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1.

On the Cusp

This book is about places that once felt prosperous but now have fallen behind. They are found all over the world, even in rich countries that have poor regions. Despite having a steel industry for centuries, South Yorkshire’s core industry crashed in the 1980s and the region is now the poorest in England. The same phenomenon is common in middle-income countries: Colombia’s once-prosperous Caribbean Atlantic is now much poorer than the booming region around the capital, Bogotá. Sometimes, entire countries have regressed. Zambia was once richer than its rival copper exporter, Chile; now the average income of Zambians is less than a tenth of Chileans’. Not only has Zambia become a left-behind country but within it there are regions, exemplified by its Copper Belt, that have been more extremely affected – lagging behind the more prosperous capital city, Lusaka. The Copper Belt is a left-behind region in a left-behind country. I work in all these places and hear two burning questions: Why have we fallen behind? What can we do to catch up?

As an economist rigorously trained in the dominant Anglo-American school of thought, I know there are orthodox answers to questions about the policies appropriate for places hit by a shock. Their intellectual origin is in Chicago, where Milton Friedman visualized a complex theory of why market forces could be trusted to put things right through the image of a harp with taut strings. Adverse shocks, like the collapse of a mining industry, were analogous to plucking the harp’s strings: though they oscillate for a while, they soon settle back to their initial state. The shock will lower wages and property prices; that will create opportunities; and because the market is greedy for them, money will flood in, driving wages and prices back up again.

That idea was a premature certainty that has turned out to be wrong. Yet it rapidly hardened into an orthodoxy. In Oxford’s Economics Department, I used to teach those theories. By the 1980s, the ideas were regarded as part of the established axioms of orthodox economics. Adherence became a touchstone of sound thinking.

Britain’s Treasury implemented them far more dogmatically than any other major economy. Other finance departments in Europe or the US were influenced either by alternative schools of thought or by pragmatic responses to reality. (Although Friedman and Chicago were economically dominant during the presidency of Ronald Reagan, monetarism was never unchallenged in the US.) Furthermore, the Treasury is exceptionally powerful, while Britain’s left-behind regions have been denuded of authority. Their story is emblematic of the remorseless pursuit of an economic doctrine in the context of a highly unequal relationship of political power: and that makes it globally valuable. It clarifies what has been happening in many other highly centralized poorer countries like Zambia and Colombia, in which some regions have fallen far behind.

Certainty is always dangerous: it led to the disaster of the Vietnam War. The March of Folly, the American historian Barbara Tuchman’s devastating critique of Robert McNamara, culminates with the skewering phrase: he had ‘the gift of certainty’. McNamara’s vaunting self-confidence rested on a supreme belief in the power of quantification, and in his own managerial abilities. He was certain that America would win in Vietnam and intimidated presidents into accepting this.fn1 Britain’s Treasury also possesses the gift of certainty. Regardless of what happened to a shock-hit region, it never questioned its ideas.

As a teenager I read Voltaire’s comic classic, Candide, featuring the buffoon Dr Pangloss, who believes that everything that happens is always for the best; we live in the best of all possible worlds. Voltaire’s target was the pre-revolutionary Catholic Church and its certainties of divine benevolence. By remaining passive in situations when his actions could have been decisive, Dr Pangloss is repeatedly responsible for catastrophes, but never has any doubts that he was in the right.

The convictions of Chicago’s Friedman and Britain’s Treasury were worthy of Voltaire’s satire: their propositions were the economics of Dr Pangloss. We are the custodians of taxpayers’ money. Our duty is to resist any special pleading or attempts to impede market forces. As the experts, we know better, and so our duty is to exercise our authority: nowhere is deserving of any exceptional consideration. The market is right. Public money will be place-blind. The market knows best, so public money will follow wherever private investment leads.

This kind of logic created a canonical catastrophe.

The only high-income countries in the world where this dangerous nonsense was religiously implemented were England and Wales.fn2 Beginning in the mid-1970s, the Treasury kept tightening its control over local government, with the predictable effect that every English and Welsh region fell behind London and its hinterland as public money chased private money into South-East England. The territories under tightening Treasury control rapidly became the most unequal in the Western world, while it acquired uniquely centralized powers.

The response to this divergence of everywhere else from South-East England has been mounting political unrest. By 2022 political pressure from the regions had reached a crescendo. In an explicit admission that the market had not delivered benefits equally, a laissez-faire Conservative government created a high-profile new Department of Levelling Up. Had the market worked, there would be no need to level anything up. The department had its own Cabinet Minister, who announced a detailed three-year programme in which he would coordinate new regional spending by other ministries. The minister was clever and capable, and his programme was impressive. Through his media appearances he succeeded in raising national awareness of the brutal consequences of past Treasury policies. But as a strategy for achieving change in Whitehall, the new initiative failed. The Treasury viewed the new department as another instance of local and regional interference.

The Treasury’s ultimate trump card was that it controlled the budget for the new department. Despite being announced to the nation as the government’s flagship programme, the budget awarded to it by the Treasury was, astonishingly, zero. The department’s only source of funds was money shifted within the budget already granted by the Treasury to the Home Office Ministry, of which Levelling Up was a small part. But even this money infuriated the Treasury, so it intensified its control by scrutinizing every penny awarded to local governments. This was so effective in preventing spending that by the end of its first year only 5 per cent of the (very modest) levelling-up budget had been spent: the flagship was unable to leave port owing to lack of fuel.

Yet the mantra of being place-blind used to justify this approach to left-behind regions was not applied to decisions pertaining to London, where the Treasury is itself based. While no money could be found for the new government department, a cost-overrun for London’s glitzy Elizabeth Line of £5 billion was quietly funded. This alone comfortably exceeded the unspent levelling-up money. At its worst, the Treasury’s organizational culture reflected a core of double standards: overconfidence amounting to self-indulgence towards its successful heartland, and arrogant indifference towards those neglected regions left behind.

This premature orthodoxy of place is wrong. Its effects on millions of human lives have been tragic; and even on standard economic criteria it is a bad model that systematically mis-predicts. Before I started working on this book, I had questioned aspects of the model, but as I wrote I began to see just how wrong it was. Far from needing the same approach everywhere, we need policies that vary according to the local context. Far from those clever people in Chicago or the Treasury knowing what to do everywhere, agency should rest with local people who are better placed to judge what might work in their context. Often, nobody can know what will work best until patterns emerge from these local variations. Far from a style of leadership by command, we need modest leaders who win trust by sacrificing their own self-interest.

For some years I have immersed myself in pathbreaking fields of research beyond economics. Without that re-education, I could not have reached the exhilarating lightbulb moment – the reward that drives academic research. I felt a sense of freedom and exhilaration in being liberated from dogmas whose effects have been arrogant and cruel. Even economics has not stood still; subversive research in regional economics can now explain why market forces claimed as benign by Friedman are in fact perverse, accentuating collapses. But the breakthrough progress in understanding human behaviour has primarily taken place in other disciplines.

Remarkable recent advances in evolutionary social psychology confirm that humans are an unusually pro-social mammal. We have evolved to learn from each other, accumulating communal collective minds which guide our actions. We live in communities-of-place whose collective minds guide our children; we spend most of our day in communities-of-work whose collective minds guide new recruits. Within each, we come together for common purposes unattainable by individuals. But as these communities each build their future, their paths can diverge. Some places and organizations can become trapped in misleading ideas through which they fall behind, while others happen on those conducive to prosperity. In principle, left-behind communities can learn from those that are more successful, but ideas do not necessarily spread between them easily. The divergence between communities due to differences in ideas reinforces the punchline of the new insights of regional economics: left-behind places can get stuck on a slower trajectory than successful places owing to the perverse effects of market forces and the community’s misinterpretation of them.

Social psychology also provides insights into how a left-behind community can catch up by forging new common purposes. Its hopeful message is reinforced by a brilliant and disruptive breach in biological orthodoxy. Just as trees in a forest link up through distributed intelligence to achieve common purposes like defence against a parasite, humans do the same: many actions of our bodies achieve common purposes on the autopilot of our distributed intelligence. Advances in both social psychology and biology show the overriding influence of our community on our actions.

This contrasts starkly with the still conventional economic notion that our actions are the result of rational calculations made by selfish individualists. Although still embedded in economic models of place, those ideas are founded on a crude 1950s view of evolution in which the survivors were presumed to have survived because of their selfishness. Other economic models are belatedly moving on from that untenable belief to another individualist psychology, termed Decision Theory, which disparages our capacity to take decisions: our brains are depicted as wonky computers prone to biases that need to be overridden by those who know better. Few economists are as yet familiar with the recent critique of those ideas on decision-taking advanced by social psychology. It demotes the supposed limitations of the individual brain in favour of the remarkable cognitive powers of humans in a networked community: for good reason, we tend to rely on our collective mind.

This points us to the importance of relationships within communities. Recent advances in moral philosophy have complemented those in social psychology by breaking free of four chill decades of Utilitarianism, in which relationships of kindness and trust within communities were ignored as morally irrelevant.1

Political science now illuminates far more clearly the irreducible role of the state: those functions that are not just useful but vital – the state’s sinews. No society starts with these sinews; they have to be built. Some societies, like Haiti, have been unable to build them and so teeter on the brink of anarchy. Others, such as Russia, are states that are powerful but abusive because their power is unchecked. Political science has begun to explain these variations and connect with the moral philosophy of good leadership.

Finally, the recent field of complex decisions taken in the context of radical uncertainty is the intellectual support for the importance of rapid learning from experiments. It explains the extraordinary power of some leaders to overcome uncertainties and reset their society around a common purpose. That power can be put to good uses, as by President Zelensky, and malevolent ones, as by Jair Bolsonaro and Kim Jong-un. In either case, these advances relate directly to the other disciplines which also offer new insights on leadership.

New research builds on past discoveries. The critiques of economic orthodoxies – place-blind public policy, the market knows best, and the Treasury knows best of all – do not release left-behind places from genuine economic fundamentals. These places cannot catch up by retreating into nostalgia and parochialism. Their future economies will be built through a step-by-step discovery of how their workforces can become more productive.

As the human sciences have advanced, they have become more complex: they show that many effects that were previously the exclusive domain of individual disciplines are due to interactions across subject boundaries. This opens the distant possibility of an integrated human science that would bring the predictive and normative power of better models to bear on a myriad of baffling human problems, some of which have only recently been noticed once previously neglected patterns were explored.

Until that time, we need something more modest: provisional answers that attempt to integrate the new advances but focus on much narrower questions of practical urgency. Instead of single-discipline models that give precise answers that are badly wrong, we need integrated models that confess to imprecision but are roughly right. The two questions we must answer are those posed by those left behind: Why did we fall behind? How can we catch up? Left-behind places need something that enables them to move beyond the economic orthodoxies that have held them in thrall.

A new idea on trial

Reflecting an old interest, I had agreed to give the keynote speech at a conference on conflict at the Department of War Studies at King’s College.fn3 Two weeks before I spoke, Vladimir Putin ordered the invasion of Ukraine. Inescapably, that became my subject, so I checked the forecasts made by the conflict modellers: they were unanimous in predicting with a confidence approaching certainty that President Putin would swiftly crush Ukraine. My immersion into those pathbreaking advances across the human sciences was already sufficient for me to grasp that the predictions were wrong: though precise, they were derived from bad models. I stuck my professional neck out and told a surprised audience that Putin would not succeed.

Not only was I prepared to predict that Putin would not win the swift victory expected, but there were grounds for believing that Ukrainian President Zelensky might do more than merely survive; his country could even win. He was an excellent communicator and pulled off several tactical masterstrokes, the first, his heroic commitment to remain in Kyiv, giving him a moral authority. His next masterstroke was to know what he could do and what he couldn’t: in the terminology of social psychology, he has a well-calibrated meta-cognition. He knew he could shame Western leaders into sending armaments. He knew he had earned the moral authority to call on men of fighting age to enlist in their local militias. He knew that as a Russian speaker from Eastern Ukraine he could bring together a Ukrainian people who had been bitterly divided by language and politics. He knew that nightly broadcasts to Ukrainians would be reassuring. He knew his limitations: he lacked the military knowledge to plan resistance from the centre and so he devolved the resistance to local militias.

His third and crowning masterstroke was to reframe this empowerment of the militias not as a weakness the Russians might exploit but as something that gave Ukraine three crucial advantages. The local militias’ knowledge of their terrain was far superior to that of the Russian soldiers. As each militia experimented in their tactics, Ukrainians would learn rapidly what worked most effectively in particular contexts. Zelensky’s opponent was a vain man over-confident in his military expertise who was surrounded by sycophants too fearful to give him honest feedback on setbacks. His inept micromanagement would demoralize Russian troops. In contrast, as the Ukrainian militias figured out what worked and their local successes were celebrated, it would generate a gulf between the morale of the two armies.

President Zelensky and I had seen the same objective data as the orthodox models. But we had transposed them into a reality that the modellers had all missed. Imprisoned in a precisely wrong model, they had confidently mistaken Ukraine’s distinctive advantages for overwhelming disadvantages. President Zelensky combined sufficient confidence to act on his initial insights with the modesty to realize the need to learn rapidly. In combination, his ideas formed a well-crafted sequence of actions: they fitted together like the steps of a spiral staircase. His self-sacrifice had won enough trust from his fellow Ukrainians to persuade them to mount it. As they ascended, not only did each stair lead them closer to their goal of repelling an invasion but, as on a spiral staircase, it progressively revealed a transposed perspective on the familiar scene below. People began to see long-familiar features of their locality, their nation and its history with new eyes. Distinctive features that had previously been viewed as disadvantages could be reassessed as advantages that Russia lacked. Some localities discovered their factories were critical to Europe’s auto-industry. Nationally, it was revealed, Ukraine had become a granary for the world. New evidence revealed why Ukrainians could not trust Putin any more than Stalin: archaeologists unearthed the mass graveyards of Stalin’s genocidal hatred of Ukraine.

I realized that many of the stairs on Zelensky’s spiral staircase – self-sacrificing leadership, devolving agency and communicating a hopeful yet credible strategy – were broadly applicable to other daunting challenges. Benefits such as Ukraine’s re-evaluation of its distinctive features as advantages led to changes in behaviour that could be applied to an economic agenda as readily as a military one. They could transform the economic prospects of supposedly doom-laden left-behind places as decisively as they had the supposedly doom-laden military prospects of Ukraine. The spiral staircase is a rudimentary model compatible with remarkable recent advances across the human sciences that are pertinent to left-behind places. I set them out in the next chapter: instead of a precise but wrong economic model, the predictions of the new fused model are roughly right. That ‘roughly’ cautions that this book is a guide, not a textbook.

As with conflict, a misplaced confidence in a bad economic model might discourage a search for patterns in the data that are incompatible with it. I will set out the evidence that was waiting in plain sight. It shows the brutal consequences of those mistaken economic dogmas. More ambitiously, I’ll show that the many places around the world that suffered collapses from which they fully recovered did so by using strategies encapsulated in the image of a spiral staircase. Their strategies succeeded despite being incompatible with market orthodoxy. Currently, a few of the left-behind places that have been diverging from the rest of mankind for decades are in the early stages of similar recoveries. The spate of global crises has made them precarious. Those of us in successful places have a modest supporting role, but, mired in our orthodoxies, as yet we are not meeting it.

This book is a celebration of the ingenuity and courage with which poor places around the world transform their prospects. It sets out a new economics of place-based transformation – the principles and practical steps by which these triumphs have been attained. In the coming chapters you will be plunged not only into the struggling places that opened this chapter, Colombia’s Atlantic-Caribbean, Zambia’s Copper Belt and England’s South Yorkshire, but into transformations already well under way. Bangladesh, once destitute, has metamorphosed into a fast-growing Emerging Market; Spain’s Basque region, once separatist and torn apart by terrorism and division, has become a national jewel; and Somaliland, a neglected little country in a conflict-ridden region, has quietly forged a cohesive and peaceful society.

Although each of these societies is unique, they are bound together by a common intellectual thread: shared agency and rapid learning. Shared agency – the secret of Somaliland – depicts the astute steps through which people come together around a shared purpose. Rapid learning, exemplified by China under Deng Xiaoping, depicts pragmatic experiment and willingness to learn from elsewhere.

That triumphant story is told in Part II, which is the heart of the book. But in Part I the tone is very different: it is the story of how damaging ideologies and the politics of greed impeded these triumphs. In doing so they avoidably blighted millions of lives.

The next chapter describes how those ideologies emerged, and how they are now being demolished by research-led revolutions. The two following chapters set out astonishing new evidence about two globally significant processes that to date have barely been noticed: Hidden Despair (Chapter 3) reveals the looming global poverty problem of the 2030s; Hidden Privilege (Chapter 4) reveals its counterpart, the emergence of a new class in high-income countries that is so favoured as to be a new aristocracy.

Pain before pleasure; anger before celebration.




Part One



SPIRALLING DOWN




2.

New Revolutions, Crumbling Orthodoxies

Cocooned in its self-confidence, a powerful centre has imposed uniform policies on the left behind. That mindset is no longer intellectually tenable: it has been countered by insightful recent research across the human sciences. A good starting point is the discovery of the syndrome of fragility.

Disrupting Dr Pangloss: the syndrome of fragility

We now know that, far from autonomous recovery, once a place loses its core industries, self-perpetuating decline is the norm. To understand why, imagine two dinghies sailing on a breezy day. One sails on, but the other is hit by a gust of wind and capsizes: the crew doesn’t know how to flip it back upright. When the wind drops, the sails of both dinghies are vertical: one pointing to the sky, the other to the seabed. In scientific terminology, they are locally stable equilibria.

When the wind picks up, the crew of the upright dinghy sails on, steering to its destination. But the crew of the capsized dinghy is left clinging to it, drifting aimlessly with the current. The initial setback of capsizing has repercussions which feed back and make it worse: this is the essence of a syndrome.

The changing location of workers and investment across a country is analogous to those dinghies. If a city loses its core industries, it capsizes; more fortunate cities sail on. Investors watching from the shore are judging which city has the better opportunities. They invest in the dinghy that has stayed upright: that accentuates the divergence. The crew of the capsized dinghy start blaming each other for capsizing: they become too disputatious to figure out the technique of working together to flip over the boat. As they waste their time in the water, the divergence widens further. Their strongest swimmers abandon ship, and some join the crew of the upright dinghy.

People living successful lives in prosperous places often misunderstand the decline of less fortunate places. They assume that either the places or their people must have something wrong with them. If it is the places that are wrong, the people should leave. If the people are wrong, then they need to change. The political right often wants to assign individual responsibility for failure; the political left often prefers to change entire societies through re-education.

Orthodox economics shares these misperceptions but goes one step further by introducing market forces as the remedy, insisting that if investment is moving from the capsized city to the one that has stayed upright it is a good thing. It must reflect a more efficient allocation of capital. Similarly, when workers relocate in response to widening wage differentials between cities, they will become more productive. The traditionalists get worried only if workers are not leaving: perhaps it is because the incentive of wage differentials is being muted by over-generous public handouts.

Yet far from remedying the syndrome, market forces accentuate it. They can work well enough for modest purposes like matching producers with consumers, but they cannot cope with the vastly more complex task of determining the best future distribution of thriving cities around a country. Whether a city thrives hinges on expectations about a vast array of future decisions. Will local government grant planning permission? Will central government provide funding? Will laws that have become impediments to investment be changed? Will civil society organizations like trade unions and charities be supportive or disruptive? Will Tesla set the future of vehicles, or will Elon Musk’s vision of cars as battery-powered computers-on-wheels be countered by European Union-financed innovations in the combustion engine motivated by the need to save jobs? Quite how market forces are supposed to guide these disparate behaviours to a uniquely efficient spatial pattern of cities around a country is mysterious even to the truest believers in the powers of the market.

The mystery deepens when we look at the concept of path-dependence. The journeys of the two crews – their paths – have diverged: their destinations depended upon that initial, unpredictable puff of wind. The contrast between these two crews, one merrily sailing off while the other drifts with the current, captures the essence of path-dependency. To cling confidently to a belief in the inevitability of the ideal outcome is a defiant act of faith in a mistaken orthodoxy. Friedman’s analogy of the economy as strings on a harp was both a neat image encapsulating a model and a retreat from science into faith.

The syndrome that left-behind places enter when they lose their core industries is a chain of interactions: the loss of economic opportunities has compounding social and political effects. Men lose their jobs, families collapse, people self-medicate on drugs and kids grow up in broken homes. A term recently introduced for this chain of interactions is the ‘syndrome of fragility’.1 Rather than believing that the miracle of market forces leads inevitably to renewal, investors recognize that faced by the collapse of a place’s core industries, the price mechanism alone is impotent. While prices are the essence of the market forces invoked by Friedman, they cannot possibly coordinate the decisions among politicians, civil society, financiers, firms and households necessary to achieve renewal. Investors are more realistic than Friedman: they expect that an economic collapse will be persistent. They shift their money to the places that did not suffer collapse – the upright dinghies. Collapse creates adverse expectations which then become self-fulfilling.

The left-behind places in the UK and the US provide stark warnings that spiralling down can take hold anywhere. The initial cause of a collapse is often unrelated to decisions taken in the region, as happened in Pittsburgh and South Yorkshire, where the steel industry collapsed in the early 1980s. Pittsburgh’s population halved: it became a left-behind place. But it did eventually renew itself: it is now rated the twelfth most successful American city. South Yorkshire also became a left-behind place, but the reaction and the outcome were very different. Although unemployment soared, people didn’t leave. Nor did the region renew itself: its economy spiralled down to become the poorest region in England. Accounting for these differences is a good starting point for understanding public policy towards left-behind places everywhere.

In South Yorkshire, as everywhere in England, there was a complete reliance upon market forces, with no active public policy. The steel industry was killed by a national macroeconomic policy introduced in the early 1980s which hit export-based manufacturing all over the country. Overall, twenty places suffered severe declines. Studying those declines enables us to test the rival predictions about behaviour: the Panglossian model versus the self-fulfilling expectations of divergence postulated by the syndrome of fragility. Only one of the twenty places revived: the others succumbed to persistent decline. Even worse for the economic orthodoxy, the exception, Corby, revived because it was so severely hit that both local and central government were compelled to intervene.2 Sustained public intervention in Corby, abhorrent to the market fundamentalists, reset expectations and saved the town. The recovery worked in practice, but instead of being studied it was ignored because, according to the theory prevailing in Britain’s Treasury, it should not have worked.

The damage to the steel industry in Pittsburgh and South Yorkshire was exceptional owing to coincident blows. In 1980 both countries had new governments, under Ronald Reagan and Margaret Thatcher, that had adopted Friedman’s monetary ideas, causing sharp appreciations of their currencies that made their steel uncompetitive on world markets. At the same time, the South Korean government was pouring money to pump-prime a rival steel industry. Significantly, the German steel industry survived the onslaught of Korean competition because Friedman’s ideas did not take seed in Germany. The steel regions were able to invest their way into remaining competitive, with the support of government money and private finance. Germany’s steel industry didn’t decline; Pittsburgh’s collapsed, but the city then attracted new high-skill firms; South Yorkshire’s steel collapsed and the area failed to attract replacements. What accounts for these three different outcomes? Germany not only had active national public policy, but both the money and the decisions on how to use it were devolved to regional and city governments. In Germany and America, both public and private finance had long been devolved to cities and regions, and both countries had built strong civil institutions, like universities, deeply embedded in the community. Only in England could none of these features be found.

Disruptive psychology

Just as a sailboat and a local economy have two equilibria, so do the organizations in which we work and which shape many of our opportunities to lead a meaningful life. Recent research in social psychology suggests we are not the greedy, selfish, rational individualists imagined by most economic models. Evolution has equipped us to be an exceptionally pro-social species, willing to forgo our individual interest for the common good of our community. Given the opportunity, these natural instincts come to the fore. If our workplace encourages us to form teams that have the freedom to solve problems together, we not only earn a living but find our work worthwhile. But treated badly, watched by a hawklike boss and given no scope for initiative, we can be dragged down. We become that greedy, selfish individualist that orthodox economics assumes.

More astonishing, this new research has shown that most of our decisions come from the collective mind of our community – the stored wisdom of its experience. Within these collective minds, some nuggets of knowledge are highly specific technical solutions to tasks that people have faced, or cognitive gadgets. Societies that lack those gadgets crucial to prosperity will either stall until they have reinvented them or learn from those that have.3

In losing their core industries, left-behind places often lose the organizations that gave people meaning. Pittsburgh and South Yorkshire had been communities-of-place with which workers and owners identified. The steel firms had been communities-of-work where conflicts between workers and owners were softened by mutual pride. The Bessemer process of forging steel called for skill and judgement: workers became participants in the majestic drama, analogous to alchemy, turning ore into shining steel. Workers and bosses had been able to come together for attractive common purposes. An instance was the founding of South Yorkshire’s first university. An endowment was raised by a collaboration: the steel unions organized a levy through which members each contributed a week’s wages, and the total sum was matched by a large donation from the Firth family, which owned the largest steel company.

In South Yorkshire, the powerful combination of place-based and work-based attachments was weakened by the nationalization of the steel industry in 1967, which shifted the locus of decision-making from managers and workers in South Yorkshire to politicians in London. By 1980, South Yorkshire’s steel workers joined a high-profile national strike against the new Conservative government. The strike was commercially ill timed, coinciding with the new competition from Korea. While the immediate impact of the centralization and politicization of decisions was to accelerate the demise of the industry, its enduring legacy was to sour labour relations in the region. The fate of the region’s other core industry, coal, was a more extreme version of the saga of steel. During the energy crisis of the late 1940s, big coal mines had all the social purpose and glamour of steel.4 Nationalization started earlier, culminating in 1984 in a year-long, intensely politicized strike; as with steel, it accelerated decline and dramatically soured labour relations.fn1

With the collapse of its core industries and the loss of pro-social firms like Firth, the few firms attracted to South Yorkshire brought low-skill jobs. They came only because premises were cheap to rent and desperate people were willing to take tedious work at low wages. Call-centre and warehouse work was well suited to the degrading model of close monitoring linked to incentives. The composition of firms shifted from raise-us-up to drag-me-down; from communities-of-work to hierarchies-of-humiliation. Inevitably, local attitudes to private business became broadly hostile. Although Pittsburgh had the local resources to renew itself, other capsized American cities succumbed to the syndrome and became left behind. In a few, the entire workforce became rootless, a tragedy vividly captured in the book and film Nomadland, in which older nomadic workers in search of temporary employment have lost any connection to a settled urban centre.fn2 Such total eclipses did not happen in England because social protection, though modest by European standards, is better funded than in America. People could survive by combining publicly funded benefits with a low-wage job. As a result, most chose to stay in the place where they belonged.

Social psychology has provided us with a credible account of why capitalism can generate both thriving communities-of-work in egalitarian and devolved societies such as Denmark and ugly hierarchies-of-humiliation in places like South Yorkshire. It also explains why as a place starts to decline the local community tends to fragment as people set about blaming each other for the failure. The small nation of Wales, with only half the population of Denmark, illustrates this sad process. Wales is even poorer than South Yorkshire. My Welsh colleague David Tuckett and I conducted a series of interviews among a cross-section of Welsh society in 2020.5 We found widespread dissension. The public sector blamed Welsh business, which reciprocated by complaining about the Welsh government. There was also mutual antipathy between regions. North Wales still has many speakers of the Welsh language and has successfully lobbied the Welsh government to make learning it a condition for job recruitment. In South Wales, where Welsh speakers are a minority, this is seen as an impediment to job creation. The Welsh government invited me to Swansea to address its All Wales Economic Summit. The many attendees from Swansea had their own explanation for their city’s problems: favouritism towards Cardiff, the neighbouring city, 44 miles away. Wales had become fragmented into reciprocated antipathies that have impeded people coming together to forge a strategy to address their difficulties.

A short step beyond mutual blame is self-blame: people internalize the notion that they have been overtaken because they or the place where they live are in some way inadequate. We extended our interviews to South Yorkshire and talked with teachers to get some insight into how schoolchildren saw their situation. This is a typical account of their attitudes: ‘The South thinks we’re thick. OK, so we’re thick, so what’s the point of trying – we’d fail.’ Many of these schoolchildren are the descendants of the people who pioneered the Industrial Revolution. The region includes the world’s first industrial factory, recognized by UNESCO as a rare World Heritage Site. But instead of people taking pride in their heritage, it has been shredded. With it has been lost the innovative self-confidence of previous generations.

A further short step beyond self-blame is the loss of faith in your own agency, or, in the parlance of social psychology, learnt helplessness or learnt dependency. The most appalling instance I have encountered is Haiti, a society traumatized in the eighteenth century by slavery: in 1804 its people heroically overthrew their oppressors, and this should have been the foundation of an enduring sense of pride. Instead, Haitian society plunged into other forms of tragedy. Learnt dependency is a despairing inertia in which people deny themselves all agency. They view their problems as entirely due to forces vastly more powerful than themselves. A Haitian student volunteered an example: a common assumption among Haitians is that if they fall sick, it is because a malevolent neighbour has put a spell on them: agency lies with magic. When hurricanes and earthquakes strike, politicians and senior civil servants with decision-making power wait passively until foreign agencies fly in with the resources to help them recover from disaster. Haitian people are hard-working and resourceful: in the USA and Canada, they are highly successful. But as in South Yorkshire, the society’s spirit has been crushed by despair.

Sometimes, even exceptionally fortunate people moan to the world about their powerlessness: by trivializing a serious condition, they devalue it. But those most prone to that loss of faith in their own agency are weak groups assaulted by powerful ones. The best-researched example is the left-behind places of America, where it manifests itself most tragically in deaths of despair, as documented by Anne Case and Nobel Laureate Angus Deaton. Among the left behind, life expectancy is falling. Stanford social psychologist Greg Walton has analysed the precise sequence of thoughts that traps people in learnt dependency: they interpret every setback as being due to overwhelmingly powerful forces ranged against them and conclude, like the Yorkshire schoolchildren, that there is no point in trying. It nests within and illustrates the syndrome of fragility in which low expectations are self-fulfilling. They provide a justification for abandoning effort which, unless countered, then entraps people even more.

Social psychology also accounts for social fragmentation. If the place where I live is devoid of companions and my workplace is a hierarchy-of-humiliation, my sense of community withers away. Once the good times are gone, all that is left is to grieve for the loss of the past. The resulting attitudes in left-behind America have been analysed in two sociological studies. Arlie Hochschild focuses on the sense of desolation and loss felt by the people experiencing fragmentation,6 while Eric Kaufmann documents and condemns its ugly consequences, among them hostility to racial minorities and immigrants. These are two sides of the same tragedy: people bewildered by a loss of the community that gave their life meaning look for scapegoats.7

Back in left-behind England, a vignette from my hometown of Sheffield captures the sense of loss that Hochschild encountered. When the city’s John Lewis department store closed in 2021, the local population went into mourning: flowers and tributes were stacked by its door, like at a gravestone. This exceptional display of loss over a shop reflected the reputation of John Lewis as being the best employer in Britain. Under new, aggressive management, which ultimately closed the Sheffield branch, the firm had repudiated this tradition, dismissing loyal, long-serving workers. The flowers were emblematic of John Lewis’s profound decline from Britain’s most admired community-of-work to the shop’s closure, once it had become a hierarchy-of-humiliation.

Sometimes, the response to loss explodes into collective anger, frustration and irrationality. The humiliation of a community can trigger collective antipathy towards successful groups. I think of these as rebellions against authority: mutinies. This behaviour is found around the world, but America and Britain offer globally significant spectaculars.fn3 By 2016, London and its hinterland had become exceptionally prosperous while every other region of England had been left behind. A referendum was being held, ostensibly on whether to remain in the European Union or withdraw. All three national political parties advocated Remain, and London itself voted heavily Remain. Every other English region voted Leave. The extent to which the region had been left behind was a good predictor of the Leave vote. Yet the vote was not primarily a mutiny against Brussels, which controlled a mere 1 per cent of Britain’s national income: it was a mutiny against London, which controlled around 40 per cent. Later that year, an equivalent mutiny by the left-behind regions of the US resulted in Donald Trump becoming president. Both Brexit and the arrival of Donald Trump in the White House were acts of self-harm for left-behind regions. The damage was widespread, but heaviest in the regions that mutinied. Who should be held responsible for this folly? The answer to that question takes us to a further set of disruptive ideas: the revolution in moral philosophy.

Disruptive moral philosophy: Contributive Justice

The responsibility for mutinies of despair does not lie only, or even primarily, with the mutineers. It lies with the powerful people who presided over the decades during which inequalities were allowed to widen without correction. That negligence is why so many places became left behind.

Brexit and the 2016 American election were preceded by angry debates of sorts, but what they lacked was any genuine dialogue that engaged everyone on equal terms. A true dialogue flows back and forth between equals who aim to understand each other: it is not an abusive shouting match between the angry weak and the contemptuous powerful. An analogy is the game of ping-pong: the act of participation implies mutual acceptance of the rules. The rules of dialogue preclude abuse and presume a mutual willingness to search for common ground. Even when it cannot be found, there is a mutual duty to understand and appreciate the validity of the other person’s perspective.

Dialogues build a common understanding of a situation, enabling a society to forge a common purpose and devise an agreed strategy for achieving it. Rousseau was the first social scientist to realize that evolution had inclined us to cooperate: his notion of the Social Contract was that by agreeing to do so people had reaped the reward of catching stags instead of rabbits. But Rousseau got no further. David Hume and his friend Adam Smith added the decisive step of mutuality: unlike a real contract, reciprocity was not enforced by the state but by relationships of mutual trust. The crucial role of reciprocity has been developed by Michael Sandel of Harvard in The Tyranny of Merit (2020). He introduces the concept of Contributive Justice: fairness demands that everyone in a society has a duty to contribute what they can towards that common purpose. Both self-respect and the respect of others are earned. And for that to be feasible, everyone, including the weak, must have sufficient agency to be able to contribute.

The weak, like others, can contribute in multiple ways. They can bring their voice to the dialogue, sharing the life experience of left-behind places with those more fortunate. The powerful must silence their own over-loud voices, listen to the voices of the weak and honour the heroes of the weak, rather than trumpet their own. Crucially, the weak can join in a common purpose by making material contributions to it, as displayed magnificently by the steel workers who volunteered a portion of their wages to found Sheffield University. But for that, the powerful must ensure the weak have sufficient income to be able to do so: Yorkshire’s steel barons were willing to pay their workers a living wage.

The weak mutiny when the powerful are not prepared to step up. As Michael Sandel recognized, in Britain, America and some other societies the successful have been contemptuous of the weak, such as the working class, disdaining their concerns and their values. Thereby, they have been confronted by the costly whirlwind of polarization. In a polarized society, the weak reject any obligation to contribute to the whole.

Supporting evidence for the decline in American acceptance of mutuality comes from the ingeniously simple device of Google word-counts in the media. The ratio of me-to-we describes a U-shape during the twentieth century, so the start of both the twentieth and twenty-first centuries was a time of selfishness, while mid-century American society became more communitarian. Unfortunately, since 2000, it has spiked to an unprecedented concern with the self.8

Perhaps the shattering lessons of two world wars have now receded, and that helps account for these swings. In both Britain and America during the First World War powerful businessmen were unwilling to make material sacrifices. By the 1920s their greed had been immortalized in the phrase ‘hard-faced men who had done well out of the war’, but nothing changed and failures cumulated: in Britain by 1926 the General Strike; in America by 1929 the Great Crash, followed globally in 1931 by the Great Depression.

Transformational political leadership began in America in 1933 with President Roosevelt’s New Deal, which recognized that government interventions in left-behind places were essential for social cohesion. After the attack on Pearl Harbor, a new consensus freed America from isolationism and spurred further interventions in the economy. In Britain, the cohort who became adults in the 1920s but were too young for political power until the 1940s had learned from the disastrous selfishness of the powerful that they themselves would now have to make sacrifices to support social cohesion. Once at war, in both America and Britain, this cohort set to work in both government and business. In Britain, food could no longer be imported, so scarcity was handled by rationing. With everyone entitled to the same amount of food, despite it being a time of war, working-class people ate better: national nutritional standards actually rose. Both that and the New Deal were Contributive Justice in action.fn4

Post-war, the chance events of elections propelled two humble men to leadership. In America, Truman had been dismissed as the sure-to-lose nobody who had been Roosevelt’s sidekick; in Britain, Churchill had dismissed Attlee with the quip: ‘he has much to be humble about’. Yet they left an astonishing legacy: the United Nations and NATO, which laid the foundations for security; the IMF, the World Bank and the GATT, which laid the foundations for prosperity. Attlee and Truman, both modest men who came to power at a time of crisis and uncertainty, achieved much, despite having to manage what is now recognized as radical uncertainty.

The rediscovery of radical uncertainty9

Radical uncertainty is the challenge posed by a problem to which there is no known solution: the situation in which Attlee and Truman found themselves. One of its implications is that most of the solutions we find for such problems are unlikely to work for ever, and this was true of the triumphs Attlee and Truman achieved.fn5

In the economic sphere the two leaders relied on the Keynesian idea that full employment could be maintained by complex forecasting models: government knew best. After thirty years of full employment, the oil-shocks of the 1970s triggered stagflation and Keynesian ideas were abandoned in favour of Milton Friedman’s counter-revolution, which replaced government-knows-best with the-market-knows-best. Market-worship died a similarly embarrassing death during the Global Financial Crisis of 2008/9, when frantic and intellectually bereft policymakers reached back to Keynesianism to avert global collapse. But in 2022, Keynesianism revealed the limitations that had doomed it in the 1970s, as unanticipated inflation rapidly changed expectations in job markets.

In the political arena, the successes of Truman and Attlee persisted for longer. The triumphs of social democracy in health care, pensions and welfare programmes survived at least until the Reagan–Thatcher years, and in some respects longer. But by 2023, as fiscal crises due to the cumulative shocks of COVID, climate and the war in Ukraine engulfed beleaguered governments, the world was again awash with uncertainty.10

Research on radical uncertainty proposes an agenda for action, not a howl of woe. But it does require a very different approach from the known and bounded world of market absolutists. Its core messages are to build robustness and resilience, while taking three practical steps to find out what looks to be working.

To build robustness and resilience, short-run cost-cutting needs to be abandoned in favour of sustainability. An impressive example is how the Swiss government dealt with the accumulating shocks of the early twenty-first century. Their objective was to ensure that they could always guarantee essential supplies for the coming months. The key step was to identify the 200 Swiss firms that were procuring these essentials and summon their procurement executives to a meeting. The executives were told that they would now be responsible for the safety of Switzerland, both individually and collectively. They would meet regularly and should organize themselves into whatever teams they thought best. The Swiss government was relying on the social psychology of creating a peer group with a clear purpose: no procurement executive would want to be the weak link who lost the respect of the others. Supply chains become more robust through duplication and built-in redundancy, which implies accepting inefficiency. They become more resilient by investing in the capacities to be flexible in the face of disruptions.

Just as there are techniques to develop robustness and resilience, faced with an unfamiliar new problem there are ways of swiftly finding out what works well. We can study others who are facing the same challenge. We can organize parallel policy experiments and track how they turn out. And we can shift our mindset from the deductive reasoning of the economics profession to working backwards from the surprising things now happening to figure out what might be going on. Economists try to prove causal propositions. But syndromes often have such complex and mutually reinforcing effects that this is not practicable for real-time policy responses. The same syndrome of spiralling down gripped Pittsburgh and Sheffield: in Pittsburgh the mayor and the governor ignored the passive message of deductive economics, used their deep knowledge of the local context to spot potential solutions and persuaded key people to try them out. That mindset is abductive reasoning: neither the mayor nor the governor could prove that their efforts would work, but their city revived. The Treasury inferred deductively that market forces were the right approach in Sheffield, and they cannot be proved wrong. But nor can they be proved right: in conditions of radical uncertainty, proof is elusive.

Mindsets make a difference

Winning the trust of key people in Pittsburgh was vital to the strategy for renewal, but trust is not something that economists are well equipped to understand. The profession’s workhorse human, Homo Economicus, embedded in most macro-modelling, is too congenitally selfish to be trustworthy. But leaders can build trust, and here the different national responses to COVID in Denmark, America and Germany are revealing. In March 2020, as the dangers of catching COVID became known in the West, Mette Frederiksen, the Social Democrat premier of Denmark and a single mother, addressed her fellow Danes. She acknowledged that she had no medical expertise, and that not much was yet known about COVID. But since the danger came from contagion, she argued that all Danes had a moral duty to protect their neighbours. The retired should stay out of the way of busy working people, while those with children should keep them from inadvertently endangering their grandparents. Contemporaneously, but in contrast to that moral message of ‘protect your neighbour’, Americans were rushing to gun shops to buy handguns. ‘Shoot your neighbour’ revealed the low levels of trust in fellow citizens that had been a legacy of decades of pervasive Homo Economicus. The German chancellor, Angela Merkel, also opted for Homo Economicus, but the country’s very different gun laws protected the society from America’s fate. The limitations of Homo Economicus in Germany emerged later, when the vaccines were developed. Chancellor Merkel tried to persuade Germans that it was in their individual self-interest to get vaccinated: they would then be less in danger of dying if they caught COVID. But by then social media had infected many people around the world with concerns that the vaccines themselves carried risks, and Germans were no exception. A significant minority of Germans concluded that their individual self-interest was simply to work from home and self-isolate. They would be safer without the vaccine. In consequence, the German population had a significantly lower rate of vaccination than other parts of Europe, never reaching the critical threshold level for effective containment. As to the outcomes of these three different COVID strategies, new analysis by the research department of the IMF measures excess mortality due to COVID from January 2020 to the end of 2022. Denmark had the lowest overall excess deaths of any significant OECD society.fn6 In Germany, Homo Economicus turned out to be over-confident: self-isolation had too many flaws to be effective.

These contrasting approaches to Homo Economicus were only
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