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01 What is Rentier Capitalism?  
 

Not all money-making enterprises are socially useful. Similarly, not all money-making activities 
are economically productive. Unlike entrepreneurs who take risk to produce a good or service to 
make a profit, rentiers (食利者) are not economically productive because their incomes are 
made passively from rental collection without creating new value. 

 
20 June 2019 

 
A. The Difference between Rent and Profit 
  
All businesses exist to make profit. There is therefore a tendency to view all money-making enterprises 
"as if they were equally productive and socially useful". In the same token, there is seldom 
differentiation between wealth accumulated through passive means like rent collection or through 
active and riskier productive efforts for profit generation.[1] 
 
In reality, not all money-making enterprises are socially useful. Similarly, not all money-making 
activities are economically productive. 
  
In his 1776 book, An Inquiry into the Nature and Causes of the Wealth of Nation (‘The Wealth of 
Nation’ in short 关于国家财富的性质和原因的探讨，简称‘国富论’), Adam Smith (亚当·史密斯) 
broached the concept of unearned income with his observations that productions of all goods required 
3 things: Land, Capital, and Labour.  Any money from selling a product would then go to three groups: 
the rentiers (i.e. landowners), the capitalists, and the workers as rent, profit and wage respectively. 
  
Of these, Smith noted that only two of the three groups made any real contribution to the production 
process. The workers contributed their time and efforts. The capitalists contributed their capital and 
assumed the risk of losing it. The rentiers contributed their land but once the manufacturing of the 
product is done, they get back their land with no deterioration in value.  The rent for the land was 
therefore unearned income rentiers made without doing any work or assuming any risk to their 
assets.[2] 
 
In other words, rentiers are not economically productive because their incomes are made passively 
from rental collection without creating new value. 
 
In today’s context, the term “rents” refers not just narrowly to payments for the use of land or 
apartment. Rather, it refers broadly to passive incomes (被动收入) people or enterprises receive 
from assets that they possess or services that they render. Usually, these assets and services are 
unique or in short supply, be they natural products of geography and geology (real estate, energy and 
mineral deposits) or artificial (chartered banks, professional licensing associations, patents and 
copyrights). In general, the more unique and scarce the assets and services are, the higher are the 
rents the rentiers can charge. 
 
Rents can thus come in many kinds. Rents for land or apartment flow to landlords. Royalty 
payments for energy or mineral extraction flow to owners of the resources. Interest payments on loans 
flow to bankers and other lenders. Licensing fees on patents and copyrights flow to inventors.  Tolls are 
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rents paid to the owners of transportation infrastructure. Collectively, these people are called rentiers 
because they live on rental incomes. 
  
Since payments of rents tend to recurrent, rentiers can enjoy a perpetual stream of rental income even 
if they are completely passive. In contrast, profits come from generating new sales to masses of 
consumers faced with abundant of choices. Productive capitalists or “industrialists” need to be work 
hard to keep ahead of the competition so as to generate a profit. In that 
sense, rentiers are “takers” while productive capitalists must be “makers” in order to survive.[3] 
  
Rents extracted from various kinds of assets should thus be distinguished and treated differently from 
profits derived from the sale of goods or services in a free market.   
 
  
B. Rentierism Generates Inefficiency & Drives Inequality 
  
To be fair, it is reasonable to pay rents in return for using exclusive assets or services own by rentiers. 
As monetarist economist Milton Friedman once said in defence of rentierism: “There is no such thing as 
a free lunch”. 
 
The problem really is when rents are driven above the market value by rentiers through rent-seeking 
activities that seek to drive up rental without creating additional real value for the assets. This often 
happens when the assets are so scarce that they are monopolized by a single or a few large rentiers. 
  
Economists use the phrase “economic rents” (经济租金) to describe extraordinary profits that arise 
from distorted, uncompetitive markets. The excessive rents benefit the rentiers but create economic 
inefficiency to the detriments of the economy and the society at large.[4] 
  
Businesses, for example, cannot thrive if too much rent is paid to landlords or if credit is too expensive. 
Innovation also cannot flourish if excessive copyright protections stifle the diffusion of technology. 
  
Moreover, economic growth requires distribution of income to the workers, empowering them to 
consume such goods and services made by the productive industries setting in motion a virtuous cycle 
of consumption-driven growth. The excessive rents will come at the expense of wages for the 
workers and limit their ability to consume and to take care of their basic needs. In the end, by 
channeling income and wealth disproportionately to a minority of asset-owning class, rent-seeking 
activities are also driving the widening social disparity. 
  
Many are therefore arguing that today’s capitalism is increasingly shaped or even hijacked by 
rentiers.[5] Instead of focusing on innovating, creating, making, investing, and building, the rising 
rentier capitalism (食利资本主义) today revolves around activities that are distorting, protecting, 
and skimming to disproportionately benefit the rentiers.[6] 
  
Currently, rent seeking activities in many market-driven economies are not illegal, regardless of harm 
they may do to the economy or to societal development. Rent-seeking becomes illegal only when illicit 
activities such as collusion or bribery are involved to cause competition to become unfair. To 
encourage the growth of a highly productive economy and to foster a socially inclusive society, rent-
seeking activities should be systematically curtailed.[7] 
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Finally, the line between 'makers' and 'takers' are also becoming increasingly fizzy these days. Even 
genuine wealth creators often are dissatisfied with the wealth that they reap from their innovation or 
entrepreneurship. Some have turned to abusive practices like monopoly pricing or other forms of rent 
extraction to garner even more riches. 
 
 
C. The Long History of Rentierism 
  
Rentierism, or rentier profiteering, is not a modern invention. In fact, the concept predates and is not 
specific to capitalism. Rent-seeking are equally, if not more, rampant in communist countries. As long 
as unequal power relationship exists, rentierism is likely to take place as the party in a stronger power 
position takes unethical but legal advantage of those in the weaker position. As ancient Greek historian 
Thucydides famously said, "the strong do what they can and the weak suffer what they 
must". Rentierism is therefore a human behaviour that is borne out of selfishness and greed. By 
controlling or attaining the power to influence the political system, those at the top also seek to shape 
the rules of the game in their favour. Over time, if left unchecked, rentierism can only accelerate, not 
abate. And because rentierism leads to unequal distribution of income and wealth, inequality also rises 
with rentierism. 
  
As can be seen from the table, rentierism rose consistently almost throughout the long history of 
medieval and modern Europe under feudalism/serfdom (封建主义/农奴制), mercantilism (重商主

义 ) and economic liberalism (经济自由主义 ). It moderated only after the Second World War 
under embedded liberalism (嵌入式自由主义) as a result of purposeful state interventions. The 
abatement of rentierism however was short-lived, lasting only three decades. Since the 1980s, 
rentierism again resumed its rising trend as a result of neoliberalism (新自由主义). 
 

 

In the following sections, we will look at how rentierism evolved in each of the broad phases. 
 

https://www.tanmengwah.com/rentierism-and-its-history  
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02 The Rise of Rentierism under Feudalism & 
Serfdom (5th - 18th Century) 

 
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.  They were 
obligated not only to relinquish much of what they harvested to their lord. In addition, 
they were required to provide a fixed number of days of labour or even military service to 
their lord. Serfdom was therefore a grossly unjust relationship of bondage. 

 
20 June 2019 

 
A. The Rise of Feudalism & Serfdom in Medieval Europe 
  
One of the earlier forms of rentierism, for example, can be traced far back to the start of Middle 
Ages (中古世纪) 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" (封地) to his warriors in return for their military contributions. In time, 
this political system of feudalism ( 封 建 主 义 ) led to the emergence of a socioeconomic 
system of serfdom (农奴制) when the warriors, now as land-owning feudal lords, leased their land to 
peasants based on tenancy. 
  
Serfdom was an extension of the older system of manorialism (庄园制度) which involved peasants 
living in a manor, comprising a village and the land surrounding it, and subordinating themselves to 
the landowning aristocrats (贵族) for a livelihood and protection. Under serfdom, each fief owned by 
a feudal lord (封建领主) 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.  They were obligated not only to relinquish much of what they 
harvested to their lord. In addition, they were required to provide a fixed number of days of labour or 
even military service to their lord. In return for the payments, the lord provided nothing – no help or 
capital improvements. 
  
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 exploitations for the 
common Europeans. By the beginning of the 9th century, 60% of the population in western Europe had 
been reduced to serfdom. 
 
  
B. Commercial Revolution and the Decline of Feudalism and Serfdom 
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The system of serfdom remained highly resistant to change until the late 12th century when the advent 
of Commercial Revolution (商业革命) gave rise to a money economy thus making free, rent-paying 
peasants more economically attractive than bound serfs to the lords, thus weakening the 
bond between the landowning feudal elites and the serfs. 
  
The commercial revolution was spurred by a spike in agricultural productivity attributable to a 
generally favourable climate, new growing techniques, increasing agricultural specialization, and a 
series of technical innovations. The use of the heavy iron plow, for example, allowed seeds to be sowed 
in deeper fallows making them less vulnerable to frosts. The introduction of ploughing by horses, which 
moved faster than ox, also helped increased the amount of land that can be cultivated in a day by 30%. 
Between 1000 and 1250, Europe doubled its agricultural productivity. 
  
With increasing agricultural specialization, needs for agricultural trade grew. Landowners found that 
they could increase their revenues by selling off surpluses of the crops they specialized in and using the 
profits to purchase commodities that grew poorly. The rise in agricultural commodities trade soon grew 
into a full-blown commercial revolution when Italian in cities, including Venice and Florence, had 
outgrown their local food supplies and emerged as net importers of agricultural commodities. Italian 
trades were also facilitated in part by crusaders (十字军东征战士) who went east to the Holy Land and 
then returned with not only their new tastes of Eastern luxuries but also the commercial contacts which 
soon bloomed into elaborate trading networks. As more and more precious metals that had been 
hoarded during the old days were released into circulation, commercial activities went from barter 
trade to monetary transactions using copper and silver coins. Gold was used on a large scale for the 
first time though only by the 13th century. 
  
Meanwhile, with the growth of trading activities also came the demand for banking services. Many 
Italians have become enormously rich as traders by now. Some reinvested their wealth in banking, 
taking deposits from traders who had money to save and turned around to lend it to others elsewhere 
who were in need of funds to grow their business. By the 13th century, Italian bankers had become the 
dominant force in international moneylending with established branches in leading centres of trade. 
  
Italian merchants also invested their wealth in the creation of products that would attract consumers in 
the East. Merchants in Florence, for example, invested in the production of fine leather goods and of 
finished cloths dyed and woven according to specialized techniques. After mastering the techniques of 
spinning and weaving, silk also became an important Italian export. 
  
The Italian had about fifty years lead ahead of the rest of Europe in economic development, but the 
Catalans (i.e. people of Catalonia in northern Spain) and the Germans soon caught up. By the end of the 
13th century, the Low Countries consisting of Belgium, the Netherlands, and Luxembourg also became 
highly urbanized centres of wealth rivalling Italy in commercial importance. Trade was flourishing not 
only locally but also across border by this time. Enterprising European traders reinvested their trading 
profits in manufacturing goods for exports. As business activities picked up, the increase in the use of 
money for commercial transactions stimulated the growth of a bank network that spans the 
subcontinent. 
  
Meanwhile, by the 13th century, feudal institutions were further weakened, this time between the 
feudal lords and the kings, by the advent of military revolution (军事革命). With the rise of modern 
warfare using professional soldiers and advanced weaponry, feudal warfare using knights mounted on 
horses became irrelevant. This heralded the end of feudalism as the foundation of the European 
political system. 
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In place of it, a new kind of state, defended by armies of professional soldiers and administered 
by salaried bureaucrats, began to emerge. The ability to wage a full-scale war now depended on the 
monarchies’ ability to accumulate enough financial resources through collecting tax, import-export 
duties and other levies to pay for professional soldiers who would fight for a living rather than 
depending on knights and fighting men who served out of feudal obligations. 
  
Rentierism, however, did not retreat into history with the declining role of feudalism and serfdom. 
Instead, a new form of rentierism began to emerge with the rise of a new economic system, known 
as mercantilism (重商主义). 
 

https://www.tanmengwah.com/rentierism-under-feudalism-serfdom  
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03 The Rise of Rentierism under Mercentilism 
(16th - 18th Century) 

 
Moving into the 15th century, the need for new revenue sources led to emergence of a 
new economic system, known as mercantilism. In that system, international trade was 
seen as a zero-sum game in which gain for one country meant loss for another. To 
maximize gains from international trade, many European governments created 
chartered companies with protected privileges. 

 
20 June 2019 
 

A. The Rise of Mercantilism as a New Economic System 
 
Moving into the 15th century, as European nation states grew and became stronger, their bureaucracy 
and armies expanded. The monarchies had to look for new ways to collect revenues to finance the 
growing expenditures. Against the background of flourishing international trade, this need for new 
revenue sources led to emergence of a new economic system, known as mercantilism (重商主义), 
based on the beliefs that (a) the amount of wealth in the world was relatively static; (b) a 
country’s wealth could best be judged by the amount of precious metals (gold) it possessed; (c) a 
country should be self-sufficient (i.e. autarkic 自给自足) in producing manufactured goods and should 
encourage exports over imports in order to obtain a favourable balance of foreign trade that would in 
turn yield such metals; and (d) the crown or the state should exercise a dominant role in assisting and 
directing the national and international economies to these ends.[1] 
 
In other words, mercantilists saw international trade as a zero-sum game in which gain for one country 
meant loss for another. It was therefore necessary for national governments interventions to 
determine prices, protect their industries from foreign competition, and avoid the sharing of economic 
information. 
 
Moreover, to maximize gains from international trade, many European governments created chartered 
companies with protected privileges. The British, for example, formed the East India Company in 1600 
to trade in the Indian Ocean region, initially with India and the East Indies, and later with Qing China. By 
the 16th century, a European’s network of monopolies (垄断集团) comprising private companies 
that lobbied governments for the right to operate exclusive trade routes, or to be the sole importers or 
exporters of goods had emerged. To justify their position of unfair advantage, the rent-seeking (寻租) 
merchants presented themselves as public servants to increase the nation’s wealth by maintaining 
a ‘favourable’ trade balance in order to increase the amount of gold held by the monarchy. 
  
From 16th to the 18th centuries, as a result of their monopolistic market power, the merchant elites 
were able to extract extraordinary profit as economic rent (经济租金) by forcing the masses to accept 
inflated prices.[2] Even worse, instead of building peaceful bond of ‘union and friendship’ between 
states, the rent-seeking merchants turned commerce into an instrument of war. They played on 
nationalistic sentiments and inflamed the domestic populations while also prodding politicians 
into fighting wars to protect home markets or acquire foreign ones. In the second half of the 17th 
century, for example, three separate armed conflicts between the English and Dutch ended with the 
English’s capture of New Amsterdam, a Dutch territory which was renamed New York. Then after the 
War of Spanish Succession (1701 – 1714), Britain won from France parts of Canada and from Spain its 
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control of the slave trade. This was followed by the Seven Years’ War (1756 -1763) fought in Europe and 
in North America, from which Britain won the rest of the French holdings in North America. 
 
  
B. Adam Smith’s Critique of Mercantilism 
  
The rent-seeking mercantilist policies served the nation states well by enabling them to maintain very 
favourable balances of trade which in turn allowed the monarchies accumulate vast amount of gold and 
silver. By the mid-18th century, however, the oppressive nature of mercantilism was drawing increasing 
criticism. 
  
Small merchants, who were bullied out of business by the large trading companies, wanted their fair 
share and argued against mercantilism in favour of free trade. A group of theorists, who believed that 
mercantilism repressed the individual and did not allow for competition, began to suggest major 
changes in economic policy to supplant the mercantile system. Led by French theorist Francois Quesnay, 
they proposed the doctrine of laissez-faire (“let it be, leave it alone”) which entailed the abolition of 
monopolies and special privileges, the replacement of these policies by open competition in an 
unregulated marketplace, and the substitution of free trade for tariffs. One of the loudest voices in the 
debate against the rent-seeking mercantilism came from the Scottish professor and philosopher Adam 
Smith (亚当史密斯 1723–1790), the Scottish professor and philosopher typically hailed as the founding 
father of economics. 
  
As aforementioned, Smith's The Wealth of Nations (国富论) published in 1776 is widely regarded as the 
ground-breaking work that marks the beginning of classical economics (古典经济学), the first modern 
school of economics. In the book, Smith broached the concept of unearned income and described 
the rent-seeking mercantilism as oppressive, restrictive, and unfair. He further asserted that the wealth 
of any nation was determined not by the gold in the monarch's coffers, but by its national income (国
民收入) based on the efficient division of labour of its inhabitants and on the effective use of 
accumulated capital (积累的资本). Moreover, Smith and the other classical economists were strong 
advocates of free trade. They held that open trading arrangements based on comparative 
advantage (相对优势) between nations would lead to higher productivity which would in turn allow 
collective wealth to grow for the benefit of all. They thus called for economic liberalism as opposed to 
the mercantilist’s protectionism.[3] 
  
As for the role of the state, Smith was certainly skeptical of politicians’ ability to do a better job than 
free market forces in allocating scarce resources. However, he acknowledged that there were areas 
where the market, when left alone, would not lead to the best of common interests. In those instances, 
the state had a very important role in supporting and paying for the costs of developing the common 
good. Beyond that, however, Smith maintained the economy would benefit from individuals being 
allowed to compete for their own self-interests without the intervention of the government. He thus 
proposed a laissez faire (自由主义 ) economic policy approach which would require that the 
government stayed out of the way to let the economy play out. 
  
For his contributions, Smith is usually portrayed as an early champion of the superiority of markets over 
government planning, a free-market precept famously captured by Smith's metaphor of the invisible 
hand. The truth, however, is that this single most famous idea of his was originally invoked not to draw 
attention to the problem of state intervention, but of state capture by the rent-seeking merchant elites, 
given the context of mercantilism at that time.[4] 
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In other words, when Smith argued that markets were self-correcting and worked remarkably efficiently 
in allocating resources free from interventions, it was more an appeal to free individuals from the 
monopolies that the merchants had established, and were using state power to uphold. Smith’s original 
intention was therefore to advocate for restrictions on the rent-seeking merchants so that the free-
market mechanism could be liberated to do the job of efficiently allocating scarce resources. 
 

https://www.tanmengwah.com/rentierism-under-mercantilism 
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04 The Rise of Rentierism under Economic 
Liberalism [Free-Market Capitalism] (18th Century - 
1939) 
 

Moving into the era of economic liberalism, the dominant exploitative rentiers were no 
more the land-owning aristocrats or the monopolist state-sponsored merchants but the 
entrepreneurial capitalists and then later the big businesses. 

 
20 June 2019 
 

A. Classical Economists & the Concept of Rent 
 
Even though feudalism and serfdom had been in decline since the 12th century, it took the French 
Revolution and the ensuing Napoleon War in the late 18th and early 19th centuries to finally uproot the 
antiquated rent-seeking practices from Western Europe for good. Around the same 
time, mercantilism was also replaced by the economic liberalism (经济自由主义) as espoused by 
classical economists but rent-seeking did not recede into history with mercantilism. 

 
[About Economic Liberalism] Economic liberalism is an economic system based on strong 
support for a market economy and private ownership of capital assets. Within the 
system, individual agents (e.g. consumers and producers) are completely free to follow 
his own interest when making economic decisions. The market will then reach its 
equilibrium based on interactions of demand and supply. Although economic liberalism 
can also be supportive of government regulation to a certain degree, it tends to oppose 
government intervention in the free market when it inhibits open competition. 
  
Economic liberalism contrasts with protectionism because of its support for free trade 
and open markets. Historically, economic liberalism arose in response to mercantilism 
and feudalism. Today, economic liberalism is also generally considered to be opposed to 
non-capitalist economic systems, such as socialism and planned economies. 
  
[About Classical Economics] Classical economics is a school of thought that emerged 
under economic liberalism. It flourished, primarily in Britain, in the late 18th and early-to-
mid 19th century. Its main thinkers include Adam Smith, Jean-Baptiste Say, David Ricardo, 
Thomas Robert Malthus, and John Stuart Mill. Their theories were developed during a 
period in which the political economy was evolving from feudalism and serfdom to state-
led mercantilism. Driven by concerns over how the workings of the market were 
distorted by the rent-seeking behaviours of the merchants supported by the state, the 
classical economists reoriented economics away from an analysis of the ruler's personal 
interests to broader national interests. Adam Smith, for example, identified the wealth of 
a nation not with the king's treasury but with the annual national income produced 
by labour, land, and capital. In his vision, productive labour was the true source of 
income, while capital was the main organizing force, boosting labour's productivity and 
inducing growth. Adam Smith's The Wealth of Nations published in 1776 is thus usually 
considered to mark the beginning of classical economics. 
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By the early 19th century, the classical economists had also had seen the first economic 
and social transformation brought about by the Industrial Revolution: rural 
depopulation and the precariousness and poverty of a burgeoning urban working class. 
These changes raised the question of how a society could be organized around a system 
in which every individual sought his or her own (monetary) gain. As pragmatic liberals, 
the classical economists subscribed to a theory of market economies as largely self-
regulating systems, governed by natural laws of production and exchange (famously 
captured by Adam Smith's metaphor of the invisible hand). Even though they saw a role 
for the state in providing for the common good, they advocated the freedom of the 
market and warned repeatedly of the dangers of monopoly while stressing the 
importance of competition. Externally, they also advocated free trade, which 
distinguishes them from their mercantilist predecessors, who embraced protectionism. 
  
Ricardo and James Mill systematized Smith's theory. Their ideas became economic 
orthodoxy in the period 1815–1848, after which an "anti-Ricardian reaction" took shape 
that eventually became marginalist/neoclassical economics. The definitive split is 
typically placed somewhere in the 1870s, after which neoclassical economics became the 
new orthodoxy also in the English-speaking world.[1] 

  
By the early 19th century, with the spread of industrial revolution, new issues relating to exploitation of 
workers emerge as more Europeans began migrating to towns and cities and working in factories. 
Mounting dissents over low wages and poor living and working conditions soon led to Karl Marx’s 
socialist conception of class struggles between the bourgeoisies (i.e. the capitalist class 资产阶级) and 
the proletariats (i.e. the working class 工人阶级). The dominant exploitative rentiers were no more 
the land-owning aristocrats or the monopolist state-sponsored merchants but the entrepreneurial 
capitalists. 
  
By the end of the 19th century, with the shift from the land-based agrarian economy to the urban-
based industrial economy, rent-seeking became increasingly associated with big businesses which had 
grown to excessive size because of the absence of state intervention as espoused by economic 
liberalism. In the US, for example, big wigs like John Rockefeller, JP Morgan and Andrew Carnegie 
dominated the industries. Often referred to as “robber barons”, these corporate bosses were able to 
pursue unethical and unfair business practices aimed at eliminating competition and extracting 
extraordinary profits. Corruption was also widespread with political parties serving the interests of 
these big businesses instead of the electorates. 
  
The late 19th and early 20th century period, known as the “Belle Époque” (Beautiful Era 美好时代) in 
Europe and “Gilded Age” (镀金时代) in the US, was therefore one of extreme social disparity for the 
West despite rising overall economic prosperity as a result of the industrial revolution. 
  

[About Belle Époque] The Belle Époque was a period of Western European history 
between the end of the Franco-Prussian War in 1871 and the outbreak of World War I in 
1914. The period was characterized by optimism, regional peace, economic prosperity 
and technological, scientific and cultural innovations. It was considered by some as a 
golden age for Europe preceding World War I. In the Great Britain, for example, the 
period of Belle Époque coincided with late Victorian era and early Edwardian era, both of 
which stand out as a time of peace and plenty especially for the aristocrats, the gentry 
and a bourgeoning middle class comprising of entrepreneurial business owners. However, 
under that veil of prosperity, the advent of Industrial Revolution and the rapid increase in 



PART V: RENTIER CAPITALISM & ITS HISTORY 
Tan Meng Wah 

 

12 
www.tanmengwah.com 
tanmengwah@yahoo.com 

population and urbanization also resulted in rising incidence of poverty. Workers were 
paid subsistence level wages to work long hours in workhouses with appalling working 
conditions and child labour was prevalent. Shortage in housing also contributed to 
overcrowding and the emergence of slums. In contrast to the hardship of the working 
class, the aristocrats and the gentry were able to live a life of opulence from inherited 
assets. The Belle Époque was therefore also a period of drastic class divide. 
  
[About Gilded Age] The Gilded Age (1870s – 1900) is the American parallel of Europe’s 
Belle Époque. It was a period 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. 

 
By the 1890s, as social disparity widened and problems of unsafe working conditions, child labour, and 
political and corporate corruption became increasingly widespread and entrenched, many Americans 
began to question the fairness of free-market capitalism. 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. 
 
 
B. Neoclassical Economists Treating Rent as Profit 
  
Notably, right before the turn of the 20th century, a variant of classical economics known later as the 
Neoclassical Economics (新古典经济学) emerged. Like the classical economists, the neoclassical 
economists continued to embrace economic liberalism. One of the things they differed from the 
classical economists, though, was to treat land and capital as the same thing and therefore 
interchangeable. As a result, Smith’s concept of “rent” went away and rentiers could masquerade as 
capitalists and cloaked their unearned “rent” income as justifiable profit.[2] 
  

[About Neoclassical Economics] Like classical economics, neoclassical economics is 
another approach to economics that emerged under economic liberalism. The 
approached focused on the determination of goods, outputs, and income distributions in 
markets through supply and demand, based on the following three assumptions: 
-   People have rational preferences between outcomes that can be identified and 

associated with values. 
-  Individuals maximize utility and firms maximize profits. 
-   People act independently on the basis of full and relevant information. 
 
From these basic assumptions, neoclassical economists developed a wide range of 
theories covering various areas of economic activity. For example, the neoclassical theory 
of the firm is built on the assumption of profit maximization while the theory of 
consumption, the derivation of demand curves for consumer goods, and the derivation of 
labour supply curves are based on utility maximization. Market supply and demand are 
aggregated across firms and individuals. In the end, it is their interactions based on 
rational choice that will determine equilibrium output and price. 
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One important difference between the classical and neoclassical economics is that, while 
the former talks about utility, the latter focuses on marginal utility (边际效用). For 
example, a person’s decision to buy a second sandwich is based how much utility he will 
derive from the second sandwich after consuming the first one. This is known as 
the marginal utility of consumption. Similarly, a firm hires a new employee based on the 
expected increase in profits the employee will bring. This is known as the marginal 
productivity theory. Because of the introduction of marginalism and of the proposition 
that economic actors made decisions based on margins, the transition from classical to 
neoclassical economics has been called the "marginal revolution". 
 
The neoclassical school dominated the field, particularly of microeconomics, up until the 
Great Depression of the 1930s. Then, with the publication of The General Theory of 
Employment, Interest and Money (就业、利息和货币通论) by John Maynard Keynes 
(凯恩斯，约翰•梅纳德) in 1936, certain neoclassical assumptions were rejected. Keynes 
proposed an aggregated framework to explain macroeconomic behaviour, leading thus 
to the current distinction between micro- and macroeconomics. Of particular importance 
in Keynes' theories was his explanation of economic behaviour as also being led by 
"animal spirits". In this sense, it limited the role for the so-called rational (maximizing) 
agent in neoclassical’s rational choice theory. 
 
Together with Keynesian macroeconomics, neoclassical economics forms 
the neoclassical synthesis which dominates mainstream economics today. 
 
[About Marginal Productivity Theory] In the pre-capitalist society in the West, 
inequality was first explained and justified using religion. The narrative then was that 
those at the top of society were there because of divine right. To question that was to 
question God's will. However, with the Renaissance in the 14th century and 
the Enlightenment in the 18th century, which emphasized the dignity of the individual, 
the notion of divine right was gradually rejected. Then, with the onset of Industrial 
Revolution, which led to the emergence of a vast urban underclass, it became necessary 
to find new justifications for inequality, which intellectuals like Karl Marx attributed 
to exploitation. The theory that came to dominate, beginning in the second half of the 
19th century – and still does today – was called "marginal productivity theory" which 
posited that those with higher productivity earned higher incomes that reflected their 
greater contribution to society. Henceforth, inequality was given legitimacy by the 
neoclassical marginal revolution. 

 
 
C. Great Depression: Economic Liberalism Taken to the Extreme 
 
By the 1920s, free-market capitalism under economic liberalism had been taken to the extreme 
particularly in the US where reckless speculation by everyone from millionaire tycoons to cooks and 
janitors caused the stock market to undergo rapid expansion and to hit its peak in August 1929. By then, 
the real economy was already contracting with production declining and unemployment rising. Even 
though the stock prices were already much higher than their actual value, they continued to rise. By 
October 1929, nervous investors began selling the overpriced shares en masse. The panic 
selling triggered the crash of the Wall Street stock market.[3] As bankruptcy rose, the US turned 
protectionist to save jobs. The rest of the world soon retaliated causing world trade to collapse. 
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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 (大萧条 1929 
– 1939) through rapidly falling trade and investments. 
  
Amid the rising social and economic chaos, the concept of “rent” as unearned income re-
emerged when John Maynard Keynes famously dismissed a rentier as ‘the functionless investor’ who 
gained income solely from ownership of capital, exploiting its ‘scarcity value’. However, Keynes 
erroneously concluded that rentiers would lose the ability to extract rental income as capital would 
become less scarce over time.[4] In his epochal General Theory of Employment, Interest and 
Money published in 1936 in the aftermath of the Great Depression, he wrote that as capitalism spread, 
“it would mean the euthanasia of the rentier, and, consequently, the euthanasia of the cumulative 
oppressive power of the capitalist to exploit the scarcity-value of capital.” 
  
The widespread hardship and pessimism in the 1930s also provided the room and opportunity for the 
rise of popular fascists (法西斯主义) and Nazis (纳粹主义) whose activist depression-fighting strategy 
and calls for national revitalization won the hearts of Italians and Germans looking for order and 
direction. By 1939, the world was at war with Italy, Germany and Japan. 
 

https://www.tanmengwah.com/rentierism-under-liberalism  
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05 The Retreat of Rentierism under Embedded 
Liberalism (Keynesianism & Welfarism) (1945 - 
1970s) 

 
After 1945, Western European nations started to construct a new order that could ensure 
economic growth while protecting societies from capitalism’s destructive consequences. 
A new post-WWII social contract underpinned by Keynesianism and welfare state had 
taken shape between the states and the masses. For the first time in European history, 
rent-seeking was deliberately and systematically restrained by the elites for the benefit 
of the masses. 

 
20 June 2019 
 

A. A New Postwar Order with the State as the Guardian of Society 
  
In the aftermath of WWII, with the demise of dictators like Hitler and Mussolini, Europe again became 
an arena of contending ideologies as well as powers. 
  
Politically, in Eastern Europe states such as East Germany and Hungary, socialist, communist, and 
agrarian parties formed coalition governments in the mid-1940s. Under the strong influence of Soviet 
Union, they set about implementing Stalinist policies of farm collectivization and forced industrialization, 
eliminating large landowners and bringing heavy industry under state control during the process. In 
contrast, postwar Western Europe experienced the recovery of parliamentary democracy. The 
discrediting of fascism led initially to a widespread swing to the left represented by the communists (共
产主义) and the social democrats (社会民主主义). By this point, the various social-democratic 
parties not only shunned violence and revolution as tools of social change. They had also proclaimed 
democracy as essential for socialist ideals.[1] 
 
Economically, as the devastated countries struggled to rebuild, there was a 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. Across the European political spectrum, there was 
a consensus against returning to that path of unrestrained economic liberalism. The 1947 program of 
the German Christian Democrats, for example, declared that the period of uncurtailed rule by private 
capitalism is over.”[2] 
  
The war itself, moreover, profoundly changed many people’s views of the appropriate roles of states 
and markets. The success of the governments in managing the economy and controlling society during 
the war demonstrated conclusively that central governments could in fact control economic 
development effectively.[3] 
  
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 of the economy, and economic 
imperatives could be forced to take a back seat to social ones.  Throughout Western Europe, states 
explicitly committed themselves to managing markets and protecting society from its most destructive 
effects. 
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To achieve that, almost all social democratic parties in Western Europe eschewed economic 
liberalism and turned themselves into champions of Keynesianism (凯恩斯理论) and welfarism (社会

福利制度), both of which dictated the return and growing influence of state interventions in economic 
and societal developments in postwar Europe. 
 
 
B. Keynesianism – A Non-Totalitarian State-led Approach to Prosperity 
  
Keynesianism, named after its originator John Maynard Keynes, rejected the view that markets 
operated best when left to themselves and its recognition of the need for substantial state 
intervention in economic affairs. 
  
Instead, Keynes argued that state action would often be necessary to help avoid economic crises that 
could threaten both democracy and the capitalist system itself. Having experienced the rise of the 
Soviet Union and the Great Depression, Keynes understood that markets were socially and politically 
dangerous. He hoped to undercut the appeal of left-wing calls for capitalism’s destruction by showing 
how it could be rescued from its flaws, and hoped to undercut the appeal of fascism by reconciling 
democracy with increased state management of the economy. 
  
Keynes thus argued that the state could use fiscal and monetary policy to influence demand, thus 
stabilizing profits and sustaining full employment while avoiding extensive nationalizations, as it was 
done by the fascists, and a command economy, as propagated by the communists.[4]   
  
In short, by offering a system that “held out the prospect that the state could reconcile the private 
ownership of the means of production with democratic management of the economy”,[5] Keynes 
showed that there was another state-administered and yet non-totalitarian solution to the problem. 
 
  
C. Welfare State as the Guardian of the Citizenry[6]                  
  
Like Keynesianism, the welfare state also represented a transformation in the relationship between 
states and markets. In particular, the welfare state repudiated the view that a “good” state was one 
that interfered in the economy and society least. With the acceptance of the welfare state, 
governments were increasingly viewed as the guardians and protectors of the citizenry. 
  
States were now committed to doing, on a massive, impersonal scale, what members of families and 
local communities had done in pre-capitalist times—namely, take care of people when they couldn’t 
help themselves. Welfare states, in other words, broke with a main tenet of liberalism by insisting 
that basic subsistence should be “guaranteed as a moral right of membership in a human 
community”[7] rather than depending haphazardly on one’s position in the marketplace.[8] 
  
Postwar Britain led the evolution of European democracy by founding the modern welfare state. The 
British electorate rejected Winston Churchill’s conservative government in 1945 and gave the new 
prime minister, Clement Attlee (克雷芒艾德礼) an overwhelming majority in Parliament. His Labour 
government planned a new British democracy based on two broad policies: 
• the adoption of welfare legislation by which the state provided all citizens with basic services “from 

the cradle to the grave” and 
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• the “nationalization of leading elements” of the British economy, on the theory that state profits 
would pay for welfare services 

  
Attlee’s welfare program was derived from an idealistic wartime plan, the Beveridge Report (贝弗里奇

报告) of 1942, which called for government insurance to protect the nation. The Beveridge Report laid 
the basis for the National Health Act (1946) and the National Insurance Act (1946), laws that promised 
“a national minimum standard of subsistence” to everyone. In return for a regular payroll deduction, 
all citizens received sick leave benefits, retirement pensions, maternity benefits, unemployment 
compensation, widow’s and orphan’s allowances, and medical care. For other Western European 
countries, Britain’s welfare program became the model for a democratic welfare state. 
 
  
D. Nationalization of Key Industries to Pay for Welfare Services 
  
Attlee soon also set about nationalizing (国有化) private firms into “public corporations”. The opposing 
conservative Tory Party (保守党) made only limited protests when Attlee nationalized the Bank of 
England in 1945, the coal mines in 1946, the civil aviation in 1947 (creating the parent corporation of 
British Air), and the iron and steel industries (1950). A broad conservative attack on the policies of the 
Attlee years did not come until the Margaret Thatcher (撒切尔) era, beginning in 1979, when 
both denationalization and the dismantling of the welfare state defined her neoliberalist government. 
  
The French had begun their socialist program of nationalization even earlier in the 1930s to thwart the 
growth of the Communists. Introduced by Léon Blum of the Socialist Party, the program allowed the 
state to take control of energy and the utilities (gas, oil, and coal); most insurance companies and 
banking; and some prominent industrial companies, such as Renault and Air France. By the late 1940s, 
20% of the French economy had been nationalized, making it a program of conservative nationalization 
even larger than the Labour Party’s efforts in Britain.[9] 
  
Similarly, in the German Federal Republic (West Germany) newly created in May 1949, its leading 
founder, Konrad Adenauer (康拉德), founded a conservative party, the Christian Democratic Union 
(CDU), which stood for anticommunism, free-enterprise economics, and social conservatism. Adenauer, 
like many British and French conservatives, defended the welfare state and drew on Bismarck’s 
example in the 1880s to advocate “socially responsible” capitalism. 
 
 
E. The Retreat of Rentierism in Postwar Europe 
  
Due to a combination of factors including congenial labour relations, baby boom, and effective 
macroeconomic policies, not to mention also US assistance through the 1947 Marshall Plan (马歇尔计

划), Europe staged a miraculous recovery of its economy in less than a generation by the 1950s. 
  
More importantly, 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 
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. 
  
For the first time in European history, rent-seeking was deliberately and systematically restrained by 
the elites for the benefit of the masses. 
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The decade of 1950s turned out to be Western Europe’s golden age. With the rapid expansion of the 
postwar economy, there was full employment and West Europeans collectively enjoyed job stability, 
rising income and unprecedented living standards. By 1957, Prime Minister Harold MacMillan of Britain 
said that “most of our people have never had it so good.”[10] 
  
By the 1960s, however, the European economic miracle could not be sustained. Western Europe and 
Japan had by then recovered economically from the destructions of the war and their companies faced 
increasing competition for growth with American companies in international markets. Economic growth 
soon began to stagnate. By the 1970s and early 1980s, Western Europe’s postwar golden age ended 
when she suffered the worst economic decline since the Great Depression, triggered by the oil shocks 
in 1973 and 1979. 
  
With state finances in both the US and the Western Europe crumbling under soaring social welfare 
spending and with state capitalism underpinned by Keynesianism showing signs of inefficiencies 
attributable to the state interventions, the stage was set for the re-emergence of free-market 
capitalism (自由市场资本主义) but this time propagated by the neoliberals (新自由主义者). 
  
Riding on the free-market policy regimes propagated first by the UK Prime Minister Margaret Thatcher 
and followed by the US President Ronald Reagan, the neoliberals began building a new world 
order guided by the principle of “capital first”. 
 

https://www.tanmengwah.com/rentierism-under-embedded-liberalis  
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06. The Return of Rentierism under Neoliberalism 
(1980s - 2010s) 

 
Under neoliberalism, national governments’ ability to exercise control over the direction 
of their economy was severely curtailed. The states thus lost their economic sovereignty 
to the mercy of free flowing foreign capitals while the neoliberal capital-first 
approach generates economic rent that benefits capital owners to the detriment of the 
workers. Over time, the balance of power thus shifts towards the dominant economic 
classes that control capital. 

 
20 June 2019 
 

A. The Root of Neoliberalism 
  
The root of neoliberalism (新自由主义), a variant of economic liberalism, can be traced to the school 
of thought known as the “Austrian economics” (奥地利经济学派) during the interwar years (1919 – 
1939). Led by Friedrich Hayek and Ludwig von Mises, this school of thought embraced the freedom of 
markets from state intervention. 
  
In the aftermath of the World War I, the Austrian economists were alarmed when the centuries-old 
European empires broke up into a myriad of independent nation states all seeking also for economic 
independence. To counter the trend of rising economic nationalism (经济国家主义), they constructed 
models based on an opposing concept of “world economy” that would have no place for states seeking 
to impede the circulation of money and to downgrade the influence of foreign investors and 
bondholders. They did not favour a world government though. Instead, they sought for a system of 
global governance supported by supranational rules-based institutions that would constrict nation-
states without being accountable to any public. In the neoliberal vision, ordinary people would 
experience the economy as they did the weather, as a sphere “outside of direct human control”. 
  
The ambitions of the neoliberals were initially kept in check by the onset of Great Depression which 
saw governments turning their backs on free-market ideology thought to be responsible for causing the 
crisis. Then in 1947, a small and exclusive group of passionate advocates –– mainly academic 
economists, historians, and philosophers –– gathered together around the Hayek to create the Mont 
Pelerin Society (named after the Swiss spa where they first met). The group’s members depicted 
themselves as ‘liberals’ (in the traditional European sense) because of their fundamental commitment 
to ideals of personal freedom. To differentiate from the 19th century classical economic liberalism 
which also had free market as its goals, the prefix ‘neo’ which means ‘new’ was affixed to the 20th-
century liberal economic policies. 
  
After the end of WWII, neoliberals were still kept at bay by states which 
adopted Keynesianism and welfarism and assumed the role as the guardian of society rather than of 
the economy. It was not until the late 1970s that the crumbling state finances and market inefficiencies 
created by overextended welfarism and Keynesianism finally set the stage for the emergence of 
neoliberalism. 
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B. The Rise of Neoliberal Thatcherism and Reaganomics 
  
Tenets of that far-reaching free-market approach include privatization, fiscal austerity, financial 
deregulation, free trade, and reductions in government spending in order to enhance the role of the 
private sector in the economy. Neoliberalism therefore required wider and deeper reforms compared 
to the classical economic liberalism. Because of its emphasis on free market, neoliberalism is often also 
called market fundamentalism. 
 
In practice, neoliberalism was extensively propagated only by the British Prime Minister Margaret 
Thatcher and her ideological soulmate the US President Ronald Reagan following their elections in 1979 
and 1981 respectively. Riding on their free-market policy regimes, the neoliberals began building a new 
world order guided by the principle of “capital first”. Accordingly, state industries were privatized, 
domestic financial markets were deregulated and liberalized, barriers to movement of capital across 
borders were eradicated, trade barriers between countries were lifted, and social welfare programmes 
were systematically streamlined or rolled back. 
  
In terms of macroeconomic policies, the state also retreated from the Keynesian approach of using 
fiscal policies to regulate aggregate demand to maintain full employment and adopted Milton 
Friedman’s monetarist approach of using monetary policies to control growth while restraining 
excessive inflation. More importantly, the retreat of the state meant that, over time, roles and power 
of national governments to control their own economic destiny were severely curtailed. 
  
To justify the primacy of market, the neoliberal invoked Adam Smith’s conception of ‘invisible hand’. 
However, unlike the classical economic liberalism, whose main focus was to foster free market forces 
for the working of national economy, neoliberalism sought to build an unbridled global economy free 
from economic nationalism. 
  
In other words, in the neoliberalist vision, national governments’ ability to exercise control over the 
direction of their economy would be severely curtailed thus rendering economic sovereignty to the 
mercy of free flowing foreign capitals. Critics thus equate neoliberalism as a new form of colonialism, 
or called neocolonialism by some, but this time by transnational corporations, not foreign governments. 
  
Before 1980s, the focus on free trade was driven by Ricardian ‘comparative advantage’ (相对优势) 
which dictates that countries specialize in those goods and services they are more efficient at producing 
relative to others. After the onset of neoliberalism, led by the US and UK and facilitated by global 
institutions IMF, the World Bank and WTO, growth becomes progressive underpinned by zero-sum 
“competitive advantages” (竞争优势) between economies. 
  
In other words, the instead of focusing on doing what they could do best based on comparative 
advantages, all countries now had to compete and be better at doing the same things. To attract and 
retain foreign investments, countries compete by lowering costs to boost profits for foreign investors. 
The ‘race to the bottom’ meant paying workers less, cutting direct taxes, particularly on capital, and 
providing subsidies to investors. 
  
C. Declining Labour Share of National Income under Neoliberalism 
  
Since the 1980s, with businesses relocating their manufacturing operations to the lower-cost emerging 
economies, the share of income going to labour has shrunk in most economically developed countries. 
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Even though governments worked hard on job creation to replace those lost due to 
deindustrialization, new jobs created pay less. The wage stickiness caused real wages on average to 
stagnate or fall. The downward pressure on wages generates economic rent that benefits capital 
owners to the detriment of the workers. Today, work is no longer the road to riches, or even the way 
out of poverty. In the US, for example, unlike in the past when wages rose with fall in unemployment, 
workers’ pay today remains stagnant despite improving job figures. 
  
According to McKinsey, labour’s share of national income has been declining since the 1980s due to a 
combination of factors including superstar effects and industry consolidation, which resulted in the 
emergence of a small number of dominant firms capturing a disproportionately larger share of 
economic profit than their peers through the exploitation of information advantages[1]; capital 
substitution of labour; and globalization and the resultant decline in labour’s bargaining power. 
  
In the US, for example, the labour share of income in the US private business sector declined by about 
5.4% between the periods 1998 to 2002 and 2012 to 2016.[2] In contrast, capital share of income has 
been climbing amid rising corporate power vis-à-vis workers attributable to the emergence of new 
technologies, globalization, the hollowing out of labour unions, and market consolidation (i.e. by 
buying up potential competitors). 
  
Meanwhile, in the developing economies, the influx of foreign direct investments did help to lift 
hundreds of millions from poverty initially but competition between countries for foreign investments 
helped to ensure that many of the countries do not escape from the ‘middle-income trap’ (中等收入陷

阱). 
 
  
D. Widening Social Disparity 
  
More pertinently, amid slowing economic growth and rising financial instability, elites in both 
developed and developing economies have managed to race ahead in their wealth accumulation 
through rent seeking behaviours made possible by regulatory capture. The neoliberal emphasis of 
“capital first” means that domestically, the balance of power shifts towards the dominant economic 
classes that control capital. 
  
Gradually but surely, rentierism by both domestic and foreign capitals has made a discreet comeback 
after four-plus decades of rolling back the state frontiers since the 1980s. 
  
According to Thomas Picketty, wealth gap in Europe and the US widened through the 19th century and 
reached its peak in 1910 when top 10% wealth share hit 90% and 80% respectively[3] but began 
to decline after that firstly as a result of the two world wars and the interwar years Great Depression 
and of the progressive socioeconomic policies, underpinned by state welfarism and Keynesianism, and 
the vibrant global economy after WWII. After 1970s, however, wealth inequality resumed its climbing 
trend because of wide-scale neoliberal policy initiatives driving privatization, deregulation, and changes 
in tax structure and of technological changes and globalization, all of which contributed to higher return 
for capital owner while real wages of workers stagnated or event declined. 
  
Keynes were right that capital did become less scarce but was dead wrong about the “euthanasia of 
the capitalists” who have succeeded in protecting their interests and rent-seeking capability by creating 
the neoliberal “capital first” global framework of institutions and regulations that allow for rental 
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income maximization. More than eighty years after his proclamation, the rentiers not only live on but 
have become the main beneficiaries of modern capitalism system.[4] 
  
It is therefore a great irony of history that, two centuries after the publication of The Wealth of Nations, 
Smith’s most famous idea of market forces as ‘invisible hand’ was invoked by neoliberals as a defence 
to unregulated markets to protect the interests of rent-seeking private capitalists when his original 
intention was really to restrict them. 
 

https://www.tanmengwah.com/rentierism-under-neoliberalism  
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07. Rentierism in the 21st Century – The Gig 
Economy 

 
If the new work created put downward pressure on long-term wage trend, existing 9-to-5 
jobs will also be devalued. This artificially created downward pressure on wages is in fact 
a form of economic rent for the employers. In recent years, the challenge is made 
complicated by emergence of new technologies that make it easy for businesses 
to repackage work meant for temporary workers jobs so as to reduce the number of full-
time employees they need. 

 
20 June 2019 
 

As discussed, rentierism did not recede into history with feudalism/serfdom and mercantilism. It has 
merely transmuted in forms with time. One manifestation of rentierism today is the emergence of the 
gig economy. 
 
A. Disappearing Jobs and the Gig Economy  
 
A gig economy is a free market system in which organizations, instead of taking on full-time employees, 
contract with independent temporary workers for short-term engagements. The term "gig" is a slang 
word originally used by musicians to refer to "an engagement for a live performance at a show". Today, 
gig employees could include freelancers, project-based workers and temporary or part-time 
hires.[1] Because they are classified as independent contractors, they enjoy no protection against 
unfair dismissal, no right to redundancy payments, and no right to receive the national minimum wage, 
paid holiday or sickness pay. 
 
The gig economy can be broadly divided into the knowledge-based segment, comprising skilled-gigs 
such as independent management consultants, lecturers or even machine learning data scientists doing 
high value-add work, and the service-based segment, with moderate or low skill gigs such as 
photographers cleaners, couriers, and drivers doing lower value-add work. 
 
To be sure, gig employment is not a new concept. For example, musicians, photographers, writers, 
truck drivers and tradespeople have traditionally been gig workers. The term “gig economy” was 
popularized only recently around the height of the 2008-2009 financial crisis when a large number of 
those who were unemployed or underemployed picked up temporary engagements wherever they 
could to help pay bills. A decade later, even though the economy has recovered, the ranks of gig 
workers are still swelling. In the US, for example, the number of gig employees made up about 34% of 
the workforce in 2017 and is expected to be 43% by the year 2020. In 2018, Harvard Business Review 
reported that 150 million workers in North American and Western Europe are engaged as independent 
contractors.[2] In the UK alone, it has been estimated that five million people are employed in this type 
of capacity.[3] 
 
  
B. More Flexibility but Higher Risk 
  
Proponents of the gig economy claim that people can benefit from flexible hours, with control over 
how much time they can work as they juggle other priorities in their lives. Critics, on the other hand, 
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accuse traditional businesses of using gig employment to offload risk to the individuals by cutting 
down on fixed labour cost and paying wages, without benefits, only when work is done. Hence, 
depending on the viewpoint one subscribes to, the gig economy is either a working environment that 
offers flexibility with regard to employment hours, or it is a form of exploitation with very little 
workplace protection. 
  
One thing is for sure, though. With contract work continuing to grow while traditional jobs with benefits 
and salaries that keep pace with the cost of living fade into oblivion, workers will henceforth 
face increasing job insecurity and economic uncertainty.[4] 
 
Notably, gig employers also face risk with the cost-cutting practice of switching from permanent to 
temporary workers. In June 2019, in the aftermath of the grounding of Boeing 737 Max after two fatal 
crashes, it was revealed that the planemaker and its suppliers had earlier outsourced software 
development and testing to temporary contractors paid as low as $9 per hour often from countries 
lacking a deep background in aerospace – notably India. It happened at a time Boeing was laying off 
experienced engineers and pressing suppliers to cut costs. As a result, regulators feared that errors in 
coding by inexperienced temporary workers could have contributed to the crashes of the plane. 
 
 
C. Emergence of the Precariats as a Social Class 
  
Already, the gig economy is said to have created a new social class known as the precariat, a term 
combining “precariousness” and “proletariat” (working class).[5] Amid the burgeoning gig economy, 
the classic proletariat, comprising people working in stable full-time wage positions, is fading, except in 
emerging economies like China and India. The shrinkage of the traditional economy in developed 
countries was dramatic throughout the neoliberal era. Correspondingly, inequality and economic 
hardship also spiked during this period. 
 
In the US, for example, the “elites” are relying increasingly less on the production of goods and services 
for their wealth and income with the financialization of the economy. On the other hand, the working 
class are languishing in falling real wages amid rising job insecurity as a result of deindustrialization. 
Many have become full-time gig workers while others are taking on part-time temporary assignments in 
addition to their full-time work to supplement their meagre income. With stagnating wages and rising 
living costs, many are facing increasing financial vulnerability. CNBC reported that 57% of Americans in 
2017 have less than $1,000 in savings; 39% have no savings at all. More than a third or 36% of 
Americans would have to go into debt to pay for a major unexpected expense like a trip to the hospital 
or a car repair.[6] Not surprisingly, politics in the US has gotten uglier and more divisive and will likely 
worsen unless the need for basic economic security for all is recognized and met. 
  
For the policymakers, the issue is not just job creations but the nature and quality of the jobs created. If 
the new work created put downward pressure on long-term wage trend, existing 9-to-5 jobs will also be 
devalued. This artificially created downward pressure on wages is in fact a form of economic rent for 
the employers. Hence, even though unemployment figures have gone down, wages have so far not 
returned to the pre-crisis levels. 
  
In recent years, the challenge for policymakers to create more meaningful full-time jobs is made 
complicated by emergence of new technologies that make it easy for traditional 
businesses to repackage work and flood the job market with cheap temp jobs while reducing the 
number of full-time employees they need. 
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One phenomenon that has contributed to the rapid growth of the gig economy, for example, is the 
emergence of a new breed of high tech companies creating highly popular software 
platforms. Examples of such platform companies include Uber, Facebook, Alibaba, and Airbnb. Instead 
of creating and providing physical goods and services, they provide a virtual platform linking traditional 
businesses with consumers. Uber, the world’s largest taxi company, thus owns no vehicles; Facebook, 
the world’s most popular media owner, creates no content; Alibaba, the most valuable retailer, has no 
inventory; and Airbnb, the world’s largest accommodation provider, owns no real estate. By being able 
to attract a huge number of users to scour online platforms to seek out goods and services within the 
real economy, these companies are able to collect a huge amount of advertising revenue and/or charge 
a 'commission' from the users and traditional businesses using the virtual platforms.  In 2015, for 
example, Google and Facebook pocketed an astounding 64% of all online ad revenue in the US. Because 
these platform companies do not actually create the consumed goods and services, critics labelled them 
as rentiers living off traditional businesses and the consumers. 
 
Notably, these rent-seeking platforms create many temporary work opportunities for gig workers who, 
as independent contractors, are now not employed by specific employers but are allocated jobs by the 
platforms to perform the services or to deliver the goods ordered. Gig workers in these sectors 
therefore do not have human bosses. They work for the apps created for the platforms.[7] This reduced 
need for full-time employees is true not only of the platform companies but generally of the new 
economy within which IT-based firms have much lower headcount than traditional manufacturing 
firms. In 1990 GM, Ford, and Chrysler chalked up revenue of $36 billion and hired over a million 
workers. Today, the big three — Apple, Facebook, and Google — bring in over a trillion dollars in 
revenue and only have about 137,000 workers.[8] Facebook has a market value of $60 billion but it 
employs fewer than 5,000 people.[10] In short, in the new economy, there is very little trickle down.  
 
 
D. Need for More Regulatory Oversight to Protect the Gig Employees 
 
Looking ahead, with the onset of the 4th industrial revolution, even more traditional jobs will be 
‘destroyed’ by technological disruptions. The “gig economy” may even mature to become just “the 
economy”.[11] Gig economy is therefore not just a transitionary phase. The rise of the gig economy 
points to the unsavoury reality that the twentieth-century income distribution system has broken 
down. 
  
Gig employees are pushing back. In 2016, for example, Uber drivers in the UK won the right to be 
classified as workers rather than independent contractors. The ruling by a London employment tribunal 
meant drivers for the ride-hailing app would be entitled to holiday pay, paid rest breaks and the 
national minimum wage.[12] 
 
Going forward, there is therefore an urgent need for regulatory oversight to stay abreast to protect gig 
employees and to keep rent-seeking within the gig economy in check.  
  
As Joseph Stiglitz put it in his book, The Price of Inequality, the problem indicates a market failure due 
to misalignment between rentiers’ incentives and social returns. There is enormous room for 
government to intervene and correct these market failures by designing policies (taxes and regulations) 
that bring private incentives and social returns into alignment. 
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