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Preface

As I write this book we are living through the COVID-19 pandemic, which poses
massive challenges to every member of society around the world. Defeating the
pandemic requires huge investments in physical and social goods and services - from
the race to develop a vaccine or effective therapies, personal protective equipment
(PPE) and appropriate methods of online learning for children not in school to new
thinking about social safety nets. It also requires an unprecedented level of
collaboration between nations, citizens, government and the private sector - the like
of which we haven’t seen in our lifetime. Fundamentally, it is a litmus test of state
capacity and effective governance within and between countries.

Governments across the globe are adapting to this challenge in different ways and
with different degrees of success. Governance is key to successful adaptation.*
Countries’ responses have differed in both the quantity and the quality of actions
taken. Many governments have committed colossal sums with a ‘whatever it takes’
mentality. But if there is one thing we learned from the 2008 financial crisis, it is that
injecting trillions into the economy will have little effect if the structures they are
spent on are weak. We cannot risk that happening again.

Can we produce enough PPE for front-line workers? Enough ventilators for patients
in intensive care units? A vaccine to help build immunity? Can we protect people who
have lost their jobs so they have the basic right to a minimum income, food, shelter
and education?

The answers to all these questions depend on the organization of our economy -
more than just the amount of money being thrown at problems. It depends on the
concrete structures, capacity and types of partnerships between the public and private
sectors. It also requires the vision to imagine a different world. It is a vision for what
kind of growth we want, plus the corresponding tools to get us that - that will create a
new direction for the economy. And it is a new direction that is needed.

Vietnam’s successful response to COVID-19 provides an interesting example.
Although the country is still ‘emerging’ in terms of its developmental process, its
government was able very quickly to spur the development of low-cost test kits. This
was possible because it had the capability to mobilize different parts of society
(academia, the army, the private sector, civil society) around a common goal and
strategically use health research and development (R&D) procurement to ‘crowd in’
innovative solutions - that is, to use government spending to increase private-sector
investment.? An effective public- private collaboration allowed for rapid
commercialization of the kits, which were then exported to Europe and beyond, as well
as deployed throughout Vietnam itself. The government was also able to galvanize
poster artists, creatively harness social media and even produce stamps to promote
behavioural change.? In India, the state of Kerala’s success story (in contrast to a
patchy national response) is also the result of long-term investment in health
(including the protocols put in place after the 2018-19 outbreak of the Nipah virus, like
COVID-19 a zoonotic virus) and a successful public-private partnership model between



state medical services and private providers.” Bolstered by a high level of citizen trust
built over the years, the machinery of government, complemented by self-help groups,
was quick to put in place tight restriction measures while catering for the most
vulnerable, including migrant workers.”

But in many parts of the world the picture has been much less rosy. As this book
goes to press, the problems being faced by both the USA and the UK are the result of
forty years of weakening ability to govern and manage - fuelled by the ideology that
government needs to take a back seat and only come in to fix problems when they
arise. A public management creed that belittles the ability of government to act
effectively and promotes privatization has fostered much outsourcing of government
capacity to the private sector and a relentless but misguided focus on static measures
of efficiency,® leaving governments with fewer options and even latching onto
unrealistic technology panaceas such as artificial intelligence or ‘smart cities’. It has
also led to lower investment in public capabilities, the loss of institutional memory and
an increased dependence on consulting companies, which have benefited from billions
in government contracts.

In the UK, the government outsourced health contracts worth £9.2 billion in 2018
alone.” Over 84 per cent of care home beds are in privately owned homes, and 50,000
of those are beds are in homes run by private equity companies whose ultimate aim is
profit, not care. And this outsourcing has been combined with cuts in public
investment. The total value of the public-health grant in the UK - which enables local
authorities to provide vital health care and preventative services - has been declining
in real terms, from £4 billion in 2015-16 to £3.2 billion in 2020/21, a decrease close to
£900 million.? Year-on-year cuts to the grant only came to an end in 2020 when
COVID-19 was wreaking havoc, but the grant remained 22 per cent lower on a real-
term per capita basis than in 2015-16.° By this time, the decline had already caused
substantial damage to local public-health capacity and compromised the effectiveness
of its response to COVID-19.%°

And the mantra about greater efficiency is just that - a mantra. In the UK, when the
international consultancy company Deloitte was paid to manage COVID-19 testing they
lost the tests. This was a reminder of the massive failure of G4S, another private
company picking up public contracts, to provide security for the 2012 London
Olympics, which led to the military being called in to save the day. Similarly, Serco, a
private company that consistently wins outsourcing contracts, was fined for its
fraudulent use of electronic tagging for prisoners.! And yet it won a £45.8 million
test-and-trace contract just one year after it was fined more than £1 million for
failures including breaching data protection rules (in which it accidentally revealed
the email addresses of trainees).

The US federal government suffered a similar fate. In 2007 it drew up a plan to spur
the development of low-cost, portable ventilators for deployment in cases of
emergency. By early 2020, a full thirteen years later, no ventilators had been delivered,
substantially because of its reliance on outsourcing. The COVID-19 crisis has made the
consequences of this lack of capacity all the more dramatic. Indeed, President Barack
Obama’s administration had already run into embarrassing IT problems in 2010 when
it tried to roll out its health-care insurance reforms, the Patient Protection and
Affordable Care Act - colloquially known as Obamacare. Many people could not access
the site HealthCare.gov or complete their applications for insurance. A wave of bad
publicity broke, which Obamacare’s opponents exploited. Had there been more
technology capacity within the US government itself it is likely the administration
would have faced fewer difficulties and less political flak. And yet, not surprisingly, in



called ‘A Sense of Purpose’. In it he argued: ‘Without a sense of purpose, no company,
either public or private, can achieve its full potential. It will ultimately lose the license
to operate from key stakeholders. It will succumb to short-term pressures to distribute
earnings, and, in the process, sacrifice investments in employee development,
innovation, and capital expenditures that are necessary for long-term growth.”” A
year and a half later, in August 2019, the same message was echoed by the Business
Roundtable, a club of 180 powerful CEOs including those of Apple, Accenture and
JPMorgan Chase. In a statement, its members argued that to foster a more functional
form of capitalism, profits had to be more widely distributed to all stakeholders,
including workers and communities - the key stakeholders.?

The problem is that, notwithstanding these calls for change, not much is changing.
This is not only because the change needed must go to the very core of business models
and value chains, instead of being treated as an afterthought; it is also because a
renewed sense of purpose must go to the centre of the relationship between
organizations in the economy, not just inside business. Change comes from
reimagining how different organizations and actors in the economy co-create value.
Yes, this book does focus on much-needed changes in our public institutions. But
because government activity - direct investments, indirect subsidies, tax and
regulations - lies at the centre of nearly all relationships, rethinking government
means rethinking capitalism.

While this book is intended for both theorists and practitioners, it is meant
especially as a guide to how we can ‘do’ capitalism differently. It argues that we should
change organizations, governance structures and the design of the practical levers of
economic policy - the tools we need to build a purpose-oriented economy.



2: Capitalism in Crisis

Even before the COVID-19 pandemic hit in 2020, capitalism was stuck. It had - and has
- no answers to a host of problems, perhaps most crucially the environmental crisis.
From global heating to biodiversity loss, human activity is eroding the conditions
necessary for social and environmental stability." Under current mitigation policy
commitments, global surface temperatures are on track to increase by over 3°C
relative to pre-industrial times - a magnitude that is widely accepted to have
catastrophic outcomes.? Species extinction has increased 100 to 1,000 times the
background extinction rate, leading some scientists to announce that we are
witnessing the sixth mass-extinction event.?

Rather than having a sustainable growth path, capitalism has built economies that
inflated speculative bubbles, enriched the already immensely wealthy 1 per cent and
were destroying the planet. In many Western and Western-style capitalist economies,
real earnings for all but a few have barely risen in more than a decade - in some cases,
such as the USA, in several decades - exacerbating inequalities between groups and
regions despite high levels of employment.* The dynamics of inequality explain why
the profits-to-wages ratio has reached record highs. Between 1995 and 2013, real
median wages in Organization for Economic Co-operation and Development (OECD)
countries grew at an annual average rate of 0.8 per cent versus 1.5 per cent growth in
labour productivity.’ In the period 1979-2018, real wages for the 50th and 10th
percentiles of the wage distribution stagnated: there was 6.1 per cent cumulative real
wage change over the whole period for the 50th percentile, 1.6 per cent for 10th
percentile - versus 37.6 per cent for 90th percentile. In rich countries, private wealth-
to-income ratios increased from 200-300 per cent in 1970 to 400-600 per cent in 2010.°

These economies were also, after 2008, hooked on the drug of quantitative easing -
central banks injecting massive amounts of liquidity into the system - although
economic growth and productivity improvement remained weak.” Personal debt was
back to levels last seen in the early years of this century. By 2018, private debt to GDP
reached 150 per cent in the USA, 170 per cent in the UK, 200 per cent in France and 207
per cent in China - all substantially higher than levels at the turn of the century.®

And much of business has been plagued by a dangerous combination of low
investment, short-term management and high rewards to shareholders and company
bosses.’ In advanced economies, business investment has barely recovered to 2008
levels."” In the UK in the 1980s, typical CEO pay was twenty times higher than that of
the average worker. By 2016, the average FTSE 100 CEQ’s pay was 129 times greater
than that of the average employee." Since 1980, UK dividend pay-out ratios have
remained constant, irrespective of profitability. Share buybacks have increased in
importance, consistently exceeding UK share issuance over the past decade. In the
USA, total pay-outs to shareholders have come to almost $1 trillion, equalling pre-
crisis peaks, increasing from around 10 per cent of internal cash flow in the 1970s to 60
per cent by 2015,



And difficulties are also being experienced in authoritarian, state-capitalist societies.
Today, China, the leading authoritarian economy, remains weighed down by inefficient
and heavily indebted state industries, a banking system with huge ‘zombie’ loans, an
ageing population, and the massive task of shifting the economy away from excessive
export dependency and towards greater domestic consumption. To be fair, it is making
progress, and has real ambition about greening its economy, with over $1.7 trillion
being invested as part of its five-year plan. But a central planning model is not likely to
be one that will be able to take on the bold reforms to public and private collaboration
that this book envisages.

The COVID-19 crisis also revealed just how fragile capitalism really is. People
working in the gig economy have no security. High levels of corporate debt - partly
taken on to pay dividends, buy back companies’ own shares and indirectly boost senior
executive pay - have left many companies with little to fall back on. Their strategy of
relying on attenuated global supply chains to cut costs and reduce the bargaining
power of their on-site workers proved to be an Achilles heel when the pandemic
disrupted production globally and created fierce competition for even basic items,
such as face masks. Some governments, particularly those of the UK and the USA, had
outsourced so much of their capacity to the private sector and consultancies that they
were not able to manage the crisis properly. This led to deadly blunders, as
governments faced shortages in basic PPE and failed to set up enough testing for their
populations.”® The ultimate irony was that governments long wedded to austerity
abruptly switched their affections to public spending, borrowing and creating deficits
on a scale that would earlier have caused ideological apoplexy, as they struggled to do
‘whatever it takes’ to keep their national economies alive. Hammered under the twin
blows of a collapse in output and a collapse in demand - largely induced by the
government to suppress the virus - the Thatcher-Reagan model of the economy and
society has broken down, and the global economy is wrestling with an historically
severe depression.

A sluggish global economy, which spells particular disaster for developing countries
and the less well-off in developed countries, has exacerbated social and political
tensions that have been intensifying for decades. For far too many people, life feels
precarious, either because they are in debt or their savings at most cover one month of
rent. Even in the USA, the world’s biggest economy, whose working class was once a
byword for prosperity, a report found that nearly three in ten adults would need to
borrow money or sell something to cover a $400 unexpected expense.'®

The balance of power has shifted away from workers and towards employers - for
example, the relationship between an Uber driver and Uber as a multinational
corporation is deliberately designed to shift risk from company to worker - and this,
along with other cost-cutting practices that have reduced labour’s negotiating power,
is one of the reasons why the ratio of profits to wages has reached a record high in the
last decade.'® Others live hand to mouth on zero-hour contracts. Even when they have
regular work, many people still depend on welfare to make ends meet.'” Yet it is the
low-paid and disregarded workers - garbage collectors, postal staff, hospital cleaners,
care workers, bus drivers - upon whom society came to depend most during the
COVID-19 crisis, not corporate bosses, financiers and residents of tax havens.

Long-standing political rifts have grown wider: between nationalism and
internationalism, democracy and autocracy, efficient and inefficient governments. A
deep sense of injustice, powerlessness and distrust of elites - especially business and
political elites - has eroded faith in democratic institutions. The global, multilateral
system painfully constructed after World War Two and the broadly liberal, open values
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