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INTRODUCTION

A GOOD TIME TO STUDY ECONOMICS

The course of my adult life has been defined by economic crisis. The 2007–9 global financial crisis hit just as I first began studying economics at high school. My economics tutor at the time commented that the recession was horrible, but the silver lining was that it was ‘a good time to study economics’. Unfortunately for everyone, the subsequent decade and a half has proved to be a very good time to study economics. That recession was the largest in 70 years at the time, and saw massive spikes in unemployment, declines in living standards and the shutting down of countless businesses, including my stepfather’s. Many people across the globe found their access to basic necessities like food threatened. But even those difficult events would seem mild compared to what was to come.

THE END OF HISTORY?

Since the 1990s, the prevailing mentality has been one of the ‘end of history’. The Cold War had ended and with it Western, capitalist, liberal democratic countries had triumphed over Communism. It was believed that this template would be the aspiration, at least, for all countries, and hoped that it would be their eventual destination. Throughout the 1990s and 2000s, the UK and others seemed to be doing well with a ‘third way’: capitalist, but with a safety net to protect against the system’s harsh edges. Growing up in the 2000s, I was always aware that things weren’t perfect but believed we could work it out gradually rather than throwing it all out and starting again. In some cases, countries escaping poverty would just be a matter of time as growth took hold and they joined the ranks of the wealthy nations. A rising tide lifts all boats.

However, the crisis had exposed deep-seated problems with the economy that were temporarily hidden by an unsustainable boom. Throughout the 2000s, banks in the USA and the UK had lent mortgages to people who could not pay them back, inflating a bubble in house prices in the process. While this alone may well have led to recession and hardship, it was magnified by the complex web of financial instruments across the world that banks had created based on these mortgages. In simple terms, these were effectively bets on the repayment capacity of homeowners, often gambled on many such mortgages at once. When the bubble burst, the ripples were felt throughout the financial system, as this web of obligations proved impossible to make sense of and large financial institutions felt the rug pulled out from under them. Famously, Lehman Brothers was allowed to go bankrupt early on in the crisis, which proved so catastrophic that the only feasible option was funnelling public money into the banks to keep them afloat.

Following the financial crisis, many governments across the Western world pursued austerity policies, hoping to balance the government budget. This was a case of misdiagnosis and misdirection: the crisis had led to the collapse of tax revenues and rise in unemployment benefits that accompanies any recession, which explained the budget imbalance. In the UK, a solid recovery was on the way and borrowing was actually falling before the cuts to spending began in 2010. Besides, austerity did not even achieve its stated aim of balancing the budget: it was promised that we’d be in the black by 2015, but as that year rolled around, we were still borrowing 4.4 per cent of GDP.[1] In 2010, the Chancellor George Osborne urged us to ‘fix the roof while the sun was shining’, but his cuts to schools resulted not only in stunted growth among schoolchildren[2] but also led to the collapse of an actual roof in a school in Kent.[3] The effects of austerity are still being felt as the UK seems to be stuck in a ‘doom loop’, where poor economic performance means there is less money to go around, which in turn means more cuts to public services.[4]

We’ve become so used to poor economic performance in my country that it's easy to forget that we ever used to expect – or even demand – high growth. Historically, it was thought that recessions would be followed by rapid recoveries to make up for lost time. Instead, it took five years for UK GDP to reach the level it was before the Great Recession. In the decade leading up to the pandemic, GDP growth was about 2 per cent a year, or only about 1 per cent on a per capita basis. The New Economics Foundation calculated that just before the pandemic, GDP was £100bn lower than it would have been thanks to austerity.[5]

The Eurozone experienced its own sovereign debt crisis at around the same time: the now defunct acronym PIGS referred to the southern countries Portugal, Italy, Greece and Spain, all of whom were experiencing low growth and high debt. Owing to economic imbalances across the continent, sharing one currency gave these countries little room to manoeuvre following the 2007–9 crash. The Euro was like a straitjacket, stopping each country from pursuing its own policies. It was therefore deemed that austerity measures even harsher than those in the UK were necessary. The result was a gutting of public services, falls in living standards and riots in Greece. When they eviscerated their social safety net, their debt promptly rose rather than fell, contrary to expectations.[6] Athens literally had to burn to prove that austerity was both tragic and ineffective. The authorities eventually admitted that these measures weren’t working, so more flexibility was warranted. Though some of the PIGS – most notably Spain – have been doing much better recently, the effects of the Eurozone crisis will last for decades.[7]

These catastrophes were compounded by the fact that many towns and cities in the West had experienced relative decline since the ‘golden age’ of 1945–73, as industry disappeared over the 1980s and local economies flatlined. Wrexham in the UK suffered from the disappearance of its coal mines; Detroit in the USA suffered from the dwindling of its famous car industry; the North of France saw its garment manufacturing industry moved elsewhere. This problem was not confined to the rich world, either: the entire country of Brazil moved away from exporting industrial machinery and towards exporting commodities like iron and oil. India saw its main growth in precarious forms of employment: low-paid service-sector jobs, epitomised by the pedicabs that transport tourists through Delhi.[8] While these trends were counterbalanced by notable growth elsewhere, epitomised especially by the rise of China, they made a big impact in other places as opportunity dried up and communities struggled.

In 2016, the communities that had been left behind made their voices heard. In the UK we voted to leave the EU, the biggest trading bloc in the world; in the USA they voted in Donald Trump, who promised to put America first; two years later Brazilians voted in Jair Bolsonaro (the ‘tropical Trump’). Countries across Europe felt similar jitters, with Hungary’s Victor Orban having been elected in 2010 and the far-right continuing to rise across Europe to this day, including in stereotypically progressive countries such as Sweden and the Netherlands.[9] In 2024, the UK and France moved to the left, but the far right remain a considerable presence in both countries.

These shifts in the political landscape – which usually came as shocks to their respective metropolitan elites – were, in my view, the political fallout of failed economies. Although each case has its individual complexities, all are noticeable for signalling a move away from globalisation to prioritise people in the home nation. At the time of writing, the past two US presidents have been Joe Biden and Donald Trump. Despite their obvious differences, both have actively pursued policies that put America first, not least of which are tariffs on goods from China.[10] It seems that the old era of globalisation and free trade has passed.

The decline of the old industrial hubs was merely one face of rising inequality. Peter Mandelson of New Labour stated in 1998 that he was ‘intensely relaxed about people getting filthy rich as long as they pay their taxes’. The number of billionaires in the world increased twenty-fold between 1987 and 2024, with their total wealth increasing forty-fold, from $295 billion to $14.2 trillion. This wealth allowed a select few to dominate our economy: Elon Musk, the (at the time) richest man in the world, was able to purchase the globe’s most important social media platform, seemingly on a whim, and run it according to his own interest and beliefs. This stood in stark contrast to the many people of my generation who may never be able to afford a home. Inequality has had visible effects on our world that are clear to anyone who has been paying attention – including Mandelson himself, who has since repented.[11]

The uncomfortable truth is that inequality and poverty have been persistent features of the world since I was born: by any reasonable measure, most of the world is living in poverty. Only a handful of countries, most of them in Southeast Asia, have truly managed to attain the status of ‘rich’ over the past few decades. Many Latin American countries, though they have experienced some overall growth, seem trapped at a middling stage of economic development and still contain a solid proportion of the world’s poverty. Despite some progress, countries in Sub-Saharan Africa like Rwanda still struggle with widespread malnutrition. Like most, I had learned to see this poverty as a harsh but unchangeable backdrop of existence. I now see it as an active failure of our global economy.

The convulsions of the 2007–9 crisis, the failed response to them and the political reaction to these problems are what began to shake me out of my complacency. Events showed that there were deep-seated issues that had been temporarily hidden by steady economic growth and a narrative of triumphalism in the West. Was the stability I had experienced just a temporary calm in the storm that is the global economy? Were others – both across the globe and in my own country – struggling while the rich world’s middle class celebrated their prosperity? Perhaps if the response to the global financial crisis had shifted us towards preventing future crises while making the present-day economy work for everyone, I’d have continued to believe in the narrative of progress. As it stood, it seemed we were doubling down on failed ideas.

PERPETUAL CRISIS

The English historian G. M. Young once said that to understand a person, you have to look at what was happening in the world when they were twenty. So many transformative events have occurred in my life that I feel like I’m perpetually twenty. The early experience of the financial crisis pushed me to study economics at university, where I met like-minded students who had experienced the same thing. We formed a student group called the Post-Crash Economics Society (PCES), which openly wondered why we were not taught anything about the crash that had shaped our lives. We produced a report into the state of our education at the University of Manchester in 2014, charging that our degree was too focused on abstract mathematical theory, detached from the real world and failing to equip students with the critical thinking skills they rightly expected from a university education.[12]

Outside the classroom, my curiosity had led me to numerous authors who laid the blame for the crisis not just (reasonably) at the feet of bankers, but at the feet of economists themselves.[13] This blame was partially overstated but partially earned, given the know-it-all public face that the discipline of economics liked to project. Books like the bestselling Freakonomics had argued that economics could reveal ‘the hidden side of everything’, applying economists’ ideas to crime, schools and racism. Apparently, economics was a great set of tools that had ‘a serious shortage of interesting questions’, presumably having answered the important questions within its domain.[14] In a telling twist of fate, Freakonomics was released in 2006. It contained not so much as a whiff of what was going on in the financial sector just as it was about to blow up. The hidden side of everything indeed.

Despite (or maybe because of) my complaints, I decided to stay at Manchester to pursue a career in economics. Following in the footsteps of the authors I admired, we turned the PCES report into a book, released in 2016. The Econocracy investigated the curricula at multiple universities, arguing that the state of economics education mattered to everyone. We inhabited a society that was obsessed with the economy and how it was doing, with discussions about economic success occupying a central role in political debate. More than this, ideas from the economics discipline itself were influential as economic experts occupied powerful positions. Events like 2007–9 could, to an extent, be traced back to the same ideas we were taught about how the economy could be managed.

Much has changed since then, not least that the economics profession has had a bit of a reckoning with its shortcomings. But the sad truth is that students around the world still feel let down by their education. In 2024, PCES Manchester released a report to mark the ten-year anniversary of our original one, a move that I’m convinced was intended to make me feel old. The report found that not enough had changed: still overly abstract, still overly narrow, still omitting the many crises we face.[15] One purpose of this book is to offer a realistic and grounded explainer of economics for these students, the type I wish I’d had all those years ago. After all, explaining our ailing economy is a perpetual challenge – an ongoing joke that emerged at the post-crash society was ‘which crash?’.

THE WORST IS YET TO COME

It’s easy to forget that the news cycle at the start of 2020 was consumed by talk of massive wildfires in Australia, which have repeated across the world every year since. As average global temperatures have risen, deaths related to heat mortality have been increasing across the world. As the global climate shifts and lurches, extreme weather events are becoming more common: floods, hurricanes and extreme temperatures in both directions look to be the likely outcome. As sea levels rise, countless coastal cities will experience flooding, and many Pacific islands may disappear altogether. Humanity will struggle with food production, disease, massive migration and even warfare. Naturally, this will all result in huge economic costs, impeding growth and disrupting livelihoods across the world.[16]

When Covid-19 swept across the globe in 2020, the virus was new and mysterious, but it was clearly contagious and could also be deadly. In the absence of vaccines or even a real understanding of the coronavirus, the world went into unprecedented lockdowns, shutting off half of its economies and ordering residents to stay indoors for months. Approximately 93 per cent of global workers were living in countries that implemented lockdowns.[17] This all meant huge restrictions on our freedom, a death toll reaching into the millions, untold fear and anxiety and trillions of dollars of lost economic output. The effects of the pandemic were magnified for the countries with lax social safety nets, the most sizable of these being India,[18] while North Africa and the Middle East had begun to experience an unprecedented rise in poverty even before the pandemic.[19]

Once the world came out of lockdown, owing to both the widespread availability of vaccines and a growing sense of political impatience, some thought we might be headed for a roaring return, not unlike the ‘Roaring 20s’ which followed the 1918 Spanish Flu. Yet turning our irredeemably complex global economy off and on again created more issues than anticipated, with supply chains seizing up and bottlenecks emerging across the globe. As with the votes for Trump and Brexit, this had revealed deep-seated problems with how we had chosen to organise our global economy. These bottlenecks in how our goods are produced and shipped had been hidden for years because things had seemed to be working, but the fault lines were exposed once subjected to a serious test. In a narrative that was starting to become familiar, the workers who we had depended upon to keep these systems running had not been given their due.

In hindsight, I can see that ideas about the end of history always required rose-tinted glasses. Another formative moment for me was the 2003 invasion of Iraq, which was deeply unpopular at the time and is now widely regarded as a failure. Today, Russia’s invasion of Ukraine in 2022 has reminded people in the West that our world is not one of peace and harmony. To see this as the return of war itself would be a biased view: Syria, the Congo and Myanmar are among the countries who have experienced severe and protracted conflict over the past few decades. Nevertheless, the renewed potential for wars between great powers, including nuclear fallout, is a harrowing thought that has been buttressed by the continued escalation of the ‘New Cold War’ between the USA and China. The further invasion of Gaza by Israel, which threatens to escalate tensions in the Middle East and beyond, has only added to this sense of dread.

War disrupts ideas of prosperity beyond the immediate and sizable harms done by the conflicts themselves. Given that the global economy has relied so much on stability in the regions surrounding Russia and China, the implications of these conflicts will be felt far and wide. Europe has suffered from the sanctions on Russia, as supplies of the oil and gas we had depended on for so long dried up. Energy prices increased several times in some cases, buttressing the so-called cost-of-living crisis. Ukraine is also a major grower of wheat, and grain prices increased too – with the harshest impact on the nearby Middle East and Northern Africa.[20] Even when it does not disrupt our material standard of living, war forces us to ask questions about what such prosperity depends on. For example, the war in the Congo is vicious, having killed millions and displaced more, but the country still provides us with the raw minerals for iPhones.[21] We might ask why it makes fewer headlines than the others.

It’s easy to see each crisis as self-contained and, like an engineer, to adopt a problem-solving mentality. One thing I’ve learned is that these things are usually linked – for example, climate change and inequality are far from separate issues. It is a sad historical injustice that the countries who are historically responsible for the most emissions will tend to lose out the least from climate change. Meanwhile, the poorest countries, who do not and have not emitted a large proportion of greenhouse gases, will suffer the most.[22] Even within individual countries, the richest emit far more than the poorest.[23] Luxury yachts, private flights, exotic goods, multiple homes and generally higher levels of consumption are just some of the ways the rich are more responsible for emissions than the poor. Any solution to climate change must by necessity tackle inequality for this reason alone.

The threats I’ve just detailed are so many that they might seem to be cause for despair: financial crisis, political crisis, pandemics, inequality, inflation, war, climate change. My point is not to make you despair. It is to be frank about these problems, to understand them better and hopefully to solve them. There are also many positive things about the world we live in: progress has been made in global poverty, health and education. Infant mortality had been high throughout human history; today, most parents around the globe can reasonably expect their children to make it past childhood.[24] In the end, change is always multifaceted and complex and it is up to us to scrutinise this complexity in the hope of retaining the good while vanquishing the bad. This requires realism, rather than either optimism or pessimism.

WHY WE’RE GETTING POORER

What exactly do I mean by ‘getting poorer’? The answer is that across the global economy, people are much poorer than they could be and than they reasonably should be. Time and time again, the perverse dynamics of the global economy have led to situations where there is ‘money on the table’: situations that could be improved drastically if our economy were better designed. Over my lifetime, I’ve become curious about uncovering flaws in the way our economies are designed and how these have a material, negative impact on the everyday citizen. Throughout this book, I want to show you how our uneven and dysfunctional global economy has made the average person worse off for no justifiable reason. Many people are feeling the pinch: as life seems to get harder rather than easier, long-held expectations about progress are dashed and people start to question whether the dominant economic indicators matter any more.[25]

Our economy is uneven because there are massive inequalities between people which manifest in numerous, harmful ways. Many of our most essential workers are not properly valued when compared to those who perform functions that we know in our bones are not as important. We allow our economy to be dominated by wealthy individuals and huge corporations, despite the negative impact this has on the rest of us. People face countless economic barriers due to factors outside of their control, such as class, race and gender. Finally, across the global economy most people remain in poverty and we have not done enough to address this. All the problems with the uneven economy can be tackled by reining in the rich and powerful while boosting the poor and disadvantaged, though there is room for reasonable disagreement about how exactly to do this.

As well as uneven, our economy is dysfunctional. The housing market barely seems to be working for anybody, creating unacceptable living conditions for so many of our fellow citizens. Our money system is not well understood and this lack of transparency has resulted in poor policy choices. We do not have the correct systems in place to anticipate and manage massive inflation, as the cost-of-living crisis of 2023–24 taught us so dearly. Finally, our global trade system is brittle, stretched and underpinned by exploitation, making it prone to breakdown. These issues affect us all and as such the solutions are more specific than redistribution of money and power. They promise to benefit everyone, rich and poor alike.

An illustrative example of how we are getting poorer comes from the pursuit of austerity in my own country. Since the pandemic, the UK has seen a record number of people with long-term sickness as many have dropped out of the labour force. This means they are no longer looking for jobs, so technically they no longer even count as unemployed. There are now two and a half million of these long-term sick individuals, or 1 for every 13 workers.[26] This has been chalked up to various causes, such as mental health, long Covid and back pain from working at home. Regardless of the causes, what many of these conditions share is that they require medical treatment, and our health system has not been equipped to deliver it.

Investment in healthcare has obvious positive benefits for those receiving it directly: it can help people with serious illnesses; it can help people with mild illnesses; and it can provide everyone with the assurance that they will get help if they need it. Beyond these goals, healthcare illustrates a crucial truth that I want you to keep in mind through this book, which is that the economy and human aims are not opposed. Too often, ‘economics’ is synonymous with ‘tough love’ and ‘making difficult choices’, as if what is good for the economy cannot be good for the people. For instance, in 2017 Dominic Raab, then the UK First Secretary of State, responded to a woman who criticised cuts to disabled benefits by saying: ‘I can think of lots of things that I would like to avoid making difficult decisions on and lots of areas like the health service or schools that I want to put even more money in. But unless you’ve got a strong economy creating the revenue, it’s just a childish wishlist.’[27]

The truth is that cutting spending on health and schools amounts to shooting oneself in the foot economically, while unnecessarily making the lives of sick people and children much worse in the process. One report found that ill health was costing the UK population around £2,200 in annual earnings because of leaving jobs, working fewer hours and health costs.[28] For context, this is around 7 per cent of average income in the UK, a pay rise that is nothing to be sniffed at. Even if your aim is having a ‘strong economy creating the revenue’, in Raab’s terminology, low income and unemployment mean more spent on benefits and less taken in taxes as people languish in either poorly paid jobs or no jobs at all.

Skimping on health can also amplify costs down the line: you fail to treat an infection, then end up having a limb removed. Evidence shows that as preventative care has been cut in the UK, spending on crisis care has risen. Spending actively to reduce smoking and alcoholism, promote safe sex and increase breastfeeding tends to reduce the healthcare people need in the long term, and according to the World Health Organization (WHO), spending more on mental health, too, should return the investment fourfold over time.[29] Yet because of underfunding, doctors and nurses are stuck removing metaphorical limbs down the line. This is why £200 million in cuts to NHS spending ends up costing £1 billion later on.[30]

These realities are not confined to rich countries like the UK. Rwanda, for example, suffered from one of the worst genocides in recorded history in 1994, with one million people losing their lives. The long-term consequences of this included a spread of sexually transmitted infections (STIs) from widespread rape during the war, as well as an outbreak of deadly diseases such as cholera. Following this tragedy, Rwanda decided to invest heavily in healthcare, with the prevalence of deadly diseases like HIV dropping dramatically while the economy also boomed, and they paid off their public debt.[31] Even – or perhaps especially – in unimaginably horrible circumstances, investing in basic human needs is the best path forward.

REIMAGINING THE ECONOMY

Wrongheaded ideas about economics have been costing us dearly for far too long. Owing partially to ideas within the discipline and buoyed by political actors, there is a widespread perception that hard times are inevitable. In 2023, Bank of England economist Huw Pill claimed that Britons need to ‘accept they are poorer’.[32] Since I first became interested in economics, my aim has been to pull the rug out from under these arguments. In many cases, you can trace their roots to ideas and theories that just don’t stand up to scrutiny. The overarching question I want to ask in this book is whether the present structure of the economy enables people not just to survive, but to thrive.

There are some who would regard this question as nonsense: according to them the economy just is, as it were, and what happens, happens. Economics is often defined as the study of ‘the allocation of scarce resources’, implying that there is little we can do about this inherent scarcity, at least in the short term. The economy itself, then, is just the generalisation of countless individual decisions given their resources, so messing with those decisions means messing with reality, which never ends well.[33] Although this is an extreme view, pessimism about our ability to improve the economy significantly is widespread. Plenty may broadly agree with my aims and would like to see some changes, such as commonsense reforms to education, health and housing. Nevertheless, they are also reluctant to rock the boat too much, lest we endanger the material gains made by the world over the past few hundred years.

Both of these opinions – pushing either non-interference or mild interference into the economy – are equally mistaken and frankly verge on mysticism. A thorough investigation of how the economy works reveals a complex web of practices, laws and powerful institutions which shape it in deliberate and changeable ways. Reifying these existing institutions as natural or inevitable is indefensible. We can understand how they are constructed and learn how to change them. Myriad examples throughout history illustrate the kinds of economic transformations that can be achieved that improve people’s lives without posing significant danger to the undoubted merits of our existing society. There is no better way to begin to understand this than to look at how the economy itself emerged.




PART I

THE UNEVEN ECONOMY




CHAPTER 1

WHO IS ESSENTIAL TO THE ECONOMY?

How Wealth is Created and to Whom it Goes


‘All right, I will buy it.

It will be good for the economy.’

Marge Simpson



Today, we have become used to thinking of ‘the economy’ as a separate sphere. We hear about the economy on the news: it may be growing, shrinking, booming, busting, stagnating or sick. There is a sense that the economy is autonomous – for better or for worse, it runs according to its own logic. When we hear that the economy is doing poorly, we understand that it affects us personally: we may lose our jobs, house prices may rise just out of reach, or public services may face cuts. We search for someone to blame when things go wrong, but ultimately the day-to-day movements and machinations of the economy remain inexplicable to most people. In fact, they are inexplicable even to most experts, who still aren’t entirely sure what causes recessions – and much less how to stop them. The modern economy is not only separate, it is complex and mysterious, and how exactly income is apportioned between people is hard to understand. If people often yearn for a simpler time, perhaps it’s because back then it was much easier to pinpoint who was ripping you off.

Thinking about the economy this way is historically unprecedented. Most settled civilisations did not believe there was a separate economic sphere. What is more, from the earliest Middle Eastern civilisations to the might of Imperial Rome, your economic fortune was openly and hopelessly intertwined with your political status: whoever was explicitly in charge would get the lion’s share, while those below them had to fork it over. In the modern world we may still have a sense that someone, somewhere, is taking advantage of us, but it’s not always obvious who that person is. In the past, it was plain for all to see.

A PRE-HISTORY OF ‘THE ECONOMY’


‘Some work with their minds, others with their bodies. Those who work with their minds rule, while those who work with their bodies are ruled. Those who are ruled produce foods; those who rule are fed.’

Ancient Chinese Saying[1]



Under Feudalism in Europe, the lord of the manor possessed a great deal of explicit power over his serfs. The serfs would work hard on the fields to produce food, generally grain, then be compelled to part ways with some of it. Lords were of high social status, they had authority over what happened on their land and they were licensed to take grain from the peasants. Were the peasants to refuse, the lord typically had his own armies and enforcement mechanisms to extract the grain himself. He might even have his own courts and trials. There was basically no distinction between being a boss, being a ruler and being wealthy. The lords did them all at once.[2]

Something similar could be said for the emperors, kings and sultans of ancient empires, who sat at the top of their respective civilisations. By virtue of their authority, grain and other goods – including exotic luxuries from around the world – flowed to them. Those who toiled on the fields, who travelled far and wide to trade, or who threaded garments produced everything used by the rulers. These rulers enjoyed a high standard of living because they were entitled to a share of the produce from their lands, whether through taxes or through direct appropriation. A clear ruling class maintained its position through force and standing armies. Ideas such as religious beliefs and the ‘divine right of kings’ also worked to justify their authority in the minds of the masses.[3]

This dynamic was not limited to those at the top extracting money from those at the bottom. In ancient times, professions such as writers, clerics and rulers could pursue activities not immediately related to survival full-time.[4] They would be funded, effectively, by the work of those who were below them in the pecking order. Although they may not have enjoyed quite the status or lavish lifestyles of the rulers, they were still better off, more independent and didn’t have to get their hands dirty. For thousands of years, civilisation meant a large number of impoverished farmers producing for their own needs but also producing for a privileged minority of the population. This necessarily entailed the former being forced to hand over some of what they produced to the latter.

It’s not that every worker other than the farmers was unnecessary. As settled agriculture spread around the globe – estimated to be approximately 10,000 years ago – this entailed the production of massive quantities of wheat, rice or barley, depending on where you were in the world. Writing and accounting were invented precisely to keep track of this grain so it could be produced, stored and distributed to the population. The resultant information and logistics were indispensable for keeping the economy functioning. Yet the ocean of bureaucrats, clerics and rulers could surely have stopped working much more readily than those directly producing the food, without the same catastrophic results. The most important workers at this time were always the farmers providing the crucial food that everyone else directly depended upon.

A standout feature of the old world is that it was relatively transparent in its exploitation of the most important members of society. Those who were not engaged in agriculture, as well as other essential work, were able to live off the produce of those who were, by taking that produce directly from them. In other words, early civilisations saw a transparent divide between how essential people were and how those same people were compensated and socially valued. Those who were the furthest from the farms and from the wars often enjoyed the most lavish lifestyles. Although force and ideology ensured the power of the rulers, it was plain to see that they were extracting the basics from the rest of society. Economic and political authority were one and the same, but this would all change with the emergence of the economy.

THE RISE OF THE ECONOMY

In Guy Ritchie’s 2024 series The Gentlemen, wealthy American drug dealer Stanley Johnston states that he loves the British aristocracy because ‘they’re the original gangsters. The reason they own 75 per cent of this country is because they stole it’. This dates back to the invasion of William the Conqueror in the eleventh century, after which England became more unified than most other European countries. Norman rule concentrated ownership so that relatively few lords had all the land, a feature of the country that still persists today – seemingly in line with William’s intentions. In addition, he began to separate economic and political power: the lords relied on the monarchy to enforce the rules instead of doing it themselves.

Now, you may be thinking that the political idiosyncrasies of one small country, 500 years ago, are unimportant, but over the long term these dynamics would give birth to what we now call capitalism.[5] When envisioning the emergence of capitalism, most people imagine smoky nineteenth-century factories as a symbol of the Industrial Revolution in Britain. While these factories marked a significant shift in the nature of the economy, historian Ellen Meiksins Wood has argued that capitalism began centuries earlier, in the English countryside. Owing to the legacy of the Normans, the centralised government would protect the lords’ property, but unlike other feudal lords in Europe they couldn’t just wade onto the land and demand extra grain payments one year. As of the sixteenth century, lords were increasingly realising that their incentive was to increase the productivity of the land instead. The unusually large plots of land also seemed to further incentivise this, since landlords could experiment and benefit from economies of scale.[6]

Owing to the strange features of the relationship between English landlords and peasants, something akin to a modern landlord-tenant relationship developed. Just like ordinary home-renters today, tenants would rent out the land at market value, and if the market value of the land increased, the landlord could charge more. As land became increasingly bought and sold tenants themselves also needed to become more productive to sell greater quantities of food so they could afford the rent. Much like a job today, peasants began to rely on their income from the market to survive. In this sense, the landlords’ and the tenants’ interests seemed to coincide, both of them aligning to push higher agricultural productivity, higher incomes and higher rents.[7]

To understand this better, contrast it with French feudalism at around the same time, which retained the older system: many smaller lords who each took grain from the peasants themselves. Peasants owned the land, they did not lease it, so they didn’t have to worry about becoming more productive to afford rent – they could always grow their own food, knowing that the land would never be sold. What they did worry about was the lord who, if he desired more grain, would unilaterally up the required payment. In contrast, if the English landlords wanted more grain, they’d pressure tenants to be more productive so they could raise the rent over time, but they were not licensed by the central government to squeeze them directly as French landlords were. In other words, French landlords made a profit by upping their overt exploitation of their peasants; English landlords made a profit by upping the productivity of their tenants.[8]

In case the English experience of increasing productivity coupled with less exploitative lords sounds rosy compared to elsewhere, we must remind ourselves that it was anything but. As land was increasingly up for sale, many peasants began to find themselves, for the first time, completely landless. They would roam the roadsides searching for some kind, any kind, of work that would earn them the money to get by.[9] In the worst cases, direct efforts by the authorities forbade the kind of self-sufficient production most peasants across the world were engaged in. The famous enclosures sometimes seized land directly from peasants so that it could be used to turn a profit. The Black Acts of 1722 imposed excoriating penalties for poaching game, further reducing the ability of people to subsist without earning, buying and selling in the economy.[10] It was therefore our most basic need, food, which was the first to be subjected to the whims of the market.

THE RISE OF MARKETS

The term ‘market’ conjures up images of people buying and selling in physical locations such as a farmers’ market, an auction of old antiques, or the stock market. These physical locations are easy to understand as places where people trade things with one another. Nowadays, though, ‘the market’ has come to mean something much broader: almost any time when a buyer and a seller interact. Market relationships extend to every facet of our lives: we buy food, clothing, shelter, jewellery, holidays, cars and much more. We rely on markets to get the income we need, to buy the things we need, which we in turn purchase through other markets. The term ‘market’ is really synonymous with the term ‘economy’ and whenever markets have spread, the idea of the economy has not been far behind.

Broadly speaking, markets have existed for as long as civilisation, but they have changed significantly in scale and scope in the modern world. Earlier civilisations had street markets where people would barter and haggle for the things they wanted, epitomised by the Arabic street markets which date back long before the turn of the first millennium. Early civilisations also featured trade between nations, epitomised by Marco Polo’s famous thirteenth-century trip across Asia for silks and spices. The Mongolian Empire through which he travelled has actually been marked out as one of the first eras of globalisation, enabling mass trade within its borders.[11] Anthropologist David Graeber has detailed that even hunter-gatherer tribes traded with each other, though this trading was usually direct barter without money. It was also infrequent and marked by celebration, sex and violence – sometimes all at the same time.[12]

Over time, the process set in motion in the English countryside culminated in the emergence of what Austro-Hungarian historian Karl Polanyi called ‘the market economy’.[13] Polanyi highlighted what he saw as three fundamental changes from earlier varieties of trade which gave rise to the new market economy: the buying and selling of land, labour and money. Previously, none of these three things were traded on any notable scale. Land was largely inherited: the lord would not dream of selling his land, which was a symbol of his status and wealth, but would instead pass it down to his heirs. Peasants themselves would likely be tied to one lord and therefore one land for generations. Yet as market value took over as a measure of the value of land, it was increasingly not only acceptable but necessary to sell land on the open market.

As peasants (and even lords) were increasingly dispossessed by land changing hands, they began to seek employment in something resembling a modern job. No longer able to subsist by growing their own food, they were now dependent on markets for income. What Polanyi called a ‘market for labour’ began to develop, with people being paid to work so that they could afford what they needed to survive. The idea of much of the population being compelled to sell their labour was actually quite novel: working for wages was previously rare, confined to temporary arrangements like master–apprentice relationships. Think of a blacksmith: the apprentice would work for a wage when young to accrue the skills needed to become a blacksmith once they were older. Over a period of centuries, working for wages gradually moved from the exception to the rule for most of the population for most of their lives, and it remains so today.[14]

Polanyi’s other crucial commodity, money, naturally rose in prominence at the same time as land and labour because it was the only way of facilitating such exchanges. Being paid at one time and place, then being able to use that same payment to buy something completely different, at some unknown point in the future, required a consistent token which kept its value. Money had been used in earlier markets, but it was nowhere near as widespread. With the rise of the market economy, money has become a universal ‘measuring stick’, used to value commodities from food to fashion, and it continues to reach new corners of our lives today. For example, one recent development is that with the rise of working from home, you can pay for a new subscription service that puts you in a meeting with others who are also working to make you more productive. Markets are now so embedded that people are not just working hard to get paid; they are paying to work harder.[15]

The exact date, place and causes of the emergence of the market economy are still debated, as are its merits and drawbacks. One thing is for sure, though: once it started, there really was no stopping it. This was the point at which the economy emerged as a separate sphere with its own rules. Ancient civilisations saw great wonders, including the Pyramids and great cities such as Athens, but despite some key technological developments, their standard of living remained roughly the same throughout their history. The Roman Empire lasted for a thousand years, but the technologies and incomes its citizens enjoyed near the beginning were not dissimilar to those they enjoyed just before its downfall. As the modern economy took off, it changed everything, producing a massive increase in material living standards for the average person but also massive convulsions and considerable hardship for many.

With the emergence of the capitalist economy, it also became much harder to pinpoint exactly who was being exploited. People depended on farmers for food in Ancient Rome and they depend on them for food today. However, the market economy adds a layer of complexity compared to the past. Farmers now produce food to sell, while we work in our own jobs to be able to afford it. Unlike the French peasant and their lord there is no direct, forcible extraction of resources from ruled to ruler. After all, if we work enough to be able to afford the food, are we really exploiting the farmers any more than they are exploiting us? To understand this complexity, we have to move from thinking about simple stores of grain to thinking about the wealth of the economy as a whole.

THE CREATION OF WEALTH

When economists ask how wealth is created in a modern economy, the go-to answer is that it is some combination of labour, capital (machines and raw materials), plus an elusive unknown entity that could be summarised as ‘knowledge’. Think about baking a cake: you need yourself (labour), the ingredients and cooking equipment (capital) and the recipe or know-how (knowledge). ‘Labour’ and ‘capital’ are relatively easy to grasp because we can see them. On the other hand, the ‘knowledge’ part is always a little mysterious, which is why your grandma’s cake always tastes better than yours. In statistical breakdowns it is generally found that labour, capital and knowledge each contribute a roughly equal amount to economic growth.[16]

Delving into each of these categories is a good way to unravel contentious debates that have animated economists for centuries. As early as the fourteenth century, the Arabic scholar Ibn Khaldun noted that ‘what is obtained through the co-operation of a group of human beings satisfies the need of a number many times greater than themselves’.[17] The basic insight was that of specialisation: by splitting up a task into different components, people could produce more than they could if they had worked separately, carrying out every part of the job alone. As Khaldun argued, no-one alone can grow and harvest all the wheat that they need, but several people – some ploughing the soil, others harvesting, others making tools – could collectively produce far and above what they needed. Khaldun therefore recognised early on the importance of the ‘labour’ part of our equation for wealth creation.

In the eighteenth century, the Scottish economist Adam Smith presented a similar, albeit refined version of Khaldun’s insights about specialisation. Observing the emergence of industrial capitalism in Britain, Smith argued that there were several reasons why what he called ‘the division of labour’ was so effective.[18] The first was learning by doing: workers would become more adept at a specific task if they were doing it over and over again. Anyone who can compare their first shift pulling pints at a bar to how they do it a year later will understand this (though if you’re as bad at it as I was, you weren’t called back after the first shift). Smith’s second reason was the difficulty of switching tasks: even if workers were adept at multiple tasks, going from pulling pints to delivering the barrels to doing the books to cleaning to managing the bar would be a massive burden compared to splitting up at least some of those tasks.

The third factor, the presence of the equipment that enabled the division of labour, has proved the most important. This brings us to the ‘capital’ part of our equation for wealth creation. What exactly is meant by ‘capital’ is another controversial topic in economics, but for now, it is fine just to think of it as stuff: tools and equipment, raw materials, machines and buildings, and the like. Several pioneering inventions – new types of capital – were made during the eighteenth-century early industrial period, which transformed how workers worked, increasing their productivity massively. For example, in 1765 the Spinning Jenny allowed spinners to work eight spindles at a time, each spindle spinning its own length of unspun cotton into thread – and the number of spindles only increased later on.[19] Having workers with the access and ability to operate these machines on a permanent basis meant previously unimaginable productivity gains and a corresponding massive increase in the wealth available to humanity. The fact that the Jenny allowed workers to sit down probably didn’t hurt, either.

As England went from farm to factory, capital became increasingly important. The industrialists who owned the capital would employ workers to produce commodities to sell on the market. For instance, the cotton industrialists would pay people to produce cloth for sale in Britain and beyond. They could pocket the difference between the cloth sales and the costs they had to pay, including the wages, equipment like the Spinning Jenny, the factory itself, rent for the land and the cotton or wool used up in the process. If this difference was positive, then they’d made a profit. Many industrialists became increasingly rich off the back of this process and landlords (many of them former feudal lords) were able to make money from renting the land – all while labourers often endured dangerous, mind-numbingly repetitive and poorly paid work.

The famous economist Karl Marx made one of the most important observations about what made capitalism, well, capitalism. He pointed to the fact that industrialists tended to reinvest their profits to expand their operations and make even more money down the line. Marx called this the M-C-M’ circuit, where M was the initial amount of money invested in the business, C was the commodities produced for sale, and M’ was a (hopefully) larger amount of money than M, which was made from selling the commodities.[20] In many ways, M-C-M’ is just a fancy way of describing making a profit, but the idea of making a profit, then continually reinvesting that to make more, is a historically unique phenomenon. The relentless expansion created by capitalists and the M-C-M’ circuit is one thing that sets the market economy apart from previous eras. It put what had previously been roughly stagnant material standards of living on an upward trajectory as they began to increase relentlessly, year on year.

These early economists were asking what exactly led to the massive increase in wealth stimulated by the market economy. Both Smith and Marx came to the same, natural conclusion (albeit 150 years apart): it was the workers. Just like the peasants of old, they were the ones toiling day after day to produce the goods everyone else relied upon. When Marx’s collaborator Friedrich Engels visited Manchester in the UK in the nineteenth century, he was so appalled that he made the comparison himself in The Condition of the Working Class. It seemed that the industrial capitalists, who often did nothing more than own the factories, were making out like bandits from their clear exploitation of the workers:[21]


In truth, the [peasants] were not human beings; they were merely toiling machines in the service of the few aristocrats who had guided history down to that time. The industrial revolution has simply carried this out to its logical end by making the workers machines pure and simple, taking from them the last trace of independent activity, and so forcing them to think and demand a position worthy of men.



The question of where (or who) wealth comes from has generated endless debates in economics. Marx, Smith and Engels thought it was the workers; critics charged that capitalists can create wealth, too.[22] It is clear even from Marx’s M–C-M’ circuit that capitalists serve a purpose, which is one of effecting economic development. As Marx and Engels put it, the capitalist class ‘accomplished wonders far surpassing Egyptian pyramids, Roman aqueducts, and Gothic cathedrals’.[23] It also dismantled old hierarchies: the central storyline of The Gentlemen shows the landed upper class being forced to adapt to the market economy and make their land productive, albeit through nefarious means. Similar pressures befall the characters of Downton Abbey, set 100 years earlier than The Gentlemen, who are also forced to stop sitting on their substantial estates in order to keep things running. In Bridgerton, set 200 years earlier than The Gentlemen, one of the characters actually stops running a business because working is shameful. Clearly, the pressures of the market economy were far less acute in the nineteenth century than in the twenty-first.

At the same time, it can seem like capitalists are parasitic, sucking out the wealth created by everyone else like a gigantic vacuum at the top of the economy. When passive investment funds like Blackrock and Vanguard seem to cream money off the rest of the economy and send it to private shareholders, people fairly get suspicious. The question is then whether the income accruing to the capitalist class is necessary if we are to sustain and expand these wonders. Are those who earn a lot of money necessary engines of investment and wealth creation, or are they extracting their wealth from the rest of us?

THE INBETWEENERS THEORY OF EXPLOITATION

In the British comedy The Inbetweeners, teenager Simon is arguing with his friend Jay about who should organise a party. Simon calls Jay out:

‘I’ve known you for ten years, and I’ve never seen you organise a party.’

‘Bollocks. What about my birthday party last year?’ says Jay.

‘Your mum organised that.’

‘Yeah. Under my supervision.’

You can probably count on one hand the number of people in the world who watched this scene and ended up thinking about income distribution in a capitalist economy. For me, Jay’s comment captures something that we can all appreciate about the role of supervisors, bosses and owners, which is that they often take credit for things they didn’t do. This credit could just be kudos; or they could use it as a justification for getting other roles, as does Jay; or it could amount to the income or wealth they get in their role as ‘supervisor’. While Jay’s status existed only in his head, modern economies grant explicit privileges to a select few, to the extent that we can reasonably charge that they are extracting money from everyone else.

The clearest way to demonstrate this is through the example of land. Land was not produced by anybody: depending on your predispositions, you could call it a gift from God or one from Mother Nature. Humans need land to live, to farm and to engage in whatever occupation or pursuit they wish to – pirates and spaceships aside, it is literally impossible to do anything without existing on land. Back when the economy was still agricultural, the prevailing idea was that value came from the land itself. And despite playing no role in producing the land they own, landlords cordoned off parts of the world and determined who could reside on them, including how much those people would have to pay for the privilege. As the philosopher Jean-Jacques Rousseau put it in 1755:[24]


The first person who, having enclosed a plot of land, took it into his head to say this is mine and found people simple enough to believe him was the true founder of civil society. What crimes, wars, murders, what miseries and horrors would the human race have been spared, had someone pulled up the stakes or filled in the ditch and cried out to his fellow men: ‘Do not listen to this imposter. You are lost if you forget that the fruits of the earth belong to all and the earth to nobody!’



From Ancient times to feudal lords to modern capitalism, ownership of land has been a key to securing income and power. Economists throughout history have agreed on this unique feature of land, with Adam Smith remarking that ‘landlords … love to reap what they never sowed’.[25] Smith’s successor David Ricardo also highlighted the problems created by landlords, who (Ricardo predicted) would demand increasing rents, squeezing both the workers and the industrial capitalists.[26] Henry George, who wrote in the late nineteenth century, thought that land ownership was the crucial problem with capitalism, which, if unaddressed, would see the poor placed in continual poverty.[27] In other words, landlords are the equivalent of Jay from The Inbetweeners: claiming credit for ‘supervision’ while doing nothing.

As the economy evolved from one that was dominated by landed aristocrats to one that was dominated by industry, the game changed. Many landlords are still powerful and wealthy, but these days land is far from the only thing that is marked by strong legal protections to secure income for its owners. Legal scholar Katharina Pistor has documented that the creation of capitalism first entailed legally defining and protecting what counted as ‘capital’. In a telling historical evolution, the laws that previously applied to land have been readily transferred to ownership of factories, offices and these days even to financial assets and ideas. It’s easy to see the unfolding of capitalism and the market economy that we outlined earlier as natural and inevitable, but it was a product of quite deliberate decisions.[28]

Maybe capital isn’t just ‘stuff’ – maybe it’s also the laws and rules we create that give people control over that stuff. This may sound abstract, but, to illustrate it in everyday terms, Pistor uses the example of a freelancer who realises that they can now classify themselves as a corporation. By becoming an owner of a corporation, they receive their income in the form of dividends instead of wages. They are now a shareholder in their one-person business which means that, in most countries, they become subject to lower taxes.[29] The actual work the freelancer is doing has not changed at all: they will still be taking photos, writing books or making YouTube videos. Yet their legal classification and therefore the amount of income flowing to them has changed completely. Being a capitalist often confers new privileges upon it, and this is not the only one.

Sometimes the privileges granted to capitalists can be more subtle. Adam Smith’s division of labour is one reason that humans learned to produce more, accompanied by a number of path-breaking technological innovations like the Spinning Jenny. But in some cases, specialisation may have benefited capitalists rather than the population as a whole. Like Khaldun before him, Smith tended to assume that the division of labour was pursued for reasons of technical efficiency. People somehow realised that through specialisation they could produce more output with fewer inputs, and this specialisation resulted in greater skills and new technologies. People would gradually coalesce into companies where they all had different roles because this would benefit them individually: they’d be producing more, so they’d get paid more. According to this argument, specialisation would have the happy side-effect of benefiting the rest of us by generating wealth.

In a famous paper entitled ‘What Do Bosses Do?’, American economist Stephen Marglin took issue with Adam Smith’s account of the division of labour because it missed the role of the capitalist in organisation. Marglin pointed out that there were many examples where the methods used in independent cottage industries were at least as productive as the methods used in early factories. For this reason, early capitalism was filled with all sorts of legal restrictions on production that pushed workers into factories, including restrictions on how many looms could be held in a home. Rather than increasing efficiency, capitalist firms aimed to increase the total work done by labourers and therefore total profits. As capitalists had ownership of what was produced and could sell it in ever-expanding markets, they were able to reinvest their profits and expand production further.[30]

In other words, it was the control over the production process and over large numbers of workers that characterised capitalism, rather than just increased technical efficiency. Nor did the privileges end there. As capitalism changed, the nature of companies changed and in the nineteenth century limited liability laws became more widespread, which put restrictions on how much lenders could claim back should a business fail. It may seem strange now, but previously a failing capitalist might have their home repossessed and even found themselves in a debtor’s prison. Nowadays, Pistor’s freelancer-turned-corporation will likely experience the reverse fortune: they will be better able to borrow due to their newfound status as a company, with more access to credit and with new legal protections against creditors knocking down their door.[31]

Economist Ha-Joon Chang has noted the historical irony that Karl Marx, the great critic of capitalism, was in favour of limited liability laws, which he saw as ‘capitalist production in its highest development’. There is no doubt that protecting capitalists from serious downsides meant that they were more willing to invest and take on risk, which fuelled the engine of wealth creation. On the other hand, Adam Smith, who is often cited as one of capitalism’s greatest admirers, was against limited liability because he felt that managers would take too many risks, gambling with other people’s money.[32] You can’t help but feel there is a truth to this, too, as many modern corporations like Goldman Sachs have been reckless at times under the assurance of limited liability and other protections.

The truth is that the original limited liability corporation was a vehicle for actively dispossessing people across the world and extracting wealth from them. The English and Dutch East India companies were some of the first major limited liability companies and their privileges were granted directly by the crown. Colonialism was itself pioneered by these private companies in the early days, licensed by the governments of their home countries. These companies took control of land in countries like Indonesia and India and repurposed economies to produce largely for their benefit. They made locals work in conditions that, even when they weren’t outright slavery, certainly approached it.[33] The host countries generally experienced economic declines and humanitarian tragedies over the colonial period.[34]

Greek economist and former politician Yanis Varoufakis has drawn a direct parallel between these older forms of wealth extraction and modern computing companies. He argues that ownership over the ‘cloud’ conferred upon companies like Amazon means that, much like the landlords of old, everyone has to pay fealties to them to participate. If you want to sell your product these days then you generally need an online presence; if you need an online presence you must generally use Google, Amazon and social media sites; if you use them you have to agree to their terms and pay them fees.[35] As with land, the ownership of a resource that everyone has to use means that the owner of that resource has power to extract wealth and to determine how the rest of the economy is structured.

The point is not to draw a moral equivalence between slavery, feudal landlords, colonialism and modern forms of ownership under
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