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Of the top ten happiest countries among 156 surveyed in a 2019 global ranking of happiness levels, 
Europe accounts for seven. It is no coincidence that these countries namely Finland, Norway, Denmark, 
Iceland, Switzerland, Netherlands and Sweden are also among the world’s most egalitarian 
countries based on the value of Gini coefficient. 
 
To be sure, Europe was not always so socially inclusive and blissful. In fact, it has been said that “the 
political history of Europe is inevitably the history of privileged minorities.” How then did Europe evolve 
from an exclusive land for the destined privileged to an inclusive society of the common masses? 
  
To understand, we need to look at the evolution of the European history from the start of Middle Ages 
into three broad phases: 
• Phase I – The Evolution from Feudalism and Serfdom to Liberal Constitutionalism (5th Century – 

1918): Phase I outlines the age of exploitation under feudalism/serfdom and the subsequent 
intellectual movements which inspired the revolutions that led to the formation of nation states run 
by democratically-elected governments whose duties and limits are delineated in a constitution. 
Economically, this period also marked the advent of Industrial Revolution which resulted in the 
emergence of the working class and their struggle, inspired by orthodox Marxism, against the 
exploitation of the capitalists. 

• Phase II - The Rise of Social Democracy (1918 – 1970s): Phase II tracks how social democracy as we 
know it today evolved from orthodox Marxism and went on to help Western Europe not only 
recover economically from the extensive destructions afflicted by the two world wars but also 
transform into a welfare state within which the government served as the guardian of the society 
and protector of the citizenry while still embracing capitalism. 

• Phase III - The Tussles between Social Democracy and Neoliberalism (1970s - Present): This phase 
outlines how and why social democracy survived the onslaught of neoliberalism and globalization to 
make western European societies generally more egalitarian and blissful today. 

 
In this Phase I, we start by looking at the evolution of Europe from the age of exploitation under 
medieval feudalism and serfdom to the emergence of modern nation states inspired by liberal 
constitutionalism. 
 
  
A. The Age of Exploitation under Feudalism & Serfdom (5th – 14th Century) 
  
Feudalism was the political system that began at the start of Middle Age in the 5th century when the 
Roman Empire was breaking up and Western Europe was constantly invaded by outsiders. Some of 
these invaders established themselves as kings and awarded land grants or "fiefs" to his warriors in 
return for their military contributions. In time, this political system of feudalism led to the emergence of 
a socioeconomic system of serfdom when the warriors, now as land-owning feudal lords, leased their 
land to peasants based on tenancy. 
  
Serfdom was basically an extension of an older system of manorialism which involved peasants living in 
a manor, comprising a village and the land surrounding it, and subordinating themselves to the 
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landowners for protection. Each fief owned by a feudal lord might include one or many manors. Great 
lords might have hundreds of manors under their direct control. 
  
Technically, tenants leasing the land from the feudal lord could remain as free peasants. In reality, 
however, most cases of tenancy involved a descent into serfdom. As serfs, the peasants and their 
children were bounded to their tenement for life, losing all political rights as well as freedom in 
virtually all aspects of their life.  
  
Serfdom was therefore a grossly unjust relationship of bondage that coerced an otherwise largely free 
peasantry into virtual slavery.  Life was excruciating hard for the serfs who had to give away as much 
as 75% of their produce to the feudal lords, church and government as rent, tithe, and taxes. The age 
of feudalism and serfdom was therefore also a time period of extreme exploitation for the common 
Europeans. By the beginning of the 9th century, 60% of the population in western Europe had been 
reduced to serfdom. 
  
The system of serfdom remained highly resistant to change until the late 12th century when the advent 
of Commercial Revolution gave rise to a money economy thus making free, rent-paying peasants more 
economically attractive than bound serfs to the lords. By the 14th century, the system of feudalism also 
began to decline when advances in infantry tactics and weapon technology brought about by a Military 
Revolution effectively rendered charging knights mounted on horses obsolete. Instead, a new kind of 
states, headed by a monarchy, administered by salaried bureaucrats, defended by professional armies, 
and financed by an expanded tax collection system, began to emerge. 
 
 
B. Age of Intellectual Awakening (14th – 18th Century) 
  
By the late Middle Ages, the decline of feudalism-serfdom heralded a new age of intellectual awakening 
during which Europe was engulfed by a series of movements including the Renaissance in the 14th 
century, the Religious Reformation and Scientific Revolution in the 16th century and the Enlightenment 
in the 18th century. 
  
Renaissance’s focus on humanism (i.e. the study of social relationships of human beings) and not the 
divine, nudged Western society toward secularism which in turn led to the Religious 
Reformation movement during which both the laity and clergy questioned the role of the Catholic 
Church which was seen as more interested in amassing wealth than doing God’s works. As radical 
groups known collectively as Protestants broke away, the standing of the Catholic Church was greatly 
diminished. 
  
Around the same time, intellectuals also embarked on a Scientific Revolution to challenge everything 
humans thought they knew about the world and universe around them. Their greatest breakthrough 
was when the Church-sanctioned geocentric view of the universe was refuted by Nicholas Copernicus’ 
heliocentric conception of the sun being the centre of the universe and other heavenly bodies orbited it. 
Similar breakthroughs were also made in physical and medical sciences. Collectively, they explained the 
working of sciences based on natural laws that could be proven, not by dogmatic and mystical reasoning 
of organized religions. 
  
By the 18th century, using the same scientific approach, the intellectuals (aka philosophes) embarked 
on the Enlightenment Movement. Instead of seeking natural laws of sciences about the physical world, 
the philosophes now sought to produce a better society by finding the natural laws governing the social 
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worlds through the application of philosophic skepticism (i.e. doubt everything until it can be proven) 
and scientific rationalism (i.e. the rigorous application of scientific reasoning to find the truth). 
  
In religion, for example, the philosophes espoused the concept of deism which posited that God was 
rational and could be understood through reason without the need for the superstitious teachings or 
the rituals and mysticism that accompanied organized religion. In politics, the works of Baron 
Montesquieu led to what would become the foundation of modern politics: the theories of separation 
of powers and of checks and balances. Another influential political thinker Jean-Jacques Rousseau, 
building on the works of earlier intellects, asserted that man would be best served by entering into 
a social contract with the state. However, he also believed that “no man has a natural authority over his 
fellow men” and that “people have the right to use force to resist forced obedience to authority”. 
Despite a ban by the government, this concept of popular sovereignty gained popularity and later 
became the rallying cry during the French Revolution. 
  
Hence, by the 18th century, the intellectual awakening liberated the mind and soul of the common 
people from the superstition and mysticism of organized religion and the blind obedience to traditional 
tyrannical authority. Europe was ripe for revolutions. 
  
  
C. Age of Revolutions (18th – 19th Century) 
  
The French Revolution beginning in 1789 was triggered by King Louis XVI’s attempt to raise taxes. By 
1791, after adopting a constitution and the Declaration of the Rights of Man which among other things 
promised freedom of religion, freedom of speech, and freedom of the press, the revolutionaries 
declared France a republic within which all Frenchmen were citizens. 
  
For the first time, French learned that the government could be “for the people” and that citizens 
could wield power on their government. These revolutionary ideas were then spread 
by Napoleon when he implemented legal system that institutionalized the liberal ideas of equality in 
territories he conquered until he was defeated for good at Waterloo in 1815. 
 
Meanwhile, scientific innovations since the 16th century also led to the onset of Industrial 
Revolution around 1760. As more began working in urban factories, new issues relating to exploitation 
of workers emerge. Mounting dissents over low wages and poor living and working conditions soon led 
to class struggles between the bourgeoisies (i.e. the capitalist class) and the proletariats (i.e. the 
working class). To strengthen their struggle, workers formed unions or turned to the government for 
intervention. Liberal intellectual’s dreams of a more equitable political system, on the other hand, led to 
the birth of socialism and one of its variants Marxism. 
  
Both the French Revolution and Industrial Revolution were major turning points in European’s history 
with the former sowing the seed of democracy and the latter leading to the birth of industrial 
capitalism and socialism. 
  
Until about 1815, economic and political revolutions were separate. After peace returned in 
1815, economic and political changes tended to fuse and reinforce each other. For instance, the 
growth of the industrial middle class encouraged the drive for representative government. 
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Amid all the social, economic and political changes, ideas fermenting since the 14th century began to 
crystallize into political doctrines. Three of the most important were liberalism, nationalism and 
socialism. 
  
First rose to prominence during the Enlightenment, classical liberalism advocated the right to vote, 
freedom of expression, freedom of the press, and universal justice within the legal system. By 1760s, 
liberal economists like Adam Smith also began to espouse the ideas of economic liberalism which not 
only helped trigger the onset of Industrial Revolution but also led to the proliferation of free-market 
capitalism and free trade replacing the earlier mercantilist and statist autarkic economic 
models. Nationalism, on the other hand, was based on the concept of a cultural unity among people 
who shared a common language, history, and territory. Nationalists often tried to turn this perceived 
cultural unity into a political reality. As for socialism, it began in France as a backlash against the rise of 
modern industrial society. French socialist thinkers saw an urgent need for a reorganization of society to 
establish cooperation and a new sense of community. Its key ideas were economic planning, greater 
economic equality, and state regulation of property. 
  
Even though democracy failed to take root as a result of the French Revolution, the liberal revolutionary 
flames were revived by the mid-19th century culminating in the Revolutions of 1848 which spread 
across more than 50 countries. The revolutions were accompanied by an awakening of 
nationalism with the Hungarian, the German and the Italian nationalists all clamouring for 
independence from the Austrian Habsburg Empire and the Prussian Empire. When the revolutions 
collapsed in 1849, the liberalists won some more civil rights but the nationalists’ quests for independent 
nation states failed. Undeterred, their persistence eventually resulted in the birth of Italy in 1860 
and Germany (the Second Reich) in 1871. A system of independent nation-states began to take shape. 
  
Meanwhile, the many liberalism-inspired movements set the stage for rapid political evolution instead 
of bloody revolutions which were by then associated more with the anarchists. By 1860s, liberalism was 
increasingly aligned with a democratic or republican government backed by a constitution outlining the 
duties and limits of governance. This combination of democracy and justice created a new coherent 
political order known as liberal constitutionalism as oppose to the system of arbitrary rule by a dictator 
or an authoritarian government. 
 
 
D. The Emergence of Social Democracy Guided by Orthodox Marxism 
  
With the spread of liberal constitutionalism, political parties emerged across Europe between 1870s 
and 1890s. Governments also passed laws to alleviate general problems, thereby acquiring greater 
legitimacy. Domestic politics became increasingly characterized by mobilization of the masses. 
  
By now, the definition of democracy had been broadened to encompass liberation from not only 
political but also socioeconomic oppression. This new variant that combined both liberalist and 
socialist ideals in economic, social and political spheres came to be known as social democracy. Social 
democratic parties focused primarily on winning electoral support soon began to proliferate. This new 
model of socialist parliamentarianism, which dominated labour movements and trade unionism, made 
social democratic parties the Left’s main force in most of Europe by the end of 19th century. 
  
Notably, social democrats at this point still embraced orthodox Marxism. However, it was becoming 
clear that Marx’s prediction of ever-widening polarization between rich and poor was being proven 
wrong by rising wages and improving standards of living. The various European states, under the 
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conservative leadership, also began to improve social welfare. Instead of societal meltdown came 
increasing inclusion. Marx’s vision of capitalism being replaced by communism thus appeared unlikely 
to happen. In short, orthodox Marxism was becoming irrelevant as a guiding beacon for the social 
democrats. 
  
Two distinct strands of revisionist thinking soon emerged. The first was a disruptive model of 
“revolutionary socialism” advocating active pursuit of capitalism’s demise, resorting to violence if 
necessary. Against this was another collaborative model of “evolutionary socialism” which saw 
socialism as a larger coalition to win reforms under capitalism and gradually transforming the state 
toward democracy and socioeconomic justice. 
  
In other words, evolutionary socialists sought to work within capitalism, rather than to replace it, to 
help raise living standards of workers. This collaborative revisionist approach, epitomized by the work of 
reformist Eduard Bernstein, laid the groundwork for the emergence of modern social democracy as we 
know it today. 
  
As it turned out, it would take another twenty years for Bernstein’s conception of evolutionary 
socialism to supplant orthodox Marxism and became the mainstream ideology of social democracy 
after the WWI (1914 – 1918). On the eve of the Great War, the picture for the European Left as a whole 
remained still a very much split one. 
 

https://www.tanmengwah.com/why-is-europe-more-egalitarian-1 
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Phase II:  The Rise of Social Democracy (1918 - 
1970s) 
 
9 April 2019 
 

Phase I outlines the age of exploitation under feudalism/serfdom and the subsequent 
intellectual movements which inspired the revolutions that led to the formation of 
nation states run by democratically-elected governments whose duties and limits are 
delineated in a constitution. Economically, this period also marked the advent of 
Industrial Revolution which resulted in the emergence of the working class and their 
struggle, inspired by orthodox Marxism, against the exploitation of the capitalists. 

 
 
In Phase II, we look at how social democracy as we know it today evolved from orthodox Marxism and 
went on to help Western Europe not only recover economically from the extensive destruction afflicted 
by the two world wars but also transform into a welfare state within which a government is 
the guardian of the society and protector of the citizenry while still embracing capitalism. 
 
 
A. Social Democracy after WWI 
 
In the immediate aftermath of the WWI, the demise of four of Europe’s great imperial dynasties — 
Germany, Austria-Hungary, Russia, and Ottoman Turkey – resulted in the creation of new nation-
states including Austria, Hungary, Czechoslovakia, Poland, Yugoslavia, and Romania in Eastern Europe. 
They too adopted popularly elected parliaments, signifying a wider trend of the spread of parliamentary 
democracy across postwar Europe. 
 
Economically, the immense amount of debts countries had assumed to finance the war was a major 
impediment to the reconstruction. Still, production level collectively rose steadily. By 1929, however, 
the recovery was interrupted by the Wall Street stock market crash. As bankruptcy rose, the US turned 
protectionist to save jobs. The rest of the world soon retaliated causing world trade to collapse. 
Governments responded with harsh public spending cuts which further depressed economic activities. 
What began as a financial market crisis in the US soon evolved into the Great Depression through trade 
and investment. 
  
During this time, socialism was facing great stress not only because of skilful manoeuvring of the 
Right but also because of its inherent inadequacies as an ideology in tackling the issues of the day. The 
orthodox Marxists, for example, saw the Great Depression as the beginning of the end of capitalism as 
prophesized by Marx. Their passive responses to the economic catastrophe, as prescribed by Marx, 
provided room for the Right to capture more electoral ground. 
  
As socialist parties stumbled and fell, a growing number of reformist social democrats began to lean 
more towards Bernstein’s model of evolutionary socialism, openly embracing cross-class 
cooperation and political activism fighting for programs that would use the power of the state to tame 
the capitalist system. 
  
Among them, the Scandinavian countries responded most successfully to the challenges from the 
Right. Sweden, in particular, initiated the single most ambitious attempt to reshape capitalism from 
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within. It was the only country where the social democratic party was able to implement a full and 
highly inclusive social agenda during the interwar years to become a true “people’s party” championing 
the welfare of the “little people” and in developing a comprehensive economic program designed 
to harness the powers of the market for the benefit of common good. 
  
By the mid-1930s, the result was the severance of socialism from Marxism and the emergence of the 
social democracy that embraced capitalism rather than seeking to replace it. By then, however, the 
social democrats faced the overwhelming onslaught from not only the well-entrenched conservatives, 
who had been very effective in building cross-class coalitions and in implementing an activist depression 
fighting strategy, but also the increasingly popular fascists, whose calls for national revitalization won 
the hearts of Europeans looking for order and direction amid very tumultuous socioeconomic and 
political environments. 
  
Meanwhile, the increasing complexity of the environment was aggravated by the rise of Bolshevism. 
Communist International (Comintern), created by Lenin to link communist parties around the world, 
gravely underestimated the threat of Fascism and Nazism. Instead, its hardliners held that social 
democracy would make capitalism more palatable and so divert the working class from its revolutionary 
mission. They therefore denounced social democrats as ‘social fascists’. The split provided room for the 
growth of Fascism and Nazism across Europe in the years leading up to the World War II (1939 – 1945). 
 
 
B. Europe’s Post-WWII “Embedded Liberalism” & Social Contract 
  
World War II is the deadliest and costliest in human history. To reconstruct their economy in its 
aftermath, the European countries employed economic policies featuring varying degrees of state 
planning. As Marshall Plan aid poured in by 1948, the battered economies of Western Europe soon 
began to turn the corner. By the early 1950s, economic growth was really beginning to take off in 
Europe. 
  
Politically, amid the recovery of parliamentary democracy, there was initially a widespread swing to the 
left. The communists benefited both politically and morally from their prominent role in wartime 
resistance movements. The years 1945–6 saw communists in coalition in France, Italy, and Belgium 
while socialist governments held the reign in Britain and Scandinavia.  
  
At this point, there was a common pervasive conviction that the political chaos and social dislocation of 
the 1930s were caused by the Great Depression, which in turn was the consequence of unchecked 
capitalism. After 1945, therefore, Western European nations started to construct a new order that 
could ensure economic growth while protecting societies from capitalism’s destructive consequences. 
In that new order, states would become the guardian of society rather than the economy, and 
economic imperatives could be forced to take a back seat to social ones. 
  
To achieve that, almost all social democratic parties turned themselves into champions 
of Keynesianism and welfarism. The former sought to use fiscal and monetary policy to maintain 
demand needed to support full employment. The latter aimed to guarantee a minimum living standard 
for even the weakest citizens. 
  
By the 1950s, a new post-WWII social contract underpinned by Keynesianism and welfare state had 
taken shape between the states and the masses. This form of political-economic organization was 
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known as ‘embedded liberalism’ to signal how market processes were surrounded by a web of social 
and political constraints and by a protective regulatory environment. 
 
In contrast to the fragilities of the post-WWI settlement after 1918, the post-WWII societal consensus, 
built on the broad and deep pan-European antifascist popular consensus of 1943–49, proved extremely 
robust. It not only led to the masses’ popular identification with the state and loyalty to the postwar 
democratic order. More importantly, it also provided the state with invaluable reserves of moral-
political capital that helped to drive the postwar reconstructions based on the ideals of corporatism 
which emphasized working for the higher level good of the community over  the interests of individuals. 
 
  
C. Deindustrialization, the New Middle Class & the New Left 
  
The decade of 1950s was the golden age of post-WWII Western Europe. By the 1960s, however, the 
European economic miracle could not be sustained. As the thriving European and Japanese economies 
caught up with the US and international competition heightened, growth plateaued. Even though the 
decline of “old” labour-intensive industries was accompanied by a corresponding emergence of “new” 
high-tech industries, net employment in industrial manufacturing contracted. 
  
The deindustrialization was accompanied by a shift to low-skilled white-collar labour in a 
rapidly expanding tertiary or services sector, as well as other changes such as preferences for 
women over men and for part-time working. Against the background of the changing social structure, a 
new breed of managers and experts emerged to replace traditional property owners as the new middle 
class. 
  
Hence, as a result of structural changes to the European economy, a new social order characterized 
by diversity, differentiation and fragmentation, rather than the homogeneity and standardization of 
the Fordist era, was emerging by the 1960s. 
  
Moreover, against the background of disaffected youth afflicted by rising anti-establishment 
countercultures of the 1960s, a “New Left” encompassing a whole range of ideas that fell outside the 
dominant socialist traditions was on the rise. By the 1970s, the New Left had generated new social 
movements on issues such as environmental protection (Green Movement), women’s rights, civil rights, 
and the US’ imperialistic intervention in the Vietnam War. 
  
To rebuild the socialist tradition, it was clear that a new vision was needed so that the political Left 
could be reshaped and reassembled to incorporate the new social order and the New Left. 
  
  
D. End of Postwar Boom, & Disintegration of the Post-WWII Social Contract 
  
By the 1970s and early 1980s, Western Europe’s postwar golden age ended when she suffered 
the worst economic decline since the Great Depression. The decline was triggered by two oil 
shocks attributable to the Arab-Israel war in 1973 and the fundamentalist Islamic revolution in Iran 
in 1979. As oil prices spiked, energy-intensive industries that had driven growth in the 1950s and 1960s 
began to falter. Individual countries entered periods of extreme domestic crisis and unemployment rate 
spiked. Slowly but surely, the post-WWII social contract that promised full employment and rising 
prosperity began to disintegrate.  
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Social democracy was stigmatized for its politics of “tax and spend.” The welfare state, constantly 
attacked for being too costly, inefficient, bureaucratic, and corrosive of individual morale, was at risk of 
being cut back and even dismantled. Unions also lost their special relationship with the government. 
Planning, public investment, and deficit financing were soon opposed by monetarism, privatization, and 
neoliberal ideologies. Social democratic parties inexorably fell into disarray. 
  
Developments across Europe weren’t uniform though. In Scandinavia, for example, union density 
remained high, even increasing. In France, Portugal, and Spain, it sank catastrophically low. Politically, 
socialist parties in many states survived. But even in office, socialists found it increasingly difficult to 
avoid policies pioneered by their conservative opponents. 
  
To reduce class tensions and to meet rising expectations that came with the higher living standards, the 
European governments raised taxes to finance a series of populist social security reforms aimed to 
enhance the welfare state, despite the economic hard times. By the 1970s, Europeans enjoyed living 
standards comparable to those in the US but the states suffered from rising budget deficits, national 
debts, and inflation.   
  
Amid rising social, economic and political turmoil, Europe was once again challenged by an alternative 
ideology from the Right, this time a new variant of the same economic liberalism responsible for the 
unchecked capitalism that brought the Great Depression in the 1930s. 
 
https://www.tanmengwah.com/why-is-europe-more-egalitarian-2  
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Phase III:  The Tussles between Social Democracy & 
Neoliberalism (1970s - Present) 
 
9 April 2019 
 

Phase II looks at how social democracy as we know it today evolved from orthodox 
Marxism and went on to help Western Europe not only recover economically from the 
extensive destructions afflicted by the two world wars but also transform into a 
welfare state within which a government is the guardian of the society and protector 
of the citizenry. 

 
In Phase III, we look at how and why social democracy survived the onslaught of neoliberalism and 
globalization to once again take the ideological centre stage. 
 
 
A. Conservative Backlash & the Rise of Neoliberalism & Globalization 
  
By the late 1970s, Western governments were forced to introduce austerity measures amid a powerful 
conservative backlash based on a new approach of economic liberalism. Known as neoliberalism, it 
espoused extensive liberalization policies including deregulation and privatization as well as monetarist 
macroeconomic policies, tax cuts, and withdrawal of the state from many areas of social provision. 
The approach was aggressively propagated by the British Prime Minister Margaret Thatcher and her 
ideological soul mate the US President Ronald Reagan following their elections in 1979 and 1981 
respectively.  
  
In the absence of ideological alternatives, neoliberalism soon became the overarching framework for 
discourse. To facilitate its spread in practice, international institutions such as World Bank, International 
Monetary Fund and World Trade Organization (WTO) acted in concert to advocate a host of policy 
measures packaged as the Washington Consensus. The diffusion was also catalyzed 
by globalization driven by advances in information and communication technologies (ICTs) which 
greatly reduced the costs of distance and helped businesses tap cheaper labour overseas. Eventually, 
almost all states had to embrace, voluntarily or otherwise, one time or another, some aspects of 
neoliberal policies and practices. States that fail to implement neoliberal policies can be punished 
through bond sell-offs and through runs on their currencies, giving international investors the power to 
determine the policies of democratic states. 
 
 
B. The Negative Impacts of Neoliberalism & Globalization 
  
The rise in international trade and capital flow, as a result of liberalizations, did help to drive global 
economic growth but it came with powerful negative economic and social consequences. 
  
In developed economies, workers faced not only rising unemployment but also depressed 
wages and cut back in state welfare. The compelling message was that rising international competition 
meant businesses needed to relocate manufacturing operations overseas where cheap labour was 
abundant while the domestic labour markets needed to be liberalized to enhance competitiveness. 
Moreover, since investments are driven by the prospects of high profits and low taxes, a case was made 
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to cut both taxes and social welfare. In short, many Europeans believed that hard-won postwar social 
achievements were been progressively undermined by neoliberalism and globalization. 
  
Meanwhile, financial deregulation in the developed economies had been associated with the savings 
and loan (S&L) crisis in the US during the second half of the 1980s, the global stock market crash in 
1987, and the Japanese asset market bubble in 1988-1989. In the following decade, it also caused 
the Mexican debt crisis in 1994 and the Asian Financial Crisis in 1997. Back in the US, in 2000, the debt-
financed equity boom ended with the dot-com crunch. By 2008, the unrestrained speculative activities 
by financial institutions in derivatives led eventually to the eruption of the Global Financial Crisis.  
  
Finally, another major negative impact of globalization and neoliberalism is the rising social 
inequality. During the 1950s and 1960s, the long economic boom was driven by the real sector, and 
productivity gains were passed on as real wage increases. Even during the productivity slowdown of the 
1970s, income inequality did not increase greatly in the high-income countries. 
  
From the 1990s, however, the wages of the working class had stagnated or even declined because of 
deindustrialization. In contrast, the financial sector's ability to intermediate savings and investment 
helped those with the wherewithal to extract extraordinary financial gains during what was a boom 
period for many developed economies. Among the biggest beneficiaries were the companies in the 
financial sector. Their employees received ever larger bonuses trading on purely speculative financial 
instruments. Meanwhile, many entrepreneurs also made fortunes from their start up funded by venture 
capitalists willing to take on the risk of lending to unproven small businesses. The period therefore saw 
a sharp increase in income inequality in high-income countries, particularly those with more matured 
financial markets. 
  
Overall, inequality increased most sharply in the liberal countries (the US and the UK) and least in the 
continental European and Nordic groups. In the UK, for example, 5 million people were living in 
households with income less than half the average income, just as Thatcher was elected in 1979. By 
1991–92, the number rose to 13.9 million or from 9% to 25% of the population. The real incomes of the 
bottom 10% of the population fell by 17% during the 1990s. Notably, the UK was second only to the US 
as the most inegalitarian country among the eighteen countries compared. 
  
The rise in social inequality was not limited to the developed economies though. In many emerging 
economies, inflow of foreign capital and technologies from multinational corporations initially helped to 
lift masses from poverty by creating jobs. Over time, however, social inequality within these emerging 
economies also rose as political and business elites were in a better position to benefit 
disproportionately from the growth in economic activities, often at the expense of the masses, while 
the masses continued to languish in low-paying jobs amid rising living costs. Moreover, the lower 
income households were not only less able to profit from the growth of domestic financial market 
activities but also harder hit by financial crises that were happening in higher frequency and increasing 
severity. Social inequality widened even as GDP continued to grow in emerging economies. 
  
As the 1990s ended, the broad movement towards neoliberal global development sparked a powerful 
counterattack but it was not until the 2008 Global Financial Crisis, with its epicentre in the US, that 
neoliberalism was finally discredited for good. 
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C. How Social Democracy Withstood the Onslaught of Neoliberalism 
  
In contrast, despite the rhetoric against the welfare state, there was little sign that European 
governments had actually retreated in the new post-industrial society. Even though questions were 
often raised in debates about the nature of the welfare-state, there was never serious doubt about 
the desirability of having a market-based economic system, to provide efficiency, but backed by a 
welfare state, to ensure some degree of equality. 
  
On the contrary, amidst continued public supports of state welfare arrangements, the principle of 
a safety net was extended and the egalitarian side of the welfare state was reinforced. Welfare 
spending thus continued to increase over the past decades. In the rich industrial countries, the share of 
government expenditure remained around 45%. On the whole, based on reviews on developments in 
nine countries (Sweden, Norway, Finland, Denmark, Austria, Germany, the Netherlands, Australia and 
New Zealand) and on evidence from other studies of developed societies, it was found that there were 
pervasive but generally modest or at least not system-transforming cuts in entitlements. 
  
Moreover, different societies adopted different solutions to restructuring their economy. The impact 
of change thus varied across countries, with those embracing neoliberal policies seeing greater 
restructuring. For example, labour-market polarization was most marked in the UK, where low-paid, 
low-quality casual work reappeared. 
  
As for the impact of globalization on welfare state, it was noted that the same global forces create 
different problems depending on the kind of welfare institutions they affect. In the end ‘domestic 
institutions remain crucial in mediating any effects emanating from the international economy’. This 
explains why even though the US and the Nordic countries are all subject to the same forces of 
globalization but the impacts are a lot more adverse for the common Americans. 
  
The Nordic welfare states, in particular, emerged from the onslaught of neoliberalism relatively 
unscathed. The source of their strength lies in their state of the institutions, the structure of the 
political system, and the values of the electorate. 
  
One study, for example, found that even though governments do have a measure of political choice to 
shift social protection system onto a new path over time, ‘existing power relations, public opinion, 
policy configuration, and institutional arrangements limit what any sitting government can do’. On 
the whole, the shape and direction of change are fundamentally influenced by the relative power of 
trade unions and employers, the system of interest mediation and the institutional legacy of a welfare 
state-regime. 
  
Next, where more consensual politics exists, often founded on systems involving proportional 
representation, then recalibration or adaptation to new circumstances can be achieved by 
governments negotiating with key interests without adversarial clashes. 
  
Finally, the resilience of the welfare state also depends simply on the how the electorate vote. For 
example, in both Sweden and Finland, electorates rejected centre-right governments and brought back 
the left-wing parties after experience of cutbacks and threats to reduce social expenditure further by 
the former. 
  
Western Europe is therefore more egalitarian today not by chance. Rather, it had 
undergone purposeful transformations over its long history driven by centuries of intellectual 
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awakening which in turn inspired uprisings against the tyranny of the monarchies and the exploitations 
of the nobilities and the church. By the end of 19th century, the revolutions had led to the emergence 
of secular constitutional nation states underpinned by the system of social democracy which combines 
political liberty with social justice. 
  
Then in the aftermath of the extensive destructions of the two world wars as well as the economic 
chaos caused by unchecked capitalism during the interwar years, that spirit of social democracy led to 
the construction of a new order designed to ensure economic growth while protecting society from 
capitalism’s destructive consequences. After 1949, states thus became the guardians of society rather 
than the economy so that the efficiency of capitalism is exploited for the benefits of not just the 
minority elites but more so for the common masses. 
 
 
D. Will the US Also Embrace Social Democracy? 
  
In contrast, as the flag bearers of neoliberalism, both the US and the UK have become the most 
inegalitarian among the developed economies. 
  
Take the US for example. During what is now being called the “Second Gilded Age”, income for the top 
1% of Americans grew 275% from 1979 to 2007 as most Americans stagnated – and the disparity 
worsened after the recession. Today, three men—Jeff Bezos, Bill Gates and Warren Buffett—own as 
much wealth as the poorest 50% of all Americans while the richest 1% own more than half of stocks. An 
even deeper and more fundamental problem, as pointed out by Joseph Stiglitz, is the growing 
concentration of market power, which allows dominant firms to exploit their customers and squeeze 
their employees, whose own bargaining power and legal protections are being weakened as a result of 
neoliberal policies and globalization. CEOs and senior executives are increasingly extracting higher pay 
for themselves at the expense of workers and investment. 
  
Parallel can be drawn with the “First Gilded Age” (1870s – 1900) when big wigs like John Rockefeller, JP 
Morgan and Andrew Carnegie dominated the American industries and political parties served the 
interests of the big businesses instead of the electorates’. Often referred to as “robber barons”, these 
corporate bosses were able to pursue unethical and unfair business practices aimed at eliminating 
competition and increasing profits. As social disparity widened and problems of unsafe working 
conditions, child labor, and political and corporate corruption became increasingly widespread and 
entrenched, many Americans began to question the fairness of free-market capitalism. By the 1890s, 
efforts by reformist politicians to rein in these negative effects of industrialization led to the onset 
of Progressive Era lasting till 1920. During this period, the progressives sought to regulate private 
industry, strengthen protections for workers and consumers, expose corruption in both government 
and big business, and generally improve society. In the end, common sense ideas such as antitrust 
legislation, progressive income tax, minimum/living wage and collective bargaining/unionization 
laws were passed. 
  
Today, questions are being asked whether the US is poised to see a Second Progressive Era of reforms. 
There is no question that many disaffected and distrustful Americans crave change. They are so anti-
establishment that they voted an outsider and a political novice like Donald Trump in as the 45th US 
president. Their faith in him and in the Republican Party, by extension, soon proved misguided. After 
coming into office, Trump enacted a tax bill that “gives one multi-million-dollar break after another to 
the donor class, including the elimination of the inheritance tax,” while doling out “nickels and dimes to 
the working and middle classes”. To pay for the giveaways to the wealthy, the bill takes away key 
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deductions that have promoted a stable middle class since the end of the WWII. In effect, the tax bill 
will result in the “massive transfers of wealth from the lower classes to the very wealthy”. In short, 
social disparity in the US is set to widen even further. 
  
The extreme social inequality has resulted in a significant shift in the American psyche. A survey 
conducted in January 2019 shows that the majority of Americans believe that the US economic system 
is rigged to favor the rich. Nearly 70% of respondents said they would be “excited” to support a 
candidate wanting to fix the system, a position taken by 90% of Democrats and 49% of Republicans. In 
March 2019, another poll found that Generation Z views the word “socialism” more favorably than 
previous generations and is more likely to embrace socialistic policies. 
  
Going forward, while it is unthinkable that the US will ever turn its back on the systems of capitalism 
and democracy, it is not unlikely that more and more disillusioned Americans may look upon the Nordic 
model of social democracy as their guiding beacon for the impending Second Progressive Era. 
 
https://www.tanmengwah.com/why-is-europe-more-egalitarian-3 
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