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Actions is a welcome contrast. Finally, a 
book review that leaves me feeling good. 

Vanderbilt law professor Brian T. Fitz-
patrick has produced a well-constructed, 
informative, and clearly expressed argu-
ment for the value of class action lawsuits. 
But since reviewers are usually required to 
find something negative to say, I will point 
out that both the book’s title and much 
of its exposition are misleadingly modest. 
Fitzpatrick has not given us the conser-
vative case for class action; he has given 
us the case for class action. Throughout 
the book, he writes as though his argu-
ment is designed only for conservatives 
and he continually cites those he refers 
to as conservative scholars in support of 
his contentions. Perhaps this is done for 
rhetorical reasons. Perhaps he believes that 
liberals are already on board and need no 
convincing. Or perhaps he believes that 
characterizing conservatives as opposed 
to class action is enough to influence lib-
erals to support them. Whatever the case, 
the rhetorical flourish is unnecessary. 
The book provides a well-reasoned argu-
ment for class action that should appeal 
to thoughtful readers regardless of prior 
ideological commitments. 

While we are on the subject, I should 

probably warn the reader that in using 
the term “conservative,” Fitzpatrick is not 
referring to today’s members of the Amer-
ican political right: what might be called 
“Trump conservatives” if that were not 
oxymoronic. He uses the term to refer to 
what might be called Reagan conservatives: 
a big tent conception of conservatism that 
includes libertarians and market-friendly 
social conservatives.

Having gotten that out the way, let me 
get on with the review.

Nonpolitical safety regulation / The best 
thing about this book is that it is writ-
ten not for other law professors, but for 
a non-expert audience. Its purpose is to 
explain the complex subject of class action 
lawsuits to ordinary members of the pub-
lic, something that it does extraordinarily 
well. In a carefully crafted series of chap-
ters, Fitzpatrick leads the reader through 
an understanding of, first, how the tort 
system works in general, and then the spe-
cific role class action lawsuits play within 
the system. It does this in language that is 
devoid of technical jargon and easily acces-
sible to its intended audience. 

As a Torts professor, I have become 
inured to having misrepresentations about 

virtually every aspect of the tort system 
widely disseminated to the public, as exem-
plified most notoriously by the McDon-
ald’s coffee cup case. This book is designed 
as an inoculation against the spread of 
this virus. 

Fitzpatrick patiently and clearly explains 
that tort law is a subtle, nuanced, and pow-
erful form of nonpolitical safety regulation. 
Although he never expresses it this way, 
what he is showing is that tort law and class 
action lawsuits are the market’s internal 
regulatory mechanism. Perhaps this is why 
he calls his argument the “conservative” case 
for class actions. 

In the book’s early chapters, Fitzpatrick 
patiently and usefully explains the nature 
of tort law and distinguishes different ref-
erents for the term “regulation.” In Chapter 
2, he points out that markets need rules 
barring certain types of conduct in order 
to function. Rules prohibiting theft, fraud, 
breach of contract, and violence against 
person and property (and perhaps monop-
olization, i.e., antitrust law) are required for 
people to be able and willing to engage in 
market transactions. These rules constitute 
regulation, but they are a necessary form 
of regulation that all parties, even conser-
vatives, want to see effectively enforced. 
Such rules can be distinguished from the 
unnecessary, politically created regulations 
that conservatives oppose. 

The question then becomes, what is 
the most effective way of enforcing these 
necessary regulations? In Chapters 3 and 
4, Fitzpatrick explains that rules can be 
enforced either publicly by designated 
government prosecutorial agents or pri-
vately through civil lawsuits brought by 
private parties represented by private 
attorneys. He then carefully articulates 
the pros and cons of each enforcement 
method. He begins by methodically detail-
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ing the advantages of private enforcement, 
presenting arguments that show that it 
requires smaller government, allows for 
self-help, has better incentives than public 
enforcement, makes better use of limited 
resources, is less centralized, and—impor-
tantly—is resistant to regulatory capture 
and so is less subject to political bias. One 
of the great virtues of the book is that 
Fitzpatrick backs up each contention with 
supporting data expressed in terms easily 
accessible to the lay person. 

Fitzpatrick then consid-
ers the potential problems 
with private enforcement, 
such as the effect of the 
profit motive on plaintiffs’ 
attorneys, the charge that it 
is undemocratic, and that 
it is applied inconsistently. 
He forthrightly recognizes 
the ways in which private 
enforcement through tort law 
departs from the ideal model 
of regulation. But one of the 
great values of this book is 
that he never forgets that the 
relevant question is always, 
compared to what? Once 
again, he appeals to data 
to demonstrate that public 
enforcement suffers from the same or 
similar problems as much as, if not more 
than, private enforcement. Simply put, he 
provides a well-reasoned, clearly expressed, 
data-supported case for the superiority of 
private regulation through tort law to the 
public enforcement of politically derived 
regulation.

Having laid this groundwork, in 
Chapter 5 Fitzpatrick turns his attention 
to showing how class action lawsuits 
fit this nonpolitical regulatory mecha-
nism. He begins by explaining how class 
action lawsuits fill a hole in the private 
enforcement system that results from our 
modern commercial society. With com-
panies supplying goods and services to 
national and international markets, large 
corporations can do things that impose 
small harms on large numbers of people. 
Because many of these harms are so small 

that the transaction costs of bringing a 
lawsuit would overwhelm any potential 
recovery, individuals acting alone cannot 
use the civil liability system to redress this 
type of harm. The class action allows the 
entire class of aggrieved parties to sue for 
the total loss suffered by all. This over-
comes the transaction cost problem and 
renders the lawsuits financially viable. In 
this way, the class action provides both 
the needed compensation for small but 

widespread wrongdoing in 
the past and the necessary 
deterrence of such wrongdo-
ing in the future. 

Fitzpatrick then shows 
that class action lawsuits 
share the advantages of all 
private litigation over public 
enforcement: they require less 
government, allow for self-
help, have better incentives 
than governmental agencies, 
make better use of limited 
resources, and are resistant 
to political biases. He admits 
that class actions are a more 
centralized form of regulation 
and that, along this dimen-
sion, they are more like pub-
lic enforcement mechanisms 

than most lawsuits. Nevertheless, he shows 
that they require less centralization than 
public enforcement, once again remind-
ing us that the relevant question is always, 
compared to what?

Handling objections / Having made the 
positive case for class action, Fitzpatrick 
devotes the remainder of the book to 
answering what he calls conservative argu-
ments against class action. Once again, 
this characterization is a bit misleading 
because he is addressing all significant 
arguments against class action. 

He begins by knocking off a series of 
minor objections: that the small harms 
that class actions target are not worth the 
trouble of redressing, that class actions 
restrain liberty, that they distort sub-
stantive law, and that they pose special 
under-enforcement problems.

His simple answer to the first objection, 
that the small harms are not worth redress-
ing, is that small harms to individuals can 
produce large harm in the aggregate. There 
is no reason to allow such wrongdoing if 
it is preventable in a cost-effective manner. 

Fitzpatrick regards the second objec-
tion, that class actions restrain liberty, as 
more symbolic than substantive. Although 
it is true that class actions deprive inat-
tentive plaintiffs of the freedom to sue 
on their own, he argues that because class 
action litigation is Pareto efficient, this 
loss is insignificant. Because all plaintiffs 
are better off if the litigation succeeds, and 
none are worse off if it fails, he claims that 
the loss of freedom is an entirely theoret-
ical objection. 

He treats the third objection, that class 
actions distort substantive law, as a red her-
ring. If courts are skewing the substantive 
law to meet the procedural demands of the 
class action, they are behaving improperly. 
Although such improper judicial conduct 
should be curtailed, that problem does not 
lie with the class action. 

The final objection, that class actions 
pose under-enforcement problems, arises 
from the risk that class action plaintiffs’ 
attorneys will collude with corporate 
defense counsel to maximize legal fees 
while minimizing corporate liability. Fitz-
patrick recognizes this risk, but contends 
the civil liability system has already adapted 
to it by instituting measures designed to 
prevent such collusion. 

In the next three chapters, Fitzpatrick 
addresses what he considers the most sig-
nificant objections to class action. The first 
is that the class action mechanism encour-
ages meritless lawsuits. This, of course, is 
the class action version of the general knock 
on tort law exemplified by the McDonald’s 
coffee cup case. Fitzpatrick spends Chapter 
6 methodically undermining this critique 
both procedurally and substantively. He 
begins by detailing the various stages at 
which spurious claims are eliminated pro-
cedurally, explaining both the motion to 
dismiss and the motion for summary judg-
ment. He once again uses data to support 
his description of how the system works, 
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showing that the statistics on actual class 
actions settlements do not bear out the 
claim that a significant number of merit-
less lawsuits survive motions to dismiss. He 
spends some time reviewing the putative 
examples of frivolous class action lawsuits 
advanced by critics to show that even what 
appear to be the most egregious examples, 
when correctly understood, are meritori-
ous suits. 

In Chapter 7, Fitzpatrick turns his 
attention to the claim that class action 
lawsuits benefit plaintiffs’ counsel more 
than, and often at the expense of, the 
injured clients. Once again, he relies on 
data: in this case, a survey of every class 
action settlement in federal court over a 
period of two years. After showing that 
fee awards average only 15%, he goes on to 
demonstrate that even in cases in which 
the individual plaintiffs collect little, the 
judgments are still justified by the deter-
rence function they serve. He provides an 
interesting economic analysis of both the 
incentives of the plaintiffs’ attorneys and 
the defendants that shows that, in the pres-
ent system, plaintiffs’ counsel are under-
paid—that the system would serve its twin 
functions of compensation and deterrence 
better if courts were not reluctant to award 
fees on a true contingency fee basis. 

Finally, in Chapter 8, Fitzpatrick con-
fronts the criticism that class action law-
suits are not effective deterrents to corpo-
rate wrongdoing. He spends some time 
demonstrating that they provide specific 
deterrence—that they deter the specific cor-
porate wrongdoer from engaging in simi-
lar wrongdoing in the future—by showing 
both that class actions provide injunctive 
relief and that such relief is generally effec-
tive. But he devotes most of his attention 
to demonstrating that class actions pro-
vide general deterrence: that they discour-
age others from engaging in wrongdoing 
similar to that of the corporate defendant. 
He argues that the claim that class actions 
are not effective in this regard is based on 
a recitation of the principal–agent prob-
lem that has already been resolved, and 
the contention that the prospects of such 
suits are too uncertain to motivate action 

that totally ignores the legion of attorneys 
devoted to risk assessment. Once again, he 
supports his contentions with data, exam-
ining the set of empirical studies of class 
actions to show that almost all of them 
demonstrate general deterrent effects. 

Better than public enforcement / In keeping 
with his approach of making a compara-
tive assessment, Fitzpatrick ends his book 
with a final chapter examining the defects 
of class action litigation and possible cures 
for them. Although he writes as though 
he is addressing a series of independent 
defects, several of them combine into the 
major critique of class action litigation 
that Fitzpatrick has not yet addressed: that 
such lawsuits overdeter. 

The greatest risk of overdeterrence 
arises from plaintiffs’ attorneys’ ability to 
exploit the discovery process. Plaintiffs’ 
counsel with weak cases that are nonethe-
less substantive enough to survive a motion 
to dismiss can use the discovery process to 
go on a fishing expedition through cor-
porate records. This can not only bolster 
the prospects of their present lawsuit (and 
provide a factual basis for future lawsuits 
against the defendant corporation), but 
also impose the significant costs of produc-
ing the requested documents and witnesses 
on the defendants. As a result, corporate 
defendants face considerable pressure to 
settle any suit that survives the motion to 
dismiss, regardless of its merit, to avoid 
the discovery process. (This problem is, 
of course, not limited to class actions, but 
it nevertheless provides reason to believe 
that low-quality class action lawsuits can 
yield payouts that make bringing them 
worthwhile.) 

Fitzpatrick recognizes this and other 
dangers (poorly crafted statutory lawsuits, 
the high-risk nature of defending a class 
action suit, the potential misalignment 
of attorneys’ profit motive with effective 
safety regulation), and proposes reforms 
designed to reduce them. The most inter-
esting, and perhaps most achievable, of 
these is the proposal for plaintiffs to have 
to share the costs of discovery. He concedes 
that the prospects for these reforms being 

adopted in the current political environ-
ment are dim. But, because his argument 
for class actions rests on a comparative 
assessment, this is not a fatal objection. 
He has set out to show that class action 
litigation with all its faults is a better option 
than public enforcement of regulations. 
Because he has done this, he has made his 
point. Recognizing that there is room for 
improvement in the superior option does 
not undermine the argument that it is the 
superior option.

As a final comment, I should point 
out that this book is much shorter than it 
appears. Of its 265 pages, only 129 are text. 
The rest consist of notes and the bibliogra-
phy. This is not a criticism; 129 pages are 
sufficient to make the author’s argument 
effectively without padding. This helps 
make the book an easy read. The extensive 
notes, which are typical of legal writing, 
may be ignored by the lay reader without 
loss of understanding.

Nevertheless, the notes serve a use-
ful purpose. In describing this book as 
designed to reach a non-expert audience, I 
do not mean to suggest that it is designed 
to reach such an audience exclusively. 
The book is a work of legal scholarship. 
Like all legal writing, it not only presents 
an argument for a conclusion, but also 
performs a service for the profession. 
Attorneys use legal scholarship to help 
them create arguments for their clients. 
Legal academics use legal scholarship to 
advance their research. The notes in legal 
texts lead attorneys and legal academics 
to the sources they need to advance their 
professional work. A significant part of 
the value of a legal author’s work is his or 
her research, which is transmitted through 
the notes to attorneys and legal academics 
for their use.

In sum, The Conservative Case for Class 
Actions is an engaging book on a timely 
subject that is well-organized and clearly 
written. It makes a strong case that the 
optimal form of market regulation is the 
private civil liability system including class 
actions, which is what makes it entirely 
fitting that this review should appear in a 
journal named Regulation.
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Ignoring the Tyranny  
of the Majority
✒  REVIEW BY PHIL R. MURRAY

Bhaskar Sunkara is the creator and editor of Jacobin magazine, argu-
ably the United States’s most prominent socialist periodical. In 
2019 he released The Socialist Manifesto to describe what he believes 

life would be like in a socialist society and how to achieve that society. I 
read this book in an effort to better understand what a socialist thinks.

Improving the world / Sunkara looks at the 
world and recoils at its economic con-
ditions. “What I am certain about,” he 
writes, “is that we live in a world marked 
by extreme inequality, by unnecessary pain 
and suffering, and that a better one can be 
constructed.” 

There is no doubt that economic 
inequality exists. The nature of that inequal-
ity, whether it is of opportunity or of out-
come, and whether it is a graver problem 
than poverty, are the vital issues. Hardship 
also exists, but the issue is whether there is 
more hardship today than there was in the 
past and whether life is more difficult in 
capitalist societies than in socialist societies. 

Given this undesirable situation, Sunk-
ara believes that democracy is the solution. 
He has in mind voting his preferred candi-
dates into office and “extending democ-
racy radically into our communities and 
workplaces.” He sees few drawbacks to 
democracy. Will voters determine which 
restaurants will be in the community? Or 
whether Time, Sports Illustrated, and Jacobin 
are on the newsstand? But then, doesn’t 
market capitalism already do this?

Consider how Sunkara thinks democ-
racy will improve the workplace. In his 
first chapter, “A Day in the Life of a Social-
ist Citizen,” he imagines that you take a 
job at a pasta sauce company. You earn 
$15 an hour bottling sauce and manage-
ment respects you. After a year, your pro-
ductivity rises 25%. You ask for a raise and 
get one, but it is only 13%. Emboldened 
by your accomplishment, you petition 

management to raise the pay of another 
worker. Management declines, but your 
effort leads to a union that’s intended to 
improve conditions for all workers. How-
ever, the union is no match for the bogey-
man of globalization; com-
petition from producers in 
India reduces your company’s 
profits and jeopardizes your 
job. Management responds 
by automating the produc-
tion process, and automa-
tion is another bogeyman. 
Although you keep your job, 
you work more, lack input in 
company decisions, and envy 
earning 2% of what manage-
ment earns. From this, Sun-
kara concludes that your life 
would be better without cap-
italism.

Labor and investment / The 
author defines capitalism as 
“a social system based on pri-
vate ownership of the means 
of production and wage labor.” A defini-
tion of capitalism that incorporates pri-
vate ownership is conventional; one that 
emphasizes wage labor is not. Socialists 
are skeptical of markets to begin with and 
downright hostile to the labor market. 
The author claims, “The market under 
capitalism is different because you don’t 
just choose to participate in it—you have 
to take part in it to survive.” In fact, there 
are alternatives to participating in mar-
kets. If property rights are not established 

or enforced, one may hunt and gather. 
That alternative is neither good nor real-
istic. Nevertheless, it is plausible that indi-
viduals enter markets because the benefits 
outweigh the costs. 

Socialists dislike a competitive labor 
market because “all you have is your ability 
to work.” They believe that workers are at 
a disadvantage: workers need jobs more 
than the capitalists who own the land and 
tools need workers. On behalf of a typi-
cal worker, Sunkara reasons that because 
“you’re subject to the dicta of your bosses,” 
the relationship “feels oppressive.” Social-
ism presumably relieves the oppression.

Sweden exemplifies his idea of good 
socialism. In his “slightly idealized version 
of Sweden,” a citizen has “social rights” 
to education, “great health care, afford-

able housing,” unemploy-
ment benefits, “state-funded 
retraining,” and more. He 
envisions how life can be even 
better. In the author’s social-
ist utopia, the “traditional 
labor market and capital mar-
kets” do not exist. Workers do 
not toil for wages. They earn 
“minimum incomes” plus a 
share of the profits from the 
companies they help run. A 
“workers’ council” considers 
job characteristics at each 
company in order to deter-
mine the minimum incomes, 
which vary by occupation 
within a firm. 

In a wage table the author 
provides, inspired by “a Yugo-
slav work-point system,” the 

manager at the top earns about four times 
the minimum income of a manual laborer 
at the bottom. Sunkara assumes that a 
majority of workers will accept those dis-
parities because they are less than what we 
observe in today’s labor market.

There are at least two taxes in the social-
ist utopia. An income tax pays for govern-
ment-guaranteed health care, education, 
etc. A tax on “capital assets” serves two 
purposes: One is to transfer income from 
capital-intensive firms to labor-intensive 
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firms so that firms will earn similar after-
tax profits, which means workers will earn 
similar shares of after-tax profits. The other 
purpose is to raise funds for investment. 
Sunkara explains, “Applicants are judged 
on the basis of profitability, job creation, 
and other criteria including environmen-
tal impact.” Government officials will do 
the judging. If there is a shortage of funds 
and no interest rate to allocate them, those 
seeking funds will argue that their projects 
are more profitable, create more jobs, and 
produce cleaner air and water. 

It is unclear how government officials 
will decide between projects that show 
tradeoffs in those criteria. Will govern-
ment officials fund a project that is more 
profitable and less favorable to the envi-
ronment, or one that is less profitable and 
more favorable to the environment? In the 
event of a surplus of funds, “some of the 
money can always be directly transferred 
back to taxpayers to stimulate demand.” 
A reader may doubt the efficacy of govern-
ment officials allocating funds for capital 
expenditures; the Solyndra boondoggle 
comes to mind. “All these outcomes entail 
trade-offs,” Sunkara admits, “and these 
trade-offs are political decisions.” But the 
author does not explain why tradeoffs 
in the socialist utopia are preferable to 
tradeoffs in actual capitalism.

In contrast to common grumbling 
about work, socialists look at the labor 
market and see “exploitation.” Sunkara 
writes:

It’s easy to understand this concept on 
production lines. If you’re bottling a 
hundred curry pasta sauce jars an hour, 
sixty of those might be necessary to pay 
your wages and other overheads, but 
every jar after that is a surplus. Some 
goes directly into a capitalist’s pockets, 
but much of it is reinvested into produc-
tion to keep firms competitive. Socialists 
call this exploitation.

Workers probably do not mind a capital-
ist earning a profit, even if they begrudge 
the size of the profit relative to their 
wages. Whether workers view wage labor 

as exploitation is debatable. For instance, 
workers who want a share of the profits can 
buy stock. They also can quit their jobs and 
search for better ones. How can a socialist 
believe that workers in capitalist society 
are exploited when capitalist production 
provides higher standards of living? 

Encouragingly, Sunkara sees exploita-
tion in socialism too. In the author’s uto-
pian socialist society, one of the workers 
becomes disgruntled. “Capitalism is the 
exploitation of person by person; socialism 
is the exact opposite,” he writes.

Reform or revolution? / The history of polit-
ical movements is the largest part of the 
book. The history begins with Karl Marx 
and Friedrich Engels. Sunkara quotes 
from Engels’s 1845 book The Condition of 
the Working Class in England to make the 
point that people did dangerous jobs and 
lived in squalor during the Industrial Rev-
olution. He reiterates Marx’s condemna-
tion of profiteering and the reinvestment 
of profits without input from workers. 

Then he describes how political parties 
in various countries tried to implement 
socialism. Socialist activists argued among 
themselves over whether to reform the 
existing economic system or revolt against 
it. In the early German socialist movement, 
Eduard Bernstein eventually advocated 
“reforms.” We can imagine the reforms 
included legal minimum wages, legal max-
imum hours of work, and social security. 
Rosa Luxemburg, another German social-
ist, favored revolution: “She likened the 
struggles of those who tried to gradually 
bring about change within capitalism to 
the plight of Sisyphus.” 

This history features political opera-
tives such as Lenin and Stalin and Mao 
and Deng Xiaoping. Entrepreneurs are 
absent. Either there are no entrepreneurs 
in the history of socialism because socialist 
governments repressed them or Sunkara 
omits their contributions to highlight the 
struggles for political power.

Sweden / One reason contemporary Amer-
ican socialists hold up Sweden as a model 
is that the history of socialism in Sweden 

was not treacherous like it was in the Soviet 
Union and China. Early Swedish socialists, 
according to Sunkara, “didn’t capitulate 
to the market as it was but made a radical 
attempt to change how it operated.” Fol-
lowing World War II, employers, unions, 
and the country’s Social Democrats struck 
a deal: Employers gave up the ability to 
negotiate wages at the industry level. In 
return, unions restrained their demands 
for higher wages. Unions and the Social 
Democrats got wage equality, full employ-
ment, and welfare benefits. 

The system worked so well that Social 
Democrat Ernst Wigforss declared it to be 
a “provisional utopia.” It indeed proved to 
be provisional. Sunkara admits:

Social democracy was always predicated 
on economic expansion. Expansion 
gave succor to both the working class 
and capital. When growth slowed and 
the demands of workers made deeper 
inroads into firm profits, business 
owners rebelled against the class com-
promise.

Swedish voters ousted the Social 
Democrats from power in 1976. Sunk-
ara suggests that the socialists’ support 
for nuclear energy cost them victory. He 
alludes to bad fiscal policy. Government 
spending, he reports, was “almost 70 per-
cent of GDP.” He neglects to report the 
confiscatory tax rates that financed so 
much spending. Astrid Lindgrin, author 
of the Pippi Longstocking books for children, 
penned a fable that mocked the leaders of 
the Social Democratic Party because she 
faced an income tax rate of 102%. American 
progressives with an affinity for Swedish 
socialism cannot expect American voters 
to tolerate excessive welfarism more than 
Swedish voters did in 1976.

Policy agenda / Sunkara endorses the poli-
cies of Vermont independent senator and 
Democratic presidential candidate Bernie 
Sanders: guaranteed employment, govern-
ment-provided health care, and the Work-
place Democracy Act. He does not explain 
how these policies would work. He does 
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The One-Percenter State
✒  BY PIERRE LEMIEUX

Jonathan Rothwell’s latest book—he himself calls it a manifesto—is 
a big endeavor. It aims at persuading people on the left that “the 
extreme inequality that exists in the contemporary United States 

and other countries is not the result of well-functioning markets,” 
but, on the contrary, of “political inequality and corrupted markets.” 

not anticipate and rebut objections. He 
believes that passing socialist legislation 
would produce abundance: “We can also 
guarantee access to nutritious food, safe 
and secure housing, free child care, and 
public education at all levels.” 

Sunkara does give attention to politi-
cal organizing. He intends to generate “a 
renewal of class antagonism and move-
ments from below.” He aspires to recruit 
union members, teachers, nurses, and envi-
ronmentalists. 

He recognizes that the U.S. Constitu-
tion will hinder the achievement of his 
goals. He dreams of eliminating the Sen-
ate, the filibuster, the Electoral College, 
and federalism. Despite his expectation 
that these maneuvers will cause a “crisis,” 
he remains optimistic. Following the cri-
sis, socialist society will end “suffering,” 
“exploitation,” environmental degradation, 
and war. Those outcomes, according to the 
author, are why we should have socialism.

Conclusion / Prosperity, environmental 
quality, and peace are worthy goals. The 
question is whether democratic socialism 
is the way to attain them. According to 
the World Bank, the number of people 
in the world living in extreme poverty fell 
from 1.9 billion in 1990 to 715 million in 
2015. Sunkara thinks this progress is more 
the product of expanded democracy than 
expanded capitalism. 

Exploitation is, of course, unacceptable. 
But he believes that profits are evidence of 
exploitation. He ignores that whenever and 
wherever profiteering is prohibited, work-
ers suffer. Sunkara says voting for socialism 
will reverse global warming, but he omits 
what all must happen between those two 
events. 

Among many admissions that capital-
ism does some good in the world and that 
socialism has an ugly side, he concedes that 
“the way to prevent abuses of power is to 
have a free civil society and robust demo-
cratic institutions.” Perhaps the greatest 
critique of his socialist thinking is that he 
ignores the tyranny of the majority and 
the role of economic freedom in preserving 
civil freedom.

In other words, “well-functioning mar-
kets—characterized by mutually beneficial 
exchange among political equals—lead 
to egalitarian outcomes with respect to 
income and well-being.”

As the subtitle indicates, the book 
defends certain moral and political val-
ues, but it is based on an extensive review 
and analysis of the empirical evidence on 
inequality. The author, who holds a doc-
torate in public affairs from Princeton 
University, is the principal economist at 
Gallup and a senior fellow at the Brookings 
Institution.

Income and wealth inequality have been 
prominent topics in the media and pub-
lic debates for several years now. It’s com-
monly said that, in the United States, the 
top 1% (about two million individuals) in 
the pre-tax income distribution increased 
their share of all pre-tax income from 10% 
to 20% between 1980 and 2014. Several 
recent studies, reviewed by Rothwell, argue 
that this estimate exaggerates inequality, 
but few analysts dispute that it has been 
increasing. The threshold to get in the 
one-percenter group is an annual income 
of $477,500 (or $268,937 if we consider 
only the top 1% in labor income). Rothwell 
emphasizes that all these numbers are esti-
mates that are very difficult to calculate not 
only because data are limited but also by 
the very nature of complex constructs like 
income, wealth, and inequality.

Among the ideas debunked by A Repub-
lic of Equals is the frequent claim that the 
growth in inequality has been caused by 
globalization. Only 16% of one-percenters 
in the United States work in trade-ori-
ented, goods-producing sectors. In rich 
countries, most people, including the rich, 

work in services. In America, two-thirds 
of the one-percenters work in health care, 
education, public administration, finance, 
real estate, and business services. Rothwell 
also argues that “trade protectionism is 
immoral from the perspective of justice”—
poorer individuals are the people most 
harmed by protectionism.

Egalitarian market / The first crucial argu-
ment in A Republic of Equals is that human 
inequality is mostly due to environmental 
factors, not genetics. Rothwell’s review of 
the statistical and genetic evidence sug-
gests that only 13%–40% of the variation 
in cognitive ability between individuals is 
explained by genes. (The 40% figure comes 
from studies of twins, but more recent 
genomic studies have revolutionized the 
field and gravitated to the lower bound.) 
The so-called Flynn effect—the fact that 
measured IQ has increased with time—
would be unexplainable with a purely 
genetic explanation of cognitive ability. 
This is a complex and controversial topic, 
but many readers will be persuaded by 
Rothwell’s argument that most human 
differences are explained by environmental 
factors such as education, family, or where 
one lives.

According to the author of A Republic of 
Equals, education plays a major role in cog-
nitive ability and the acquisition of useful 
character traits. He cites much evidence that 
IQ, measured by standard tests, increases 
with education. Unequal access to education 
is then viewed as a major impediment to 
cognitive ability and, thus, to future income 
and health. (This claim clashes head-on with 
Bryan Caplan’s thesis in his 2018 book The 
Case Against Education, which argues that 
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of Labor Statistics survey, he estimates that 
individual differences in cognitive ability 
and personality (the combination of which 
he calls “merit”) explain less than half of 
the existing level of income inequality.

The second crucial argument of A 
Republic of Equals, then, is that inequality 
comes from “barriers to free 
exchange, put in place by 
powerful interest groups”—
and approved, promoted, 
and enforced by governments. 
Without those barriers, 
“inequality in income would 
fall by half,” Rothwell claims, 
and the need for government 
redistribution would be dras-
tically reduced.

The exploitative state / Roth-
well persuasively claims that 
inequality is mainly caused 
by the exploitative state 
(though he does not use that 
term). Besides such interven-
tions as business subsidies, 
trade protectionism, and 
overreaching intellectual property pro-
tection, he argues that the state generates 
inequality in two main ways: zoning laws 
and the anticompetitive privileges granted 
to elite professionals. The state blocks 
market access to many people.

Zoning falls under the jurisdiction of 
local and state governments. It was intro-
duced in 1916 in New York City as a way to 
keep immigrants and blacks out of white 
neighborhoods through restricting con-
struction of apartment houses, the height 
of buildings, and housing density. Without 
such coercive laws, it was just too tempting 
for white residents to rent apartments or 
sell houses to blacks offering higher prices 
to compensate for discrimination. The free 
market is an efficient mechanism against 
discrimination.

The federal government itself intervened 
in favor of housing segregation by propos-
ing standard zoning guidelines. It also prac-
ticed “red-lining”—that is, assigning poor 
credit ratings to neighborhoods that did 
not meet accepted racial and ethnic charac-

education does not contribute much to 
increasing intellectual abilities, but only to 
revealing or signaling them, and that indi-
viduals spend too much time in school. See 
“A Degree Too Far,” Fall 2018.)

Rothwell demonstrates the absence of 
any significant difference between the cog-
nitive abilities of different racial groups. 
Jews’ and Asians’ abilities have been exag-
gerated while blacks’ have been underes-
timated. Citing tests done at the time, he 
notes that “Northern black people had 
higher IQs than recent Jewish immigrants 
in the 1920s.” It is only during the last 
half-century that the IQs of Jews and 
Asians have surpassed those of whites and 
blacks. Rothwell provides much evidence 
for this fascinating claim. “No group of 
people,” he writes, “has persisted in main-
taining sustained levels of high status for 
long enough periods for population genet-
ics to explain their success.”

The individuals who show better results 
at IQ tests or in life success have simply 
invested more in education. But why have 
they done this? Because—if I read Rothwell 
correctly—their circumstances incited them 
to and because they did not believe that their 
futures were genetically predetermined. The 
children of immigrants, who often overtake 
the natives, are a case in point.

If individuals have natural abilities that 
vary only within a narrow range, one would 
expect that, in a context of free exchange, 
their productivity would not diverge wildly. 
This implies that their remuneration also 
would not vary wildly because econom-
ics demonstrates that, in a free market, 
remuneration follows productivity: more 
productive persons are paid more because 
they contribute more to what consumers 
want. One is paid the “value of his mar-
ginal product,” as economics textbooks say. 
Free markets, Rothwell writes, establish a 
“merit-based egalitarianism.”

He calculates that the current variations 
in remuneration are much greater than 
those in cognitive capacity and personal-
ity. Personality is measured by character 
traits, notably extroversion/enthusiasm, 
self-discipline/dependability, and anxiety. 
Crunching the data from a large Bureau 

teristics. Rothwell could have added that, in 
the last quarter of a century, the feds have 
turned 180 degrees and started punishing 
banks for not lending in poor and minority 
neighborhoods. Note also that until the 
civil rights movement, governments offered 
little protection against the segregation-

ist intimidation and violence 
often used to keep blacks out 
of white neighborhoods.

The consequence of these 
political restrictions to equal 
housing access are still with 
us. Blacks are concentrated in 
poorer neighborhoods with 
more crime, detrimental influ-
ences on children and teenag-
ers, and bad schools. Rothwell 
cites research to the effect that 
moving out of a segregated 
neighborhood before age 13 
increases college attendance by 
2.5 percentage points.

According to Rothwell, 
much of the current discrim-
ination against black Ameri-
cans finds its source in their 

segregated neighborhoods. Blacks are 
subject to more searches and more abuse 
by police. Young, unarmed black men are 
three to six times more likely than their 
white counterparts to be shot by police. 
Blacks are charged with more crimes than 
whites, even in the categories of crimes 
that they commit less, such as drug crimes. 
That’s another fascinating argument in A 
Republic of Equals: there is apparently no 
evidence that black males age 18–30 use 
or sell drugs more than whites of the same 
age. Yet, Rothwell estimates that the odds 
of these black men being arrested on drug 
charges are 3.8 times higher than their 
white counterparts.

It is not only by repressing the most 
disadvantaged individuals that govern-
ments have contributed to inequality; it 
is also by protecting the most advantaged, 
including the one-percenters. The real “evil 
rich,” as some people would say, may not be 
the ones who immediately spring to their 
minds, and not for the reasons they sup-
pose. Consider that “just 25% of total top 

A Republic of Equals: 
A Manifesto for a Just 
Society
By Jonathan Rothwell

392 pp.; Princeton Uni-
versity Press, 2019
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one-percent income comes from stocks” 
and that “executives are a small minority of 
top earners.” On the other hand, elite pro-
fessionals constitute more than one-fourth 
of the richest 1% and they benefit from 
government protection of their markets.

Physicians, surgeons, and dentists 
constitute 8%–16% of the one-percenters, 
depending on data sources. They are pro-
tected against competition by powerful pro-
fessional corporations—the equivalent of 
medieval guilds—such as the American Med-
ical Association and its local affiliates, which 
have obtained licensure laws restricting the 
supply of their competitors (be they other 
doctors, nurses, midwives, or other health 
practitioners). This cartel also imposes a 
monopolistic model for the production of 
doctors’ services: the standard honoraria 
system and the interdiction of many forms 
of medical businesses. In the United States, 
the probability of making it to the top 1% if 
you are a physician or surgeon is 22%.

A similar analysis applies to lawyers, who 
are the second most protected category of 
professionals. The public laws obtained by 
their professional organizations (the Amer-
ican Bar Association and its state equiva-
lents) guarantee them a monopoly for 
most legal services, pushing up their fees. 
As a consequence, lawyers account for more 
than 7% of the one-percenters in America. 
(Washington state’s recent creation, after a 
hard-fought battle, of a limited license for 
non-lawyers to provide legal counsel and 
prepare documents in the field of family 
law has opened a small breach in the law-
yers’ monopoly. The results of this policy 
change suggest that many legal services can 
be offered for half the price of a full-fledged, 
cartel-protected lawyer.)

About 10% of American one-percenters 
work in the securities and investment indus-
tries, mostly in investment banks and hedge 
funds. These people are not protected by 
specific professional corporations, so they 
are a different sort of “elite professionals.” 
But Rothwell believes that the market in 
which investment banks and hedge funds 
operate is “fundamentally not competi-
tive.” The reason is that federal regulation 
prevents individual investors, except very 

wealthy ones, from investing in hedge funds 
and forbids the latter to advertise. With pen-
sion funds and other institutional investors 
as their main customers, hedge funds face 
attenuated competitive pressures, allow-
ing them to charge much higher fees than 
other investment funds and to enrich their 
one-percenter owners and traders.

Rothwell could have better developed 
this argument. The careless or biased 
reader may get the impression that the 
lower level of regulation for hedge funds 
(as the counterpart for keeping ordinary 
individual investors at bay) is to blame. 
But Rothwell does identify the real culprit:

The bottom line is that the SEC’s authen-
tic but misplaced concern for ordinary 
Americans has resulted in the whole-
sale transfer of trillions of dollars from 
plumbers, pipefitters, teachers, automak-
ers, and families with retirement accounts 
to super-elite billionaires. Rich investors, 
like other elite professionals, are given 
privileged access to markets.

All in all, considering financial sector 
managers, professional and other business 

service managers, health care professionals 
and managers, as well as legal service pro-
viders, Rothwell calculates the increase of 
their incomes from 1980 to 2015 accounts 
for 98% of the total income increase of the 
one-percenters over that period. If this esti-
mate is correct, it is a crucial fact.

Trusting Leviathan / Despite Rothwell’s 
technical virtuosity and identification of 
real problems, his analysis and manifesto 
could—and should—have gone further. 
After the horrors of government inter-
vention he depicted, he still trusts Levia-
than too much. He seems to assume that 

politicians and government bureaucrats 
have disinterested intentions, which they 
dutifully translate into effective policies. 
Perhaps he thinks the past horrors he 
described were one-time mistakes.

His trust in the state depends partly on 
his political philosophy. And therein lies 
the Achilles heel of Rothwell’s manifesto. 
As he explains, he follows the philosophy of 
the late Harvard philosopher John Rawls. 
“I define a just society,” Rothwell writes, 
“as one that grants and defends the basic 
liberties of individuals, while it maximizes 
the welfare of the least advantaged mem-
bers under conditions of political equality 
and provides equitable opportunities for 
everyone to do the work that naturally suits 
them.” Such principles of justice (liberty, 
equality of opportunity, and justice for the 
least advantaged), he argues, are consistent 
with what science shows is man’s “innate 
sense of fairness and reciprocity.”

The danger of this philosophy lies in the 
conflict between, on one hand, equal liberty 
and, on the other hand, attack on those 
who happen to have been favored by birth, 
good parents, entrepreneurial flair, or just 
plain luck. Rothwell insists that he is not 

against making money 
by serving others in the 
market, but only against 
inequality that is not jus-
tified by “merit”—that is, 
by differential cognitive 
abilities and character 
traits. But there is more 
than merit in life. A great 

entrepreneur or a great singer does not 
make his fortune, or at least not all of it, 
by “merit,” but through providing better 
than others what consumers value most. 
It is true, however, that Rothwell finds half 
of current inequality justified, making his 
criticism more muted, and more reason-
able, than others’.

James Buchanan’s egalitarian and con-
tractarian theory would provide a solid 
foundation for Rothwell’s ideas. Buchanan, 
an economics Nobel laureate, favored a 
wide margin of “equality of opportuni-
ties” and expressed appreciation for Rawls’s 
theory. But contrary to the Harvard philos-

His trust in the state depends  
partly on his political philosophy.  
And therein lies the Achilles heel  
of Rothwell’s manifesto.
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opher, Buchanan understood the ever-pres-
ent danger of Leviathan. Moreover, instead 
of looking for some “just society,” as philos-
ophers have been doing for two and a half 
millennia without a resolution in sight, 
Buchanan took individual consent as the 
foundational moral-political value. (See 
Buchanan’s 1975 book The Limits of Liberty: 
Between Liberty and Leviathan.) As political 
philosopher Anthony de Jasay would say, 
this approach makes a lesser demand on 
our moral credulity.

On the more radical side, de Jasay 
provides an important perspective that 
is missing from Rothwell’s philosophical 
reflections: how slippery the concept of 
equality is. Equality in one dimension—say, 
“merit”—implies inequality in another—
say, the liberty to leave one’s money to 
one’s children or offer consumers what 
they want. (See “The Valium of the Peo-
ple,” Spring 2016.) Many analysts believe 
that the decline in marriage among the 
non-rich explains part—perhaps most—of 
the increase in inequality during the past 
half century. An equal right to marry or 
equality of “merit”—will the real equality 
please stand up? Equality is more difficult 
to identify than Rothwell seems to believe.

It is worth noting that the argument for 
classical liberalism or libertarianism does 
not require the sort of natural equality or 
quasi-equality defended by Rothwell. For-
mal, legal equality is what matters.

Another question that needs clarification 
is, what are these “public goods” that must 
be “provided to all through public funding 
and on an equitable basis” (assuming we 
know what “an equitable basis” means)? 
Rothwell’s list includes security (the usual 
suspect), education, and “the infrastructure 
of commerce and production (e.g., roads, 
bridges, ports, environmental resources, 
telecommunications).” Granted, Buchan-
an’s concept of public goods is also wide, but 
Rothwell’s looks even wider when he adds 
“protection from injury or disease through 
healthcare, and relief from poverty, job dis-
placement, and disability.” Buchanan’s the-
ory incorporates built-in features that are 
more effective at preventing an indefinite 
expansion of public goods.

And what is “society”? It does not 
think, speak, or act in any meaningful 
(non-metaphorical) sense. It cannot grant 
anything. Nor is it “a just society” that “pro-
tects its most vulnerable members by draw-
ing from the resources of its strongest”; it 
is the state, which is not the same thing. 
Perhaps one can conceive of the state as 
created by a social contract, à la Buchanan 
or Rawls, but much prudence is required—a 
lesson from Buchanan’s work. We may 
wonder what a “just society” or “the justice 
of a society” means. An individual can be 
just, but can a society?

There is no big social pot from which 
money—that is, resources—can be freely 
taken. Takings always come from specific 
individuals. The challenge is to justify 
them. I suggest that Rothwell is prisoner 
of a philosophical approach that does not 
really provide such justification. And if 
there is no justification for takings, poli-
tics is just a choregraphed combat to grab 
resources, where the most powerful win at 
the expense of the others.

Regulatory failures / Regulation,” Rothwell 
writes, “should be designed to make mar-
kets function optimally.” Yes, but how do 
we know it will do this? Among the exam-
ples of Rothwell’s tolerance for “smart” 
regulation, he seems to blame a lack of 
it for mortgage lenders targeting minori-
ties before the Great Recession. He does 
not mention that, under the Community 
Reinvestment Act, the federal government 
was pushing banks to lend to poor and 
minority neighborhoods. It’s first and 
foremost the federal government that, in 
the name of “social justice,” was pushing 
mortgages on potential homebuyers who 
could not afford them.

Another example is Rothwell’s appar-
ent tolerance for licensure of hair braiders, 
manicurists, cosmetologists, nail techni-
cians, plumbers, midwives, and a host of 
other occupations under weak justifica-
tions concerning public health and safety. 
An occupational license often requires an 
unblemished criminal record, which as 
Rothwell himself acknowledges is not easy 
to maintain in some disadvantaged groups. 

He cites a sociologist apparently claim-
ing that this low-level licensing, instead 
of preventing disadvantaged people from 
trying their hand at the market, actually 
helps women and blacks “because it clar-
ifies the skills, credentials, and pathway 
needed to gain entry.” Come on! Leviathan 
bans people from working, and we should 
applaud with gratitude when it provides a 
narrow pathway to work that it has other-
wise blocked?

I also find Rothwell’s discussion of cer-
tain “restrictive covenants” disappointing. 
He specifically writes of contracts whereby 
homeowners of a given neighborhood 
contractually obligated themselves to not 
sell their houses to non-whites. Rothwell 
equates those contracts to mob violence 
against blacks or to government-organized 
segregation. As appalling as the contracts 
were, his equivalence goes too far. The 
restrictive covenants were private contracts 
over private property. The homeowners who 
signed them were not obliged to do so. The 
contracts were declared unconstitutional in 
1948, but they had probably already been, or 
were being, superseded by government-im-
posed zoning, which is a much more effi-
cient way of restricting who can live where.

In this matter as in others (think of free 
speech), one must distinguish the private 
domain from the public domain. Rothwell 
should understand this. Governments have 
continued to use zoning to segregate neigh-
borhoods, directly or indirectly (through 
density restrictions), intentionally or not. 

Who are the real enemies of free market 
exchange? His analysis often shows that 
they are governments. For example:

In 1936 the [Federal Housing Adminis-
tration] created a manual that advised 
how mortgage appraisers should 
evaluate homes. It explicitly stated 
that restrictive covenants, combined 
with exclusionary zoning to prohibit 
multifamily housing, offered the best 
protection of a home’s value and should 
get the highest appraisal.

It is tempting to believe that this sort 
of interventionism cannot be espoused 
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government interventions, 
but also by those favorably 
disposed to them. Books 
such as Atif Mian and Amir 
Sufi’s House of Debt (“House 
of Flawed Analysis,” Winter 
2014–2015), Adair Turner’s 
Between Debt and the Devil 
(“When Intervention Fails, 
Intervene,” Spring 2016), 
and Binyamin Appelbaum’s 
The Economists’ Hour (“Milton 
Friedman Caused the Finan-
cial Crisis and Other Tales,” 
Winter 2019–2020) fall into 
the latter category. All those 
authors blame blind faith in 
the market and the deregula-
tion bogeyman, among other 
causes, for the financial crisis. 

British economic historian Rob-
ert Skidelsky falls into the latter camp. 
Skidelsky is a John Maynard Keynes scholar 
and has published a three-volume biogra-
phy of the economist. He is also a professor 
at the University of Warwick. 

History / “History of Economic Thought” 
is the daunting title of Part One of 
Skidelsky’s book Money and Government, 
and he does his level best to deliver on 
that promise. This part traces through 
the origins, value, demand for, and quan-
tity theory of money, the gold standard, 
and bimetallism. It closes with a review of 
the economic role of the state and mer-
cantilism. 

It has been quite some time since I 

What Went Wrong in 2008, 
As Told by a Keynesian
✒  REVIEW BY VERN McKINLEY

To get a balanced view of the lessons from the 2007–2008 global 
financial crisis, the well informed must read what a full range of 
authors have to say about what caused the crisis and what pri-

mary lessons should be drawn from it. I have tried to do that not only 
by reading and reviewing volumes by those repulsed by the ensuing

by democratic governments. Obviously, 
it can be, and it often is. Majoritarian 
governments often amplify, instead of 
smothering, the mob’s prejudices. Zoning 
is more local and more democratic (that 
is, majoritarian) in the United States than 
in Europe (as Rothwell notes), and for 
that reason it is more responsive to local 
property owners who want to reduce the 
supply of housing and boost the price of 
their own properties.

Nudging Rothwell forward / Why should 
we trust government with the power to 
coercively impose the latest fad in social 
engineering? Even if one specific fad hap-
pens to look just, the next one may not 
be. Rothwell reminds us of the horrible 
eugenics fad that started in the Progres-
sive Era and didn’t subside in some states 
until well into the second part of the 20th 
century. It led to the coercive sterilization 
of more than 60,000 Americans that good 
bureaucrats, empowered by good politi-
cians, deemed to be feeble-minded, defec-
tive, or socially inadequate. (See “Progres-
sivism’s Tainted Label,” Summer 2016.) 
Even assuming that government poten-
tially amplifies the amount of goodness 
in the world, it also certainly amplifies the 
consequences of errors.

The best solution is to let individuals be 
free to make their own private choices, even 
when, to some of us, they appear unwise or 
bigoted. The only clear restriction should 
be that private actions not cause direct 
harm to others—“harm” being taken in 
a restrictive, perhaps only physical, sense. 
There is much of this enlightened approach 
in Rothwell’s interesting book. Many peo-
ple who don’t understand the benefits of 
free markets, and even some who do, can 
learn much from A Republic of Equals.

My criticism is meant to nudge Rothwell 
and his ideological companions forward. 
Don’t grant the state new glorious missions; 
on the contrary, humble it! Don’t extend 
government powers, limit them! Don’t 
grant government the power to discrim-
inate among citizens! A Republic of Equals 
offers plenty of examples of the harm that 
government coercion has done. 

read a book with sections 
so deeply reminiscent of my 
undergraduate economics 
courses. Much of the discus-
sion has a textbook feel to it, 
complete with explanatory 
equations, diagrams, and 
graphs. For those familiar 
with many of these topics 
through prior study, these 
chapters likely provide 
much more background 
material than necessary to 
understand the later discus-
sions of the global financial 
crisis and how Skidelsky 
believes it changed the role 
of government.

Rise and fall of Keynes / 
Skidelsky describes the pre-Depression 
era “old macroeconomy” as resting “on a 
tripod of gold, balanced budgets and free 
trade.” He summarizes much of his life’s 
study of Keynes in Part Two of Money and 
Government: 

The Great Depression set off a period 
of experiments in thought and policy. 
Keynesian economics was the most 
successful of the results…. It was partly a 
revolution in monetary policy, involving 
a break with the gold standard. It was 
partly a revolution in fiscal policy, which 
involved abandoning the balanced-bud-
get rule.

Keynes played a high-profile role in the 

Money and Government: 
The Past and Future of 
Economics 
By Robert Skidelsky

512 pp.; Yale University 
Press, 2018
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assessment of the then-building Depres-
sion from his perch on Britain’s Macmil-
lan Committee on Finance and Industry. 
Skidelsky explains that Keynes’ work on 
the committee “shook his faith in mon-
etary policy…. Now his emphasis shifted 
to �scal policy, with monetary policy in a 
purely supporting role.”

Keynes’s General Theory of Employment, 
Interest and Money grew out of that work. 
The book, according to Skidelsky, “was to 
explain precisely why the classical theory was 
wrong…. Keynes called the book the ‘general’ 
theory, because he took uncertainty to be 
the general case, with full information as the 
special case.” Again, Skidelsky’s explanation 
of the contrast between Keynes’s model and 
the classical models, along with Skidelsky’s 
discussion of the �scal multiplier, reads like 
an economics text. 

A case study of the “era of Keynes” fol-
lows, with the period of full-employment 
Keynesianism during the 1940s to about 
1960 (stage one), growth Keynesianism 
during the 1960s (stage two), and stag�a-
tion Keynesianism during the 1970s (stage 
three). 

The last section of Part Two transitions 
into monetarism. Skidelsky does not spend 
much time on Milton Friedman, but he 
does judge Friedman to be a dishonest 
scholar as far as economic policy goes: 

The motivation for [Friedman’s] work 
was thoroughly political. Friedman 
restated neo-classical economics in 
order to expel the expanded Keynesian 
state from the economy. Shrinking the 
state was the scarcely avowed aim of his 
economics.

The crash and after /  To Skidelsky, the 
�nancial crisis demonstrated a “back to 
the future” moment for Keynesian pol-
icies: “It forced activist—that is, discre-
tionary—responses from governments 
that were partly experimental, but that 
also involved using old tools which had 
become rusty through neglect.” 

After providing some general details 
about the stages of the crisis, he describes 
the “energetic government responses” that 

he apparently approves of:

Governments strengthened deposit 
insurance, recapitalized and nationalized 
banks with public funds, and bought 
toxic assets.… Recapitalizing banks was a 
�scal operation, involving governments 
raising vast sums in the bond markets. 
It was governments, not central banks, 
learning from Keynes, not Milton Fried-
man, that prevented a slide into another 
Great Depression.

Skidelsky provides some surprising 
conclusions about the �nancial crisis in 
his chapter “What Was Wrong with the 
Banks?” He does come down hard on what 
he describes as deregulation in the �nancial 
sector as a primary cause of the crisis. This 
includes criticism of increasing �nancial 
innovation in securitization, collateralized 
debt obligations, credit default swaps, and 
special purpose vehicles. He writes: “From 
the 1960s onwards, government gradually 
relinquished their control over banks and 
put their faith in market discipline…. They 
were allowed to do everything,” referring to 
banking activities on both the funding and 
investment sides. 

Surprisingly, he also criticizes some of 
the government interventions in housing 
policy in the run-up to the crisis: 

Governments also encouraged banks 
to lend for political purposes. The root 
of the 2008–9 �nancial crisis lies in the 
American housing market and, specif-
ically, in the government’s attempts to 
make home ownership accessible to 
low-income families…. It was the combi-
nation of deregulation and government 
subsidy of bank credit to low-income 
households which proved toxic.

Conclusion /  With rousing �are and noting 
that it was “the deregulated global market 
that collapsed in 2008 to 2009,” Skidelsky 
leaves us with a �nal chapter that proposes 
one new or expanded government program 
after another. In the area of �scal policy, he 
primarily calls for a budget-driven strike 
against weak growth: “The focus should 

shift from �ghting in�ation to �ghting 
stagnation. This means using the budget 
to revive growth, and monetary policy to 
support �scal policy.” 

Skidelsky argues that a State Investment 
Bank is needed because of the poor perfor-
mance of the private banking sector in the 
lead-up and throes of the �nancial crisis: 

The Investment Bank would be capi-
talized by the state, and empowered to 
borrow an agreed multiple of its capital 
for approved purposes; that is, the state 
would determine the Bank’s strategic 
direction, and the managers would 
have full operational independence. 
Depending on the Bank’s mandate, such 
purposes might include investments 
in energy e�ciency, long-term loans to 
small enterprises and start-up compa-
nies through a network of local banks, 
and support for private venture capital 
initiatives like Fintech.

He argues that central bank mandates 
should be expanded to include not only 
objectives related to output and price sta-
bility, but central banks should also be able 
to “tell the government that �scal policy 
is needed” in cases where a central bank 
policy rate hits its lower bound. He urges 
that “�scal and monetary policy should be 
coordinated, not separated.” 

Skidelsky also favors an increase in 
the intensity of the �ght against income 
inequality: 

Optimists and pessimists alike abstract 
from the problem of automation…. 
Workers displaced by machines will 
need to be guaranteed a replacement 
income. An unconditional basic income 
guarantee, �nanced by taxation, will 
probably be needed in the transition to a 
less work-intensive future.

He also makes the case that protective 
trade measures should be ratcheted up given 
that it is “the primary duty of a government 
to protect its own people from danger and 
misfortune.” After detailing the individual 
arguments for protection, he concludes: 


