative democratic bodies have to worry less about capital flight
and disinvestment than under private enterprise capitalism. Direct
foreign investment undermines this.

The pivotal institution for the problem of systemic power in
coupon socialism seems to be the banks, for the banks make the basic
decisions about the allocation of the economic surplus in the form of
loans to firms and it is the banks that have primary responsibility for
monitoring the performance of firms. Roemer is at pains to argue that
the banks need to be relatively autonomous from government control.
He fears that if they were too closely controlled by the government
their loans would be allocated primarily on the basis of political
criteria and thus they would cease to be instruments of profit-
maximizing, market efficiency. On the other hand, since the banks
are not themselves private firms, if they are not themselves closely
monitored there is always the risk that they will have no particular
incentive to monitor the firms effectively.

Roemer acknowledges that he has not worked out a solution to
this problem, but he believes that a combination of democratically
elected boards of directors and a proper incentive structure to
managerial careers in the banking industry would solve the problem.
If we assume that this problem is solved, then it would seem that
coupon socialism with democratically controlled public banks would
greatly relax the systemic constraints on democratic state power.

One way of thinking about this is to look at the capacity for
sustainable tax rates as an index of the political capacity of the
democratic state. A high, sustainable tax rate means that the state can
control a significant part of the social surplus without it leading to a
declining tax base. This is not to argue that a maximally unconstrained
democratic state would necessarily opt for the highest sustainable
level of taxation. For a wide range of reasons, a democratic state might
choose lower than maximally sustainable taxes. Nevertheless, the
scope of democracy is enhanced if the democratic state has the capacity
to raise taxes to higher sustainable levels.

It seems likely that the democratic state in a coupon socialism
would have considerably enhanced capacities for taxation since it
would not face the threat of disinvestment and capital flight in the
face of rising tax rates. The main constraint on tax rates would come



