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minimal. These information problems provide a very good economic 
justification for universal social insurances. From the standpoint of 
social equality, this has the advantage of including the segment of the 
population who, from their 'market wage', never would have had the 
chance to afford these services. 

It should be added that among the OECD countries which today 
carry the most malignant deficits in their public finances (Greece, 
Spain, Portugal, the UK, Ireland and the US), one will find none of 
the countries with relatively high public expenditures; while those 
with more egalitarian policies (Denmark, Finland, the Netherlands, 
Norway, Sweden), and thus much higher spending on social services 
and social insurance systems in general, have their public finances in 
good order. In other words, the main theme of neo-liberalism that 
we need to choose between 'fairness' and 'effectiveness', and that large 
public expenditures would be damaging for the public economy -
proves erroneous. 

Fifth, do not excuse political defeats by blaming structural factors 
such as the media, globalisation, international finance or patriarchy. 
If the pioneers of social welfare policies had done this, they would 
never have started. Structural conditions may make things difficult 
but, at the end of the day, I am convinced that they can be defeated 
by clever forms of institutional design. 

CHAPTER 7 

Progress and Social Policy: Two-and

a-Half Cheers for Education 

Lane Kenworthy 

TonyBlair'sassertionin 1996thatNewLabour'stopthreepriorities 
would be 'education, education, education' encapsulates a view 

that schooling and learning should at the core of social democratic 
economic and social policy.1 However, the New Labour Governments' 
subsequent failure to reduce income inequality or increase social mo
bility in the UK has led to scepticism about education's importance. 
This feeling has been compounded by the EU's seemirrg failure to 
meet the Lisbon Agenda's goal of becoming 'the most dynamic and 
competitive knowledge-based economy in the world ... by 2010'. 

Sceptics are right to suspect that education is not a cure-all. Yet that 
should not dimirrish its centrality to the social democratic project. 
Good and broadly dispersed schooling is not sufficient to achieve 
low inequality, high mobility, high employment or rapid economic 
growth. But it helps. Moreover, schooling is key to achieving other 
social democratic aims. It ought to be front and centre in a social 
democratic agenda for the twenty-first century. 

Income Inequality 

Let's begin with income inequality. Social democrats are right to worry 
about high inequality. It is objectionable on normative grounds, given 
the massive impact of luck in determining where each person ends 
up in the distribution. It may also have ill effects on other social, 
economic and political outcomes, such as health and democracy. 
If we compare across individuals in a society, we find that those 
with more education tend to earn more. This would appear to sug
gest that increasing the education of others might reduce income 
inequality. 
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Unfortunately, while equalising schooling almost certainly would 
help to reduce income inequality, its influence is likely to be con
strained by other factors.2 One is differences in cognitive abilities and 
non-cognitive traits produced by genetics, parents, peers, neighbour
hoods and so on. Another is structural features of the economy, such as 
the intensity of product market competition, immigration, trade and 
the sectoral structure of employment. A third is institutional factors. 
Wage-setting arrangements - collective or individual, centralised or 
local play an important role in determining wage gaps, particularly 
between the low end and the rest. Corporate governance practices are 
animportantinfluenceonthepayofCEOsandotherhigh-levelexecu
tives. The development of winner-take-all markets arguably accounts 
for some, perhaps much, of the skyrocketing pay for those at the top of 
the labour market. Finally, government regulation oflabour markets, 
of the financial sector, and of other aspects of the economy matters. 

The contributing factors noted above compete with education in 
determining the degree of inequality in earnings across individuals. 
Further weakening education's impact is the fact that earnings are 
then pooled in households. Household size and composition therefore 
play an important role, as does the distribution of employment across 
households. Some households have no one in the labour market; 
others have a low-earning full-time worker and a part-timer; still 
others have two high-earning full-timers, and so on. Last, but certainly 
not least, there is government redistribution via taxes and transfers. 

There are at least two distinct aspects of income inequality. To 
capture them we are forced to use two different types of data. The 
standard approach uses income data from country surveys. The degree 
of inequality is measured by the Gini coefficient (an indicator ranging 
from zero to one, with larger values indicating greater inequality). 
But these data include little or no information on the top 1% of 
the distribution. This is a problem, as an important development in 
recent decades has been growing separation between the tip-top and 
the rest of society. To get a handle on this, researchers use data from 
tax records, with the measure being the share of income going to the 
top 1%. These data aren't so good on households at the bottom, many 
of whom don't owe taxes. 
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The separation between the top 1% and the rest of the population 
is unlikely to owe much to education. The super-rich include CEOs, 
financial analysts and traders, entertainers and athletes, entrepreneurs 
and some people who provide legal and other important services to 
them. The difference in educational attainment between these people 
and the upper-middle class tends to be minimal at best. 

Combining these considerations, it is no surprise that education 
cannot be a silver bullet for inequality reduction. 3 If we look across 
the world's affluent countries, we see little or no relationship between 
education and income inequality. Figure 7.1 shows these data. Edu
cation can be measured in a variety of ways; I use the share of the 
population aged 25 to 64 that has completed upper secondary educa
tion or better.4 Income inequality is measured as the share of income 
going to the top 1%. 
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FIGURE 7.1 Income inequality by education 

Note: The axes are truncated. Income inequality is the top 1 o/o's share of pre-tax income 

excluding capital gains, as of the early 2000s; data are from Atkinson, A. B., Piketty, T. and 
Saez, E. 'Top Incomes in the Long Run of History,' Working Paper 15408, National Bureau 

of Economic Research, 2009. Education is the share of the population aged 25-64 having 
completed upper secondary schooling or more, as ofl997 (the earliest year for which such 
data are available); data are from OECD, Education at a Glance, 2010. 
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A similar story holds if we examine developments over time. Since 
the 1970s, educational attainment has risen in most of these countries, 
yet income inequality has increased in many.5 

Capabilities and Opportunity 

For many, what matters is equality of opportunity rather than of out
comes. But equal opportunity is a chimera; it cannot be achieved. 
Because parents' resources affect children's capabilities, true equality 
of opportunity would require something close to equalisation of as
sets and incomes among households with children. Social democrats 
should not want such equalisation, as it would sharply reduce incen
tives. Moreover, truly equal opportunity would not be realised even if 
assets and incomes were equalised. Individuals' opportunities are in
fluenced by genetic endowments, parents and other adults, peers and a 
variety of chance occurrences throughout childhood and adolescence. 
No liberal society- one in which families and other institutions retain 
a sizeable degree of autonomy - can ensure that its members reach 
adulthood with equal capacities for success. 

Instead of equal opportunity, social democrats should aim to raise 
the opportunity floor. This is another way of describing Amartya Sen's 
notion of maximising individuals' capabilities. 6 We want people to be 
able to make informed choices about life goals and to be able to ably 
pursue those goals. Ideally, lifting the floor will also reduce inequality 
of opportunity. 

Education is central here. Schooling enhances cognitive skills and 
non-cognitive traits, it facilitates adaptation to labour market shifts, 
and it contributes to network ties through which people can better 
pursue their economic and social goals. 

At a minimum, the aim should be to ensure that all young people 
complete upper secondary education or its equivalent. As Figure 7.2 
shows, some rich countries are approaching this goal, but none has 
yet reached it. 

For many people, a university education is key to full development 
of analytical and communication skills needed to, first, make and 
pursue truly informed preferences and, second, shift course later in 
life if need be. Although higher education is not good for everyone, 
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FIGURE 7.2 Education: secondary and tertiary completion among 25-34-year olds 

(2008) 
Note: Share of persons aged 25-34 having competed tertiary schooling or better and upper 
secondary schooling or better, as of 2008. Data are from OECD, Education at a Glance, 
2010. 

on average it significantly enhances capabilities and opportunity. 7 

A number of affluent countries have made considerable progress in 
boosting the share attending university, but others have not. 

From the perspective of capability-enhancement, the most impor
tant years of schooling may be the 'preschool' ones. Evidence is still 
emerging, but James Heckman and his collaborators have made a 
strong case that years 1-6 are the most critical for the development of 
both cognitive skills and non-cognitive abilities.8 

Some home environments are less helpful to children's develop
ment than we would like them to be. Evidence on the US summer 
vacation suggests that during those three months out of school, the 
cognitive skills of children in lower socio-economic status (SES) 
households tend to stall or actually regress.9 Kids in high-SES 
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households fare much better during the summer, as they are more 
likely to spend it engaged in stimulating activities. Cognitive psychol
ogist Robert Nisbett concludes that 'much, if not most, of the gap in 
academic achievement between lower- and higher-SES children, in 
fact, is due to the greater summer slump for lower-SES children.10 

This is relevant also for inequality of opportunity. Some argue 
that schools actually worsen inequality, because children from high
income households benefit more than their less advantaged counter
parts, thereby widening the disparity. As the evidence from summer 
breaks attests, that is wrong. Without schools the gap in cognitive and 
non-cognitive abilities almost certainly would be greater. Though they 
can't possibly produce full equalisation, schools do help to equalise. 

Mobility 

By social mobility we usually mean the degree to which people's in
comes are uncorrelated with those of their parents. Social scientists 
call this 'intergenerational mobility'. It is not easy to measure, but the 
data we have suggest non-trivial differences across the affluent coun
tries. Does education affect the degree of mobility?11 Cross-country 
comparison is difficult, as we lack education data from a generation 
ago, when today's adults were in school. Figure 7.3 here uses the share 
of25-64-year olds having completed upper secondary education as 
of the mid-1990s. The pattern may or may not support the hypothesis 
that education promotes mobility. Overall, there is no association; 
but if we discount the United States as an exceptional case, the pattern 
looks more supportive. 

Expansion of education and changes in the structure of schooling
for instance, a shift towards later tracking- appear to have contributed 
to increases in intergenerational mobility in Sweden and Finland.12 

However, in the United States and United Kingdom, mobility seems 
to have stagnated and possibly decreased in recent decades, despite 
educational advance.13 That doesn't mean education makes no con
tribution, but it does suggest that whatever contribution it makes 
hasn't been powerful enough to outweigh developments pushing in 
the other direction. 
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117 

Note: The axes are truncated. Social mobility is the correlation between fathers' earnings 
and their sons' earnings, with the axis values reversed so that higher on the vertical axis 
indicates more mobility; data are from Bjorklund, A. and Jantti, M. 'Intergenerational 
income mobility and the role of family background,' in The Oxford Handbook of Economic 
Inequality, Oxford: Oxford University Press, 2007, Figure 20.1. Education is the share of 
the population aged 25--64 having completed upper secondary schooling or more, as of 
1997 (the earliest year for which such data are available); data are from OECD, Education 
at a Glance, 2010. 

One argument sometimes made about the UK is that expansion 
of university education has hindered intergenerational mobility by 
enhancing upper- and middle-class families' ability to pass on their 
human capital advantages.14 Yet the mobility trend in the US appears 
to be similar - stagnant or declining - despite only a small increase 
since the late 1970s in the share of a typical cohort obtaining a college 
degree. Moreover, university degrees have risen sharply in the Nordic 
countries, and mobility has increased. 

It is important to caution against assuming that more intergenera
tional mobility is necessarily better. We want a society with sufficient 
openness and opportunity that people from less advantaged back
grounds are able to move up. But an extremely high level of mobility 
might well be discouraging. If children's fortunes appeared to be deter
mined by lottery, parents' incentives to invest in their children would 
surely be weakened. 
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Nor can we assume that the degree of intergenerational mobil
ity is a straightforward indicator of equality of opportunity. Imagine 
there were more or less perfect equality of developmental opportu
nity. Child care centres, schools and other institutions compensate 
for genetic differences by giving more attention to those with less 
genetic ability. Children enter Scandinavian-style (high-equality, 
high-educational content) preschools at a very early age, the school 
year is lengthened considerably, and other steps are taken to reduce 
the impact of parents' non-cognitive traits and parenting practices. 
Thus, everyone reaches their 18th birthday with more or less the same 
ability. Such a society nevertheless could end up with limited inter
generational mobility if parents pass on preferences for things such as 
work versus leisure, type of occupation and geographic location.15 

Employment 

An emphasis on the value of employment is one of the things that 
distinguishes social democracy from other progressive or leftist ap
proaches. Employment has intrinsic benefits for individuals, and it 
contributes to economic advance, tax revenues and gender equality. 

To what degree would increasing skills for those in the bottom half 
of the distribution increase employment? The story here is similar to 
that for income inequality. On average, individuals with better skills 

as measured by years of schooling completed or literacy- are more 
likely to be employed. But when we look across countries or over 
time within countries, we observe only a modest association between 
education and employment. Figure 7.4 shows employment rates as 
of 2007 by countries' share with upper secondary education. Over
all there is a positive association, but among the nations with more 
than 60% upper secondary completion the association disappears. 
Moreover, since the 1970s, employment rates have tended to increase 
more in countries with less improvement in educational attainment 
than in those with more improvement. Here, too, the problem is that 
the impact of education is swamped by that of other factors, such as 
macro-economic conditions, technological change, global competi
tion, and labour market institutions and regulations.16 
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Note: The axes are truncated. Employment is employed persons aged 15-64 as a share of 
all persons aged 15-64, as of2007; data are from OECD.Stat. Education is the share of the 
population aged 25-64 having completed upper secondary schooling or more, as of 1997 
(the earliest year for which such data are available); data are from OECD, Education at a 
Glance, 2010. 

And yet, education is critical, in four respects, to a country's ability 
to get to and sustain the right type of high-employment economy. 
First, as manufacturing jobs increasingly move to developing nations, 
rich-country economies have become reliant on services for new jobs. 
Some service jobs will inevitably be low-skill ones; that is particularly 
true for household and social services. But we want as many service 
jobs as possible to be the kinds of high-skill, analytical positions that 
pay better and offer more opportunity for autonomy and fulfilment. 
A highly educated population doesn't guarantee a skill-orientated· 
employment structure, but it certainly facilitates it. 

Second, though the jury is still out on this question, labour markets 
may function more effectively with modest rather than stiff regula
tions on employers' ability to hire and fire workers. A successfully 
flexible labour market requires cushions for those who are dismissed 
(hence the term 'flexicurity'). One such cushion is generous unem
ployment benefits and government services to tide people over while 
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out of work and to help them get a new job. Another is workers' 
adaptability, which is enhanced by a sound basic education. 

Third, we want those who begin their work career in a less-skilled 
job to be able to move to a higher-skilled one. We want, in other 
words, to facilitate upward mobility over the life course (intragen
erational mobility)Y A solid secondary education plus opportunity 
for retraining help with this. To be sure, they are not enough. Job 
ladders- formal structures within and across employers that provide 
clear routes to upward job movement- are needed. So, too, is individ
ualised advice and assistance, particularly for people with cognitive, 
psychological or physical disabilities. We also need sources of income 
support for periods of non-employment. But education, conceived 
broadly as 'lifelong learning', is fundamental. 

Fourth, employment should not come at the expense of children. 
If most working-age adults are in the labour force, someone must 
look after the kids. One way to solve this problem is to leave childcare 
largely unregulated. This is the American way. It allows for a prolif
eration of private childcare providers, from large firms with centres 
all over the country to the neighbour down the street. Because com
petition is intense and quality is unregulated, the price is low, so even 
adults working in relatively low-paying jobs can afford some version 
of care for their preschool-age children. However, some of this care, 
perhaps much of it, is less than ideal from the perspective of child 
development.18 A better way is to make childcare part of the school
ing system. In Denmark and Sweden, for instance, preschool teachers 
are required to have similar training and qualifications as elementary 
school teachers, and their pay is similar. 

Economic Growth 

A key goal of social democrats is economic prosperity and growth, 
partly for its own sake and partly because other social democratic 
aims are more readily achieved in an affluent, growing economy. 
Education has long been seen as a key contributor to economic 
growth. At early stages of development, that almost certainly is 
true. What about in already-rich nations? There is good reason to 
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FIGURE 7.5 Economic growth by education 
Note: The axes are truncated. Economic growth is the average annual rate of growth 
of gross domestic product per capita, 1979 to 2007, adjusted for catch-up; Kenworthy 
calculations using OECD.Stat data. Education is the share of the population aged 25-64 
having completed upper secondary schooling or more, as of 1997 (the earliest year for 
which such data are available); data are from OECD, Education at a Glance, 2010. 

suspect education will help. After all, growth hinges on technological 
progress, which should be boosted by education, particularly in the 
modern knowledge-driven economy. 

Yet here, too, the cross-country evidence, shown in Figure 7.5, 
offers some reason for scepticism. There are many ways for economies 
to grow, and social scientists have surprisingly little understanding of 
what accounts for the variation among the rich nations in recent pat
terns of economic growth.19 Even technological progress may owe 
more to the structure of research and development or regulation of 
product markets than to, say, the share of the population having com
pleted secondary schooling or the literacy level at the low end of the 
population. 20 

Social Inclusion 

We sometimes think of social inclusion in terms of incomes, living 
standards or access to employment, but the group most at risk of 



122 AFTER THE THIRD WAY 

exclusion in contemporary rich nations is likely to be immigrants. 
Though not the only route to economic success, schooling is the most 
important source of economic opporturrity and cultural assimilation 
for many immigrants, particularly second-generation ones. If rich 
countries are to continue to maintain a reasonably generous approach 
to inward migration, as they should, education will be central to their 
success in furthering community and social harmony. 

Successful incorporation of immigrants has repercussions for other 
key components of social democratic policy, most notably the wel
fare state. A large and visible immigrant minority perceived as relying 
disproportionately on generous social benefits poses perhaps a bigger 
challenge to sustained welfare state generosity than do tax competi
tion, capital mobility or neo-liberal ideology. 

Other Social Outcomes 

Across individuals, education tends to be positively associated with 
health, non-criminal behaviour, civic engagement, political partici
pation, trust and life satisfaction. 21 Once again, these individual-level 
associations do not necessarily carry over to countries as a whole, be
cause other factors come into play. Yet they offer further reason for 
societies to ensure that the least-advantaged receive the best possible 
education. 

The importance of schools is not simply instrumental. We spend 
a good deal of our time from age 6 (or 1) to 21 in schools. In a 
rich society, they ought to be safe, reasonably orderly, comfortable, 
attractive and intellectually stimulating places. 

Conclusion 

Education is not a panacea. But it matters a great deal. It is, arguably, 
the single most important policy in the social democratic arsenal. 

What features of the education system are most valuable in pro
moting learning and enhancing capabilities, particularly for chil
dren from less advantaged circumstances? We have some answers.22 

Teacher quality matters a great deal. High-quality early education 
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pays dividends. Later tracking ('comprehensive' system) is better than 
early tracking ('dual' system). Curriculum standardisation is good. A 
lengthy summer break is bad. Financial impediments to university 
attendance are harmful. On other prominent reform issues - such as 
school funding, school choice, decentralisation of decision making, 
the balance between general and vocation-specific skills, and the type 
of university user fees - the evidence is less conclusive. 

Our knowledge about what makes for a good education system 
is much improved, but we still have a long way to go. Continued 
progress is vital. Getting education right is as important as anything 
social democrats can do. 
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