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Preface

Twenty-five years ago, my younger sister moved to a small town in Northern Ireland after falling in love with a local she met at a pub. She was a university student, studying Art, and had travelled to the region to produce a painting of the Giant’s Causeway, a dramatic seaside setting of forty thousand hexagonally shaped rock columns formed by a volcanic eruption some fifty million years ago. My sister’s love affair began at a time of sharp violence during the Troubles, and there was nearly a volcanic eruption from our mother in the United States when she heard about my sister’s move. Sure enough, a warehouse for my now brother-in-law’s fruit and veg business was burned to the ground by a petrol bomb. Headlines describing Northern Ireland’s violence regularly reached our home across the Atlantic Ocean. Our mother would phone her and ask, Are you all right? Are you safe? Is it too dangerous for you to be living there?

Fast-forward twenty-five years and my sister has a son who has moved from Northern Ireland to the United States for university. Much as the violence during Northern Ireland’s Troubles produced headlines that reached around the globe a quarter of a century earlier, today it is violence in the United States that produces headlines – in March 2021 there was a mass shooting in Georgia, not far from where my nephew goes to school, that resulted in ten fatalities. Now it is my sister who worries, and the phone calls go in the opposite direction across the Atlantic, asking, Are you all right? Are you safe? Is it too dangerous for you to be living there?

Our ability to coexist peacefully with one another is the most basic element of the social contract – the written and unwritten rules of society that define the rights of citizens, governments and businesses, as well as the duties they owe to each other.

You would think that after thousands of years of civilization, we would have sorted out how we can all work together so that we not only survive but thrive. The hard truth is that at the core of humanity are impulses for competition and conflict, for the hoarding of wealth, and for well-being to be determined more by where you are born than by any other factor. The where continues to matter. Some might imagine that digitization and globalization would melt borders, but the opposite is happening. And just as Northern Ireland and the United States have traded positions in terms of civil unrest, countries all over the world progress and regress. Australia, for instance, has navigated away from many of the mistakes made by other countries trying to cohere the roles of the state, business and citizens, and is now a long way from the violent dystopia of 1979’s Mad Max. Its competition for success in this respect may be New Zealand.

Many more countries, though, are undergoing periods of choice and transition, deciding which model to follow for establishing an effective and durable social contract. South Africa, India and Pakistan toggle between equilibrium and imbalance. Periods of growth and stability are interrupted by the difficult reality of being democracies and economies still very much in development. Inequality, corruption, violence, and the prospect of fiscal austerity hold back South Africa’s development. India suffers from a sort of multiple personality disorder; it is home to many of the world’s best engineers and other knowledge workers, but more than half of its 1.3 billion citizens scrape a living working in an agricultural system that is more medieval than modern. Pakistan’s economic and cultural vibrancy are stifled by its pseudo-democratic governance and its having one of the world’s worst ‘fake news’ environments, which distorts truth and reality.

These and other developing countries are managing impulses that pull them in two different directions: one towards openness and the kind of political and economic systems we would usually associate with the United States and the United Kingdom; and the other towards more authoritarian command and control, with access to mobile networks and social media turned on and off by the government, and the use of powerful twenty-first century surveillance tools to monitor and manipulate the public. Security and freedom appear more at odds today than they have been in many decades, and amidst disorder – amidst so much rage – our survival instincts kick in.

Prior to his recent appointment as Principal of Hertford College, Oxford, Tom Fletcher served as foreign policy adviser to three prime ministers and as the British ambassador to Lebanon. He’s the epitome of an establishment super-achiever. Before moving with his family to Oxford, Fletcher was living in Abu Dhabi. When I spoke to him on the phone while he was there, he joked that Emirati officials were listening in on our call. But even though Fletcher is a Western diplomat and academic, he admitted to holding the view that pervasive surveillance can provide citizens with a sense of safety: ‘I know that my phones are tapped, I know my emails are monitored, I know that there are cameras everywhere, but I also know that I can leave my car keys in the car. I don’t even know where the house keys are because I never lock the house door. My wife feels much freer here than she does in the UK. We are much less worried about crime. I never know where my eight-and twelve-year-olds are. They’re just romping around on their bikes and so on with no concerns over all the things that we worry about in the West.

‘We have a liberty here that we could never imagine having when we get home. For me in particular that’s really challenged that Benjamin Franklin line about “anyone who gives up a bit of liberty for a bit of security deserves neither”. I’m actually very relaxed about giving up a bit of liberty as part of the social contract here for more security.

‘We’re in an era of disruption of the social contract, but without a new positive model emerging of citizenship or community.’

The absence of the positive models described by Fletcher can make security a priority for many people, encouraging the leaders of the developing world to draw inspiration from the toxic masculinity of strongman heads of state around the globe, which set the social contract unilaterally in exchange for the promise of security in a raging world.

The alternative to strongman authoritarianism is a rewritten social contract adapted to the democratic capitalism of the 2020s. As you will read in these pages, the magic of the fixes is that they are interconnected and reach across the globe. Progress in one makes the others more achievable. Reforming tax policies in the Republic of Ireland and in British tax havens will help the South African and Indian governments make much-needed investments in infrastructure. Doing away with the American model of shareholder capitalism will improve the economic prospects of workers in London, Lahore, Melbourne and Mumbai. The accords our diplomats and CEOs develop to regulate artificial intelligence and mobile networks will determine how much privacy we will enjoy, wherever we live. While borders are hardening, the need for working across borders and between businesses, governments and citizens is growing.

I hope you see yourself reflected in the pages of this book and come away from reading it with a better sense of how to maximize the promise and minimize the peril of what is to come in the raging 2020s.




Introduction

The first thing I do this morning is make coffee. I roll out of bed, brew a pot, and make breakfast for the kids. I’m leaving for a business trip today, so I pack my overnight bag and book a rideshare to the airport. My wife, Felicity, and I wrangle the kids into the car and Felicity drops them off at school on her way to the elementary school where she teaches. As everyone starts their day, I’m passing through security. “Now boarding,” “fasten your seat belts,” and “prepare for takeoff.” By 9 a.m., I’m in the air.

It is an uneventful morning. But when you peel back its layers and examine the invention and ingenuity that power our daily lives, it can boggle the mind. In less than three hours, I went from sleeping in my bed to flying across the country—soaring thousands of feet in the air in an insulated metal tube. It is a feat of science, technology, engineering, and mathematics that humans in most previous eras would have considered something like sorcery. Yet I sit here unfazed, scrolling through emails.

We hardly notice it, but our lives are built atop a webwork of collaboration and exchange between individuals, governments, and businesses. When it all works in concert, we end up with a kind of everyday magic: life made easier by a thousand tricks just outside our vision.

Rewind to that coffeepot, for example. Or even to the water. The drinking water that pours out of my faucet and into my coffeepot is provided by a public water system built all the way back in the 1920s that ensures it is safe. The coffee I bought from Zeke’s, my local roastery, costs me less than thirty cents a cup to make. The fact that I can have what was once a luxury at a favorable price every day is the result of centuries of agricultural progress, topped by free trade agreements with the Central American countries that produce the beans.

Or consider all the factors that go into a simple commute. When my wife steps out the door, she drives our kids to school in a Honda designed in Japan and manufactured in Alabama, on roads built by government, using rules that have been refined over decades to keep everybody from driving into each other. If they do get in an accident, we can trust in the government-mandated airbags that Honda installed.

Meanwhile, as I use a rideshare app for the drive to the airport, the driver finds me and navigates us using government-created GPS. And at the airport, I am as cool as the other side of the pillow because I know the Transportation Safety Administration (TSA) will ensure that no guns or knives will be brought on the plane. The barcode technology used by the TSA on my boarding pass and driver’s license was developed by government-funded university research.1

I board a plane that is Boeing’s state of the art, managed by one of America’s four remaining major airlines, and flown by a pilot who the Federal Aviation Administration ensures is rigorously trained. That pilot will fly through traffic-controlled skies monitored by government radar, navigating away from storms monitored by the US weather system.

Before we take off, I text Felicity using a mobile phone made by Apple over a network managed by AT&T over cellular frequencies administered by the Federal Communications Commission. The touch-screen technology that allows me to use LinkedIn, Instagram, Otter, and half a dozen other apps on my phone before we take off was developed thanks to the CIA and America’s National Science Foundation. And, when I check the time—now 9:15 a.m.—I know that it’s accurate due to time standards set by an international body with 164 country members.

This invisible, silent interplay between government, business, and citizens continues to take place all day, every day. It’s a quiet equilibrium. We do not consciously sit there and think of all that goes into the delicate balance by which the government builds systems and sets standards, which enable businesses to build and sell goods, and which allow everyday individuals to chart easier and better lives. At least, ideally that’s how it should work.

But in the last twenty years, the equilibrium has been thrown off.

Look closer at that coffeepot. The same free trade agreements that benefit me, my local coffee roaster, and billions of workers in the developing world have provided shocks to the working class in Western developed economies. The result has been political unrest on both ends of the political spectrum in the United States and Europe.

The water system built in the 1920s is crumbling. Somehow, we were able to commit to huge public works programs one hundred years ago, but we do not build bridges, rail lines, or new utility systems anymore. We work them until they crumble, and then we patch them up again. The number of new infrastructure projects in the US is at a historic low, not for lack of need but because the political process has ground to a halt.

Felicity’s car was built in Alabama because of the state’s tax giveaways and anti-union laws. The workers ended up losing out while the benefits accrue only to shareholders. Meanwhile, the car’s airbags had to be replaced after a defect was found to have led to at least sixteen deaths.

My children’s public schools are overcrowded and underresourced. My son wears a winter coat in class because the school’s heating system does not work. Racial tensions smolder and flare.

The rideshare app I used on the drive to the airport was founded on the crest of a glistening new wave of American innovation. But its founder proved to be the very caricature of the brotastic boy billion-aire, kicked out of his own company for its misogynistic culture. And the driver is working on terms that seem more 19th century than 21st—she makes near minimum wage, with zero worker protections or benefits because her employment status classifies her as an independent contractor.

Boeing and the airline I’m flying recently received massive government bailouts despite the airlines having generated more than $49 billion in free cash flow during the previous decade. The reason they were not able to tap that $49 billion once trouble hit was not because they had been in investing in new planes, better service, or better salaries for their workers. No, they had spent $47 billion of that $49 billion on stock buybacks.2 Boeing spent $43 billion of its $58 billion in free cash flow during that period on stock repurchases, despite the need for investment to make its planes safer. These stock repurchases did nothing for passengers or employees; they just fluffed up the stock for investors, and as soon as trouble hit, taxpayers bailed them out. This is corporate socialism for the 2020s: we socialize costs to taxpayers and privatize gains to shareholders.

This interplay goes on all day, every day. There is something fundamentally off, a disequilibrium in the relationships between business, the governing, and the governed.

Our social contract is broken and needs to be repaired.

WHAT MAKES SOCIETY WORK

The social contract is one of the most basic features of human civilization. In every society across the world, people have worked for thousands of years to balance the rights and responsibilities of individuals with those of larger powers like states and corporations. The social contract is the accord that sets the balance. It defines the rights of citizens, governments, and businesses, as well as the duties they owe to one another.

The exact terms of the social contract are never set in stone, because it encompasses both the laws of a society and its unwritten rules. But the basic idea is simple: when humanity can come together and live and work as part of a society, we are vastly better than the sum of our parts.

The prospects of ancient humans skyrocketed when they learned to work together to hunt a mammoth or settle down to plant a field of grain. But when people gather en masse, it also presents an opening to our species’ crueler impulses. Those bands of early humans could only ever live and thrive in close quarters if they agreed that certain behaviors—like murder and theft—were unacceptable. They had to figure out a basic code of conduct and draw a line between what people could do and what they should do.

That moral code is the kernel of a social contract—and it is the glue for any functioning society, past or present. It is what summons up humanity at its best, while leaving our worst at the door.

With simple versions of that code in place, humanity developed. Scattered villages grew into city-states and modern nations. Governments emerged. Churches and academies put down roots. Guilds and businesses sprang up. These were entirely new and powerful ways of organizing humanity’s efforts—but they too could channel either our angels or our demons. So, as life grew more complex, the underlying code of conduct had to adapt. It had to enfold not just individuals but also all the newly established powers of society.

Every social contract is also constantly being tested and renegotiated by its various parties. Often, this change is slow and steady, nearly invisible and almost self-correcting. When a society-shaking technology emerges, governments and businesses adapt. But sometimes corrections are too few and far between. Sometimes there is a long pause, where the equilibrium tips and groans with nothing to right it. Until it topples, and the world flips upside down. That then produces rage—rage that can divide families, communities, and countries against each other; rage that can produce body counts until systems and governments change for those brought to rage by the disequilibrium. The absence or presence of rage is a product of a well-managed or a broken social contract.

The choices about what to do in moments of inflection and often revolution can take societies in totally different directions. This was the case in the 1930s when the United States rewrote its social contract with Franklin Roosevelt’s New Deal, while Germany and Italy were overtaken by fascism.

THE ORIGINS OF OUR OWN CONTRACT

Social contracts tend to be rewritten amid the moments of greatest change. During the 1800s, vast technological changes swept through much of the world, drastically altering the structure of society. It was this shift that sparked the social contract that still, in one form or another, predominates in the world’s developed nations.

In 1800, nearly 75 percent of Americans worked on farms, but then the Industrial Revolution hit.3 By 1900, this figure was cut in half. During that same period, the portion of American manufacturing workers increased more than sevenfold. In 1801, about 17 percent of the population in England and Wales lived in urban areas.4 By 1891, the figure had more than tripled. French and German cities also saw their populations explode during the 19th century. This period saw Western economies transform from predominantly agricultural to industrial, and labor moved from farm to factory.

It was a messy transition, particularly in the early years of industrialization, before the social contract had adapted at all. This period, known as Engels’ Pause (named after Marxist philosopher Friedrich Engels), introduced the industrialization, inequality, and squalor you see in Charles Dickens novels. It was a period of stagnant living standards in the face of rapid technological change. Its by-products included ideological movements like Marxism and the largest wave of revolutions in Europe’s history.

The only thing that made industrialization work was that, over a period of decades, industrial societies completely rewrote their social contracts. Ask anyone to name the great innovations in human history and the answers will likely be technologies like the wheel, clock, steam engine, or microprocessor. But just as significant as the technologies that reshaped the economy are the innovations that reshaped our humanity. These include worker pensions, free public education, and the minimum wage. All of these emerged from the tumult of industrialization in the 19th century. Workers and citizens mobilized to ensure that governments and rapidly expanding industrial businesses rewrote the social contract to allow industrialization to benefit more than just the owners of industry. As the 19th century ticked into the 20th, new checks and balances continued to emerge—antitrust protections, income tax, child-labor prevention, a social safety net, environmental standards. These revisions to the social contract allowed societies to harness rapid industrial innovation so that it could enable citizens to rise together.

A NEW SOCIAL CONTRACT

Out of the tumult of the Industrial Revolution, we developed a basic equilibrium among governments, people, and corporations. Companies now held the power to shape our daily lives in ways both positive and negative, while the state held the power to make them fall in line, and the people held the power to choose their leaders.

But in the 21st century, that balance has shaken loose through much of the Western world, and the damage is seeping into Asian and developing-world economies. A dizzying combination of factors has risen in recent decades to rattle the world—the digital revolution, globalization, deregulation, populism, the arrival of a global climate crisis. These have fundamentally reshaped the relationships between government, citizens, and business—within every country around the world and on the international playing field. But too many of our societies have not yet developed new social contracts to account for these massive changes.

The power of the state was the creeping concern of the original social contract theorists, but the chief power creep in our present day is the growing power of business. Today’s global companies are as big as countries, and they act the part. This trend has already disrupted geopolitics, and it is set to continue. Meanwhile, on the home front, we are governed more by companies than by governments on a wide range of issues—from privacy to sustainability to equity and workers’ rights.

Over the last fifty years, the United States and other developed governments have failed to make strides in these realms, and companies have filled the void. Meanwhile, anti-monopoly measures and checks on corporate power have fallen away. The results have been weaker labor movements, weaker democratic governments, and a cratering of economic prospects for hundreds of millions of workers. Over the last thirty years, just in the United States, the top 1 percent have grown $21 trillion richer, while the bottom 50 percent have grown $900 billion poorer and the middle class has stagnated.5 This trend is playing out across much of the Western world while the developing world is watching and taking notes.

If the level of inequality in the United States had stayed at a constant level over the last forty years instead of widening to its current Mad Max–like state, it would have meant that $50 trillion would have gone to workers earning below the 90th percentile.6 That is an additional $1,100 every single month for every single worker.

We are now in a sort of Engels’ Pause for the information age. The social contract that had been successfully revised and rebalanced has fallen out of balance. And the future of the world now hinges on how that contract between business, government, and citizens is redrawn during the 2020s.

The goal of this book is to map out what went wrong, and then work out how to fix it. We will look back at what happened over the last half century to companies, governments, labor, and citizens around the world. We will look at how these changes have affected the global landscape and outcomes for everyone, rich and poor, in developing and developed countries. And we will then look forward, pinpointing the shifts that are necessary to return to balance.

For the past twenty-five years, I have worked intensively at the intersection of business and geopolitics, moving between the US Department of State, political campaigns, academia, and entrepreneurship. Over those decades I have worked all over the map and from top to bottom of each of these overlapping spheres. For this book, I spoke with many of the world’s most prominent leaders in business and government, seeking to understand their unique perspectives on our past and future, and to compile them all into one larger story. The book will gallop from a board of directors in Arkansas that set environmental standards for the entire country to tax havens in the Caribbean, and from Zimbabwe’s implementation of a Chinese-designed surveillance apparatus to the hills of my native West Virginia, where people are dying because they can’t buy insulin. We will see how decisions in Beijing are roiling the political landscape in the heartlands of the Americas and Europe, and how all these issues that seem to have nothing to do with one another are inextricably linked, as are the solutions to make it all work better.

I’ll bring forward different perspectives from a range of public thinkers and figures; my hope is that you agree with some and disagree with others—but that they help you think beyond our current crisis. I think that when two people agree about everything, only one person is doing the thinking.

For the first three chapters, I will dig into what has happened over the last fifty years to each of the three key pillars of the social contract—government, business, and citizens.

The first chapter looks at the rise in corporate power since the 1970s. Since then, the most destructive aspects of capitalism have been given free rein, as businesses embraced the dogma that shareholder value was the only metric that mattered. Five decades have revealed the brutal cost of that trend: even as companies have risen in power, those gains have not been felt by the vast majority of employees, communities, or other stakeholders. This chapter maps out the past half century’s errors, examines their broader effects—both expected and unexpected—and suggests how we can change course. I’ll connect the dots to show how we can avoid the worst excesses of capitalism and allow the world’s largest companies to do what they are best at while actually benefiting the world.

The second chapter turns its attention to the state, and looks at how government power in developed countries has slumped as business has boomed in the last fifty years. I spoke with politicians and political scientists alike to offer a deep dive into the US government and ask why it has stopped functioning effectively. We weigh the impact of various factors—from polarization to brain drain to lobbying—and explore the changes that will need to happen within and without government to restore some sense of balance. The chapter ends with a spin of the globe, examining which factors are unique to America and which are common to other nations. We will also look at why authoritarian models are gaining ground on liberal democracies throughout the world, and what to do about it.

Chapter 3 takes up the third pillar of our traditional social contract—citizens and their labor. Just as the power of government has sagged in the 21st century, so has the power of organized labor and workers. This chapter maps out the recent history of labor’s decline and explores why unions are at such a weak point in some places—including the United States and United Kingdom—and comparatively strong elsewhere. The same forces of shareholder capitalism that led to record profits also undermined labor, but this shift is compounded by the stagnancy of organized labor. I interviewed some of the world’s biggest union leaders as well as founders of upstart labor movements to understand a single, simple question: What does the labor movement of the 21st century look like?

Companies, governments, and citizens make up the three core parties of our social contract and the first three chapters of the book. Each tells the broader story of why these pillars have started to buckle, and how each will need to adapt to meet the needs of the 2020s and 2030s. But these three chapters stay largely within the confines of national borders, asking how each of the world’s 196 countries can build a better social contract for themselves. However, the reality of our world is that many of its biggest concerns are now global; they do not stick within national borders, and instead tend to metastasize in the gaps between countries. Climate change, human rights abuses, tax evasion, cyber war, economic crises, pandemics—all of these are issues that affect people the world over and demand international responses. Any social contract for our new world needs to include means for addressing these issues and reaching beyond borders in a way that the industrial-age contract did not need to.

So the second half of the book turns to the nature of these international issues. Chapter 4 zeroes in on the subject of taxes. It is a skeleton key for understanding the limits of our global politics and economy, and the problems that emerge out of using a 20th-century set of policies to solve 21st-century problems. Of the people reading this book, 99 percent would pay less in taxes, and our governments would have more to spend, if we fixed a system where trillions of dollars in tax goes missing each year and entire nations have been captured by outside interests. Tax serves as a microcosm for many of the global issues whereby governments are divided and conquered. I talked with experts on tax havens, government officials, and bankers—all of whom have seen the ins and outs of this shadow system. We will look at what governments need to do on the global stage to solve not just the problem of tax avoidance, but also other global coordination problems such as climate change.

Chapter 5 offers a category of problem that might well be new to the 21st century. While tax avoidance serves as an example of an international problem that only governments can fix, there are other issues on the global stage on which governments are hopelessly divided or stagnant and where we will need to see companies and citizens lead. This is a controversial idea, and we will unpack that in this chapter. But there are some hotly contested issues—on subjects including data, artificial intelligence, privacy, and cyber war—where it is dangerous to give too much power to governments alone. When it comes to the weaponization of code, the private sector in the 21st century is capable of leading and providing a stabilizing force in the global social contract. Chapter 5 focuses on the race for technology dominance between China and the United States, and the two drastically different models they present for how data should be used in society. China has completely aligned its corporate sector and government, channeling both toward a stifling surveillance state. But for the sake of citizens’ privacy, and as a check on government overreach, it is possible for companies to provide an important buffer between government and citizens. For this to work out, a range of checks and balances is needed—but one of the new aspects of the social contract of the 2020s and beyond is that we are unlikely to solve some of the most contested issues in the world without leadership from the corporate sector.

In chapter 6 and the conclusion, we will begin to bring all the pieces of a working social contract together. We will have seen all the gaps and tears in that fabric, and we will look at the ways in which they can be rewoven to create a more balanced system. Chapter 6 offers a tour of the many styles of safety nets that exist across the globe. It picks out the most useful features and innovations that the world’s 196 countries have to offer, while also identifying some of the most worrying or fragile developments in social policy. By looking all around the world, we can start to get a sense of what an ideal social contract for our future looks like.

There have been many books devoted to each of the trends described in this book individually, but it is still hard to wrap one’s head around the biggest of them and see how they are all interconnected. It is harder still to imagine solutions that would begin to right the balance. But that is the goal of this book. In order for government to deliver more effectively for its citizens, we need to fill the resource gap created by tax avoidance; for tax systems to work effectively, we need to kill off the worst practices of shareholder capitalism; to improve our capitalism, we need labor to have much more power than it does today; and on and on. It is all interconnected.

The aim is simple: the 2020s have begun with citizens and systems raging, and to start the world spinning smoothly again we need acts of creation greater than the acts of destruction taking place around us.




1

Shareholder and Stakeholder Capitalism

Gabriella Corley was seven years old when the family pediatrician diagnosed her with Type 1 diabetes. Like 1.6 million Americans, her body did not produce enough insulin, the hormone responsible for maintaining proper glucose levels in our blood.1 For most of human history, the condition has been a death sentence—sooner or later an unregulated spike in blood sugar would have sent her into ketoacidosis, which would have led to a coma and eventually death. But luckily, Gabriella’s diagnosis came in 2014.

Nearly a century earlier, a trio of scientists at the University of Toronto discovered a method for extracting insulin from the pancreases of cows.2 In 1922, a fourteen-year-old boy named Leonard Thompson became their first patient. As Leonard lay dying in a bed at Toronto General Hospital, the scientists injected him with their insulin solution. Within hours, his blood sugar levels had returned to normal. Soon after, the trio visited one of the large wards where the hospitals kept children dying from ketoacidosis.3 They went from bed to bed injecting patients with insulin. By the time they reached the final patients, the first few had already started to wake from their comas, their families rejoicing around them. As a parent, I imagine it felt like witnessing a miracle.

Back then, most people with Type 1 diabetes died within two years of their diagnosis.4 Insulin gave them a new lease on life. Realizing the implications of their discovery, the three scientists—Frederick Banting, Charles Best, and James Collip—sold the patent for insulin to the University of Toronto.5 The price of their miracle drug: three Canadian dollars (roughly thirty-two 2020 US dollars), split three ways. As a reward for discovering insulin, Banting, Best, and Collip got to treat themselves to lunch.

Even their small sale was controversial—at the time, many considered it inappropriate for scientists and universities to patent medical innovations at all. The University of Toronto ultimately let pharmaceutical companies start manufacturing insulin royalty-free.6 In 1950, George W. Merck, president of Merck at the time, delivered a speech in which he famously said, “We try never to forget that medicine is for the people. It is not for the profits.” A century later, this mindset and approach is largely nonexistent.

Today, three different pharmaceutical companies sell insulin, which comes in the form of fast-acting or slow-acting formulas, through pumps or pens. Instead of using their market power to make the drug more affordable for diabetics, the companies have leveraged their clout to increase their profit margins.

Andrea Corley, Gabriella’s mom, works as an administrative assistant and her husband as a janitor, both for the public school district in Elkins, West Virginia, not far from where I grew up. Together, they make approximately $60,000 a year.7 Their health insurance is provided by the West Virginia Public Employees Insurance Agency. When Gabriella first got her diagnosis, the Corleys’ health plan covered all her supplies, Andrea told me. But after the first year, co-payments for Gabriella’s insulin prescription increased to around twenty-five dollars a month. The family joined a program that covered the payments as long as Gabriella regularly met with a pharmacist, but their insurance company capped the coverage at two years. As Andrea noted, Type 1 diabetes does not go away after two years. “It’s not something that she can fix. It’s not something she can reverse. She’s stuck with it the rest of her life.”

Then the Corleys discovered that Gabriella was allergic to an ingredient in her medication.8 She switched to a different brand of insulin, but the insurance provider informed the family that it would cover only 20 percent of the cost. That left the Corleys paying $300 per month out of their pocket, not including the cost of pumps and other supplies. Their doctor also recommended they keep an EpiPen at the house just in case Gabriella developed another serious allergic reaction. That added another $200 to the cost of keeping their daughter alive.

This scenario would be unimaginable in many parts of the world. Dozens of countries provide universal health care to their citizens.9 The quality of care varies widely, but everyone can get it. Among the world’s most developed countries, the vast majority of governments provide universal or near-universal health coverage to their citizens.10 Two countries—Switzerland and the Netherlands—offer universal coverage through a heavily regulated and subsidized market of nonprofit providers.11 In others, like Germany and Chile, a small portion of the population pays for private insurance while the rest are covered by government plans.12

The US government provides health insurance for the elderly and the poor through the Medicare and Medicaid programs. The 2010 Affordable Care Act expanded Medicaid, but enrollees still needed to pay hundreds of dollars per year. While the developed world embraces health care as a human right, the United States instead relies on the market to care for many of its citizens. Approximately three in five Americans receive their health care through private insurance companies.13 As we will see, when decisions of life and death are left to the market, people do not always get the best results.

Eventually, the Corley family was able to secure affordable insulin and EpiPens only through a special program at their pharmacy, a program that kicked in after the family’s insurance dropped its coverage of the drugs.14 This gave them a narrow window of affordability within a convoluted system, but it could still close at any time. And even with the savings program, even with insurance, the Corley family still spends between $14,000 and $18,000 on health care every year. Andrea Corley said that even as they struggle to keep up, she fears for the future. Insulin prices are rising rapidly, and Gabriella, now twelve years old, may not be able to afford the medication when she grows up.

“I’m afraid that by the time she gets old enough to get her own, that she won’t even be able to,” Andrea said. Her fear is not unfounded. When adults lose coverage and cannot afford their own diabetes medication, they discover just how brutal the American health care system can get.

In 2017, Alec Smith decided to move out of his childhood home in Minneapolis and get his own apartment.15 He was almost twenty-six years old, the age when young adults in the US can no longer be covered by their parents’ health insurance. This transition would be complicated, considering he had been diagnosed with Type 1 diabetes two years earlier.

Alec had planned to become a paramedic, but with his disease, that was not an option. He took a job managing a restaurant—his new plan was to open his own sports bar. In the meantime, however, his job did not provide insurance. When Alec’s mother, Nicole Smith-Holt, started to research different health care plans available to her son, she was stunned. He would need to pay more than $400 per month, and insurance would kick in only after he had paid $8,000 out of his own pocket. Alec made less than $40,000 per year, meaning more than a third of his income would go to health care. Ultimately, Alec decided to forgo insurance and pay for his insulin out of pocket. Neither he nor his mother realized the cost of that choice.

More than 90 percent of the insulin market is controlled by three companies: Denmark’s Novo Nordisk, France’s Sanofi-Aventis, and Eli Lilly and Company in the United States.16 Despite the appearance of competition, numerous lawsuits have alleged that the trio operate as a cartel to keep the price of insulin artificially high. On more than a dozen occasions, the companies raised the price of their drugs in near lockstep.17 In 2001, a vial of insulin cost an average of $14.18 In 2019, that same vial cost $275. Across the United States, the scarcity of affordable insulin has had dramatic effects. Insulin thefts—from pharmacies or even people’s doorsteps—have been on the rise in recent years. And nearly a century after insulin’s inventors brought children back from the brink of death, data suggests that people are once again dying because they cannot access the drug. A Yale University study found that a quarter of diabetics in the United States used less insulin than they were prescribed due to its cost.19 Between 2017 and 2019, researchers found, thirteen people died after rationing their insulin.20

One of them was Alec Smith. After talking with Alec’s girlfriend, the coroner, and the detective, his mother Nicole realized he had been holding out on buying his medication until his next paycheck. Initially, Nicole said she was angry at Alec for not asking his parents for help. She was also angry at herself for failing to recognize the warning signs. It was not until she went public with her story that she realized Alec’s experience was not unique. Other people began to write to her, describing loved ones in their midtwenties managing diabetes diagnoses, trying to support themselves for the first time as young adults and paying for their newfound independence with their lives.

Like Alec, Jesy Boyd was living in an apartment on his own for the first time while managing his Type 1 diabetes.21 Since Jesy was only twenty years old when he moved out, he was able to stay on his family’s insurance. Still, he paid for the cost of the medication with his own job as a restaurant manager. “He was trying to manage everything on his own,” said Jesy’s mother, Cindy Scherer Boyd.

Cindy realized Jesy was struggling to pay for his insulin in the spring of 2019. He had asked his parents to pick up his insulin prescription and bring it to his apartment. When they got there, they found Jesy incoherent. They took him to the hospital, where he was treated for a blood sugar spike and released. Jesy assured his parents that he would never let his supply get so low again.

But the following month, Cindy heard that Jesy had called in sick to work.22 She tried calling him, but he did not answer. Cindy hurried to his apartment with a friend, where they found Jesy dead. In his backpack was an application for an electrician job. In the obituary, the family wrote that Jesy had died from complications from Type 1 diabetes. Not long after, Cindy received a message from Nicole Smith-Holt, asking if Jesy had been rationing his insulin.

Nicole, whose previous political activism had been limited to voting, became an outspoken advocate following her son’s death, and she recruited other parents to join the fight. In 2019, she helped organize a demonstration outside Eli Lilly’s Indianapolis headquarters, protesting the high cost of insulin. Nicole stood in the middle of the street, blocking traffic and reading off the names of people who had died after rationing their insulin. Among them were her son and Jesy. She was eventually arrested.

Nicole and her husband, James, worked to get the Minnesota legislature to pass a law that limited insulin co-pays to thirty-five dollars if an uninsured patient’s supply was running low. The Alec Smith Emergency Insulin Act was passed in April 2020. It was a victory, but Nicole knows that state-level reforms will not fix the underlying system that lets medicine like insulin and EpiPens get so expensive.

“Pharmaceutical companies can get away with it because we don’t have any laws in place that restrict them or prohibit them from raising the price to whatever they feel the market will bear,” Nicole said. “When you’re presented with a pay-or-die situation, typically somebody is going to go with, ‘I’m going to pay it, and I’m going to do whatever I have to do to pay for it.’ Just because the companies can, they do.”

This point is worth stressing. The state of the insulin industry is a far cry from the three-dollar patent sale a century ago, or even the postwar era when George Merck could say “medicine is for the people … not for the profits.” The drastic contrast is representative of a broader change that swept through the entire business world in the last half century. The power and size of companies have skyrocketed since the mid-20th century, as has their influence on our everyday lives. This is true within the United States and the world as a whole. The world’s major companies have grown larger, more concentrated, and more profit-motivated, while governments and individuals have seen their power fade. The balance has been shaken so thoroughly that in recent years even business leaders, who are benefiting massively from the state of affairs, lament the power they have rapidly gained.

The last fifty years have witnessed a quiet reimagining of what companies are for and how they operate. But what brought us to this point?

THE HISTORY OF the social contract is a story of power and how it redistributes over time. Throughout history, the rights and responsibilities of capital, labor, and the state have been mostly determined by whichever group possesses the most power and is able to set the terms without overplaying its hand to the point of creating unrest or revolution. In the agricultural societies of the past, sovereign rulers exercised near-absolute authority over their lords and the peasantry and their economic lives. During the Industrial Revolution, the scales tipped toward the wealthy and politically connected owners of capital. In the early 20th century, American and European workers reined in the power of corporations through labor unions and the ballot box. Today, power has concentrated in the private sector yet again.

What caused this shift? How have corporations amassed so much size and power over the last half century? If you want to understand the trigger point, you can look to a single idea, a single sentence even.

After the calamities of the Great Depression and World War II, the economy began to boom throughout the United States and Europe. But strong checks were placed on it by both organized labor and government regulators, who were all too familiar with the cost of monopolies and stock-market crises. In this context, the vast majority of businesses saw themselves as fitting within a clear niche in society. Companies were expected to turn a profit while also working to improve the well-being of their employees, support the communities where they did business, and generally serve the public good.

Yet not everyone thought this model was sensible. In 1962, in his book Capitalism and Freedom, economist Milton Friedman wrote, “There is one and only one social responsibility of business—to use its resources and engage in activities designed to increase its profits so long as it stays within the rules of the game.”23

This idea marked a dramatic departure from the existing social contract—a world where a lifesaving patent was sold for a few dollars and where George Merck could speak of profit as a secondary motive for doing business. But in Friedman’s eyes, such decisions were inefficiencies, flaws in the market. And according to the theories of Friedman and his colleagues at the University of Chicago, the world would benefit several times over if every individual pursued maximum profit and then reinvested the gains. In Friedman’s view, a company’s only loyalty was to its shareholders, and any leadership decision that kept a dollar out of shareholders’ pockets was mismanagement. In time, this profit-optimizing philosophy would come to be known as shareholder primacy.

The idea did not catch on right away. But it began resonating with a core group of supporters in the 1970s, when the booming postwar economy began to stagnate. Economists pointed to government regulation and inefficient management as the problems, and discontent opened the door for Friedman’s ideas to circulate. Then, in the 1980s, his philosophy hit the mainstream. Shareholder primacy melded perfectly with the Reagan and Thatcher eras, providing an intellectual cornerstone for deregulation and trickle-down economics. Soon, clear opposition to the New Deal–era checks on corporate power emerged. These critics argued that government had kept a lid on business for too long: managers of big businesses had grown complacent and had stopped driving profits, and the whole economy was stagnating as a result. If companies were turbocharged to maximize profits, it would jolt the whole country and the whole world into growth. To get there, all you had to do was prioritize profit. A pithier version of Friedman’s big idea soon swept through the culture, expressed by Gordon Gekko in Oliver Stone’s Wall Street: “Greed is good.”

The effect of shareholder primacy was to drive a stark line between a company’s shareholders and its stakeholders, defined as every other party affected by its business and including its employees, its community, its country, its customers, and the environment. Under the new model, shareholder profits came first and foremost, and any significant investment in other stakeholders became a liability.

The mid-1980s saw the rise of hostile takeovers and corporate raiders, who were in many respects the vanguard of shareholder primacy. They would identify distressed or stagnant companies and buy up equity until they gained control. Then they would reorganize every division toward maximizing returns to shareholders, rooting out any inefficiencies they could find. This often meant making job cuts, relocating headquarters, selling off real estate, and taking on loads of debt—using any tool in the arsenal for channeling assets toward generating a short-term return on investment. The prospect of a hostile takeover struck fear into the hearts of corporate leaders. And a series of legal decisions made it increasingly difficult to resist hostile takeovers, especially in cases where shareholders stood to turn a profit, which ultimately forced many companies to shift toward shareholder primacy just to avoid being a target for a sudden takeover bid.

Throughout the 1980s, mergers and acquisitions swept through the world’s largest economies, aided by increasingly laissez-faire attitudes toward regulation and antitrust. The United States had been the world leader in antitrust, standing firmly against monopolies since the early 20th century, when it had launched hundreds of lawsuits against large corporations to break up Gilded Age monopolies like Standard Oil and U.S. Steel.24 In the aftermath of World War II, policy makers established a new wave of antitrust when the world saw how monopolies contributed to the rise of authoritarian regimes in Japan, Italy, and the Third Reich.25 During the drafting of new constitutions and laws around the world, the United States often encouraged (and, in the case of Japan, imposed) tough new antitrust laws. But in the 1970s, a new school of thought came to dominate the debate around monopoly and competition.

The newer theory, popularized by judge and legal scholar Robert Bork, held that economic concentration was a bad thing only if there was demonstrable harm in the form of higher prices to consumers. As long as monopolies charged fair prices, they were perfectly acceptable. Bork’s narrow interpretation of antitrust law aligned perfectly with the Friedman doctrine and the political atmosphere of the 1980s. Government watchdogs began to bring fewer suits against large companies, and Bork’s theory became the prevailing basis for the government’s approach to competition. All the while, the private sector grew steadily more consolidated through mergers and acquisitions. Like many people, I went through the experience of the local bank where I had an account being purchased by a larger regional bank, which was then purchased by a national bank, which then merged with another national bank. This happened across sectors of the economy.

In this same period, as we will explore further in the next chapter, companies also began to recognize the benefits of expanding their influence in Washington. Under Friedman’s philosophy, businesses could maximize their profits as long as they followed the letter of the law. But through lobbying and unlimited political donations, companies could remake the boundaries by shaping the laws themselves, gaining outsized returns for relatively modest allocations of capital.

Each of these trends amplified the next, and the result has been a rapid expansion of corporate size and power since the 1970s. Shareholder primacy unleashed the ugliest face of capitalism. In theory, profit in the hands of shareholders would lead to the benefit of all, by increasing the overall efficiency of the economy and freeing up excess capital that would be reinvested in communities.

But in practice, it squeezed out other stakeholders like employees, local communities, and the environment. When the economy was booming in the decades after World War II, just about every mediumsized or larger city had a major corporate headquarters. Companies’ executives sat on the local boards. They supported everything from after-school programs to local arts and sports programs. The children of the CEO went to the same schools as the children of middle managers. If a downturn hit, the company did not lay off employees as soon as a consultant or MBA determined it was balance-sheet optimal; they waited until the last possible moment because the company and community were inextricably tied, and each felt a responsibility to the other for the long term. This is how the social contract worked in a hyper-local context.

But once shareholder primacy emerged, the thinking changed. The 1980s wave of mergers and acquisitions led to widespread layoffs in smaller cities, the uprooting of corporate headquarters to tax-optimized locations, and whole local economies spiraling into freefall. I saw this where I grew up in Charleston, West Virginia, when all its banks, mining companies, and chemical companies were swallowed up by companies on the coasts. Shareholder capitalism meant that if an economic benefit was projected by moving the company’s headquarters, a company that had spent decades growing alongside its community would now up and leave, or at least change where it was nominally headquartered and paying taxes. In the United States, this resulted in two-thirds of all job growth taking place in just twenty-five cities and counties; the same pattern took place in Europe.26

FAST FORWARD TO the present, and we have seen the first part of Friedman’s vision pan out: the world’s largest companies have posted remarkable profits, and shareholders have seen enormous returns. But the second part—the promise that these profits would come back around and benefit everyone—never arrived. We have seen all the growth in the last few decades go to senior executives and shareholders, not to workers. We have seen money drain out of individual communities where robust local economies had existed, routing instead to financial hubs
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