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			PREFACE


			As a child of the 1980s, I am a committed capitalist who believes in the extra­ordinary spirit of the empowered individual to affect positive change. Central to my world view is the importance of private enterprise operating in open and competitive markets and a meritocratic culture that rewards hard work, creativity, and risk taking—all supported by government that is smart, lean, and catalytic.

			But having straddled many worlds through my British Indian heritage and my experiences working around the world, I am also a capitalist who passionately believes that strong society is a positive-sum game. Over the past decade, my experience as a development investor has left me with no doubt that a culture of investing in other people’s success is the way to build thriving communities. During my tenure as head of strategy and macroeconomics at Mubadala, the investment and development company of Abu Dhabi, I helped shape a portfolio of investments in new industries and infrastructure that engaged thousands of local citizens. Through this and other experiences, I’ve learned that people are our biggest asset. The more we empower innovators and entrepreneurs, the more we create new markets which make goods and services more accessible to a broader array of consumers in a more sustainable manner. In doing so, we increase demand and productivity growth—global economic goals that have been so elusive of late.

			In order to strike the harmonious balance between empowered individuals and a strong society, I believe that government plays a key role in managing trade-offs by engaging the private sector and civil society in a constructive manner. For example, in walking the fine line between keeping taxes low while providing universal access to public goods and driving economic development, government can enlist the help of investors by setting incentives to steer private capital into public projects such as affordable housing, infrastructure development, and accelerating small enterprises. It can also devolve power to states and local communities, empowering them to shape their own development strategies for attracting businesses, capital, and top talent.

			I believe that these principles, taken together, spark the dynamo of a vibrant socio-economy. But unfortunately, most of the world has found it difficult to achieve this balance over the past thirty to forty years. Runaway inequality has led to an upswelling of disillusioned, marginalized citizens and a breakdown in the public trust. In liberal democracies, this has opened the door to populist movements and to chaotic decisions such as Brexit. In more state-controlled regimes, simmering discontent is boiling over into public protest, forcing the regimes in power to tighten their control over pubic life even further.

			In this book, I put forward a different path—a new way of thinking—which rejects divisive politics and seeks to unite citizens behind a common vision for restoring the balance between free enterprise and healthy society. My roadmap, or Citizen’s Guide, casts aside dogmatic political leanings to either the left or the right and focuses on pragmatic solutions organized around the following three themes:

			[image: ]	Advancing Inclusive Governance to win back the public trust.

			[image: ]	Investing With Purpose to address the long-term Sustainable Development Challenge.

			[image: ]	Empowering Local Communities to become innovative, connected, entrepreneurial hubs in a globalizing world.

			In the course of my lifetime, whenever humanity has pulled together to achieve common goals, incredible watershed moments have followed: the fall of the Berlin Wall in 1989, the end of apartheid in 1994, the first legalization of same-sex marriage by the Netherlands in 2000, and the Paris Agreement on climate change in 2016. These dramatic achievements can all be traced back to the courageous leadership of a few citizens who were ultimately able to rally humanity to raise the high-water mark of freedom.

			As citizens, each of us holds a portfolio of roles in society—as voters, parents, school principals, public officials, judges, union representatives, employees, consumers, investors, board members, bloggers, journalists, and the list goes on. Each role endows us with the power to express our values, influence others, and shape the future. The personal choices we make about how we select political representatives, what products we buy, the work we choose to take on, the companies we support with our investment, and how we educate the next generation all leave a lasting imprint.

			The more we act with consistent authenticity across all our roles in society, the greater our personal impact. When, as bold citizens, we make principled choices, our voices inspire followers. And when, as a society, we unify around a common vision, large-scale change becomes possible.

			It’s time to set aside differences and to focus on our shared interests in order to make the big changes that are required. In this book, I have laid out a common vision for Advancing Inclusive Governance, Investing With Purpose, and Empowering Local Communities—all of which, I believe, will be essential to power prosperity in the 21st century.

		


		
			CHAPTER 1


			Introduction

			Brexit: The First Tremor

			On June 23, 2016, as London was lashed by a torrential downpour, Londoners dutifully trekked out to their local polling stations to cast their vote in the UK’s referendum on European Union membership.

			In the run-up to the election, Britain had experienced the most aggressive and divisive campaigning it had seen in decades. Opinion polls in the final days before the vote suggested a narrow lead for “Remain” of around 2–4 percent.1 This certainly seemed to be the sensible choice for British voters to make. Membership in the EU, after all, affords British citizens extensive access to live and work in continental Europe and trade freely with their European neighbors. Moreover, leaving the Union would isolate Britain from its neighbors and harm its standing in the world. Surely, the British people, following their long-standing traditions of moderation and pragmatism, could be relied upon to make the rational choice. Or could they?

			As the rain subsided the next morning, such hopes for the “rational” choice lay in ruins. The morning’s newspapers proclaimed the surreal news. Some headlines screamed with jubilation—“We’re Out!,” “Take a Bow, Britain!,” “See EU Later”—while others, overwhelmed by the stunning 4 percent “Leave” victory, solemnly tried to process the shock. By 8:15 a.m., Prime Minister David Cameron announced that he would resign.2

			The news that morning sent equity markets reeling. The FTSE 100 stock index fell by almost 9 percent in the first hours of trading,3 while the pound plunged to its lowest level since 1985, dropping 10 percent in six hours.4 Stocks of UK companies continued to hemorrhage over the coming days.5

			The epicenter of the hysteria was London, which stood to lose the most from Brexit. Much of London’s economy had been built on professional services, especially financial services, which are delicately interwoven with the EU’s Single Market. Many large corporations have located their global or EU headquarters in the British capital, drawing on a large white-collar workforce from the continent. Brexit jeopardized the city’s global preeminence in these fields—the one sector in which Britain’s economy truly excelled. It also threatened to displace thousands of Europeans living in London, where they had diligently constructed their lives and careers.

			The election result was particularly difficult for the business community to accept, because it seemed so economically irrational. Prior to the vote, the well-regarded consultancy Oxford Economics estimated that in the best-case Brexit scenario, the UK’s GDP would barely grow between 2016 and 2030; in a worst-case scenario, it would be almost four percentage points lower.

			Most astonishing of all was how utterly unprepared Britain seemed to be for Brexit. What was the process for leaving the EU? What would happen to all the advantages the British people had recently come to take for granted, such as frictionless trade and freedom of movement? The “Leave” campaigners had focused single-mindedly on why the EU was allegedly bad for Britain, but they had done precious little to sketch out a vision for an alternative future. The government had treated Brexit as a perfunctory referendum that would quell irritating voices of dissent once and for all—but it had never laid out clear, specific plans for how Britain would continue to thrive outside the EU if the citizenry actually voted to leave. In a related failure, many in the media chose to amplify incendiary rhetoric rather than asking the tough questions, interrogating the facts, and informing the public.

			At the time of writing, three years after the Brexit vote, uncertainty runs as high as ever, as permanent agreements regarding the movement of goods, capital, and people remain under negotiation. Many of the economic fears shrouding Brexit are being realized. Prior to the referendum, Britain boasted the fastest-growing economy among G7 nations, peaking at 3 percent annual GDP growth in 2014. By 2018, Britain languished at the bottom of the rankings, posting annual GDP growth of only 1.4 percent.6 British business has been starved of investment to an extent that will certainly be toxic for its long-term economic health. Notable casualties have been industries such as automotive—where investment is down 80 percent since 20167—aerospace, and pharmaceuticals, with leading multi-national corporations such as Astra-Zeneca8 and Airbus freezing their investment in Britain.

			So why did so many Brits—almost 17.5 million, or nearly 52 percent of those voting—opt for Brexit? Why did they inflict the “economic self-harm” that David Cameron had warned about during his “Remain” campaign?9

			In the days following the referendum, analysis of the voting patterns began to shed light on this critical question. It emerged that “Leave” voters fell into several segments: deindustrialized regions that consecutive governments had allowed to decay, middle-income districts where wages had stagnated, socially-conservative pockets of the country such as the “Home Counties,” and communities such as seaside towns with large elderly populations that had been used to resettle refugees.

			Far removed from the thriving, cosmopolitan micro-economies of London and the affluent corridors reaching out to Oxford, Cambridge, Surrey, and a few other urban centers—which had voted resoundingly to remain—these communities felt betrayed by successive governments that had been out of touch with their realities. They had lost trust in policies such as membership in the EU, which they felt were tailored to promote the success of London and its satellite regions.

			Troublingly, plummeting trust in government was accompanied by suspicion of its experts. Contrary to Treasury projections, which forecast that a Brexit vote would precipitate a dramatic decline of the British economy, polls showed that the majority of “Leave” voters believed that Brexit would be economically neutral or even positive for their future. So, paradoxically, most “Leave” voters were attempting to follow their economic interests—or at least what they perceived those interests to be.

			Redcar, a town in the northeast of England, could well claim to be a community that had been neglected with the kind of callous indifference that had so deeply inflamed British voters. Steelmaking had been the lifeblood of Redcar’s economy for 170 years. But this tradition ended in October 2015 with the collapse of the large steelmaking firm SSI Steel UK—the final act of a long, drawn-out story of decline. Prior to the liquidation of SSI, steelworkers earned on average a £33,000 annual salary; after the collapse, they were lucky to earn £٢٤,000 a year in other jobs. Resentment undoubtedly played a role in Redcar’s thumping 66 percent support for “Leave.”10

			But the resentment in Redcar, and in other economically disadvantaged communities in Britain, runs deeper than the mere frustration with the slow, painful economic deterioration they’ve endured. The stark contrast between their own declining fortunes and the optimism of London and the South East has caused visceral sentiments of unfairness and neglect to well up.

			These disadvantaged communities could only look on as investment poured in from the public purse and from overseas investors, upgrading London’s real estate and infrastructure and making it highly attractive as a global destination for elites to live and do business. Conversely, investment to retain the prowess of the industrial and manufacturing clusters dotted around the rest of Britain has been systematically neglected, in many cases dating as far back as the Thatcher era.

			Open-border policies with the EU proved to be tremendously favorable for London, since they allowed the best talent from the continent to be drawn in to power the city’s professional and financial-services hub. By contrast, the struggling regions of Britain often viewed open borders as a gateway to a host of serious problems. Local economies were opened to competition from foreign firms but were rarely empowered with the investments required to rejuvenate and re-invent themselves. These dynamics reinforced the structural impact of automation, outsourcing, and other labor-cost savings that took place across many of the developed economies. Hundreds of thousands of migrants entering Britain from Central and Eastern Europe were perceived to be crowding out domestic workers and, ultimately, altering the very fiber of local culture.

			Brexit has shown us that the wounds in Britain cut much deeper than economic issues. Far too many Brits now feel they are getting a “Raw Deal.” There is a broad perception of a loss in public trust, frustration over too little investment in the future, and resentment that too many local communities have been left behind in the rush to globalize. The people feel divided, insecure, and powerless.

			These sentiments are in no way exclusive to Britain. They are echoed around the world. Even before the Brexit referendum, early signs had been visible in disparate quarters, such as the rising vote-share for the far-right National Front in France, particularly in deindustrialized areas, and the rise of Hindu nationalism in India. But the Brexit vote was the first major tremor that set in motion a seismic shock that is shaking the foundations of our current world order. Understanding how we arrived here—and what solutions we can apply to chart a more positive course—is the subject of this book.

			Collapse of the Washington Consensus

			If Brexit represents the beginning of a sharp break from the current international system, it’s important to consider how the system arose, and how it ultimately failed to serve the needs of so many around the world.

			The sentiments driving the Raw Deal can be traced back to an ideology that rose to prominence in Western policymaking circles during the 1980s. For the last thirty years, global economic policy has been heavily influenced by the free-market ideals championed by US President Ronald Reagan and British Prime Minister Margaret Thatcher. The core policy positions of both leaders centered on lower tax rates, privatization, deregulation of markets, and liberalization of trade and capital flows. Many of these policies were adopted into key financing programs organized by the Washington-based International Monetary Fund (IMF) and various regional development banks. Eventually, these principles were codified into ten broad policy recommendations that became known around the world as the “Washington Consensus.”

			Initially applied to struggling Latin American economies and other emerging-market economies in order to steer them toward recovery from the various crises they encountered during the 1980s and 1990s, the Washington Consensus gained prominence due to forceful backing by international institutions such as the IMF, the World Bank, and the World Trade Organization (WTO), as well as the prevalence of US-trained economists—often from the University of Chicago, where “free-market” Washington Consensus thinking was refined—in the ministries of many developing countries.

			A common strategy employed by these multilateral institutions to spread the doctrine to developing economies was to link the availability of loans (or debt forgiveness) to the adoption of the ten-point Washington Consensus policy package—an approach that produced a mixed track-record. For example, during the Asian Financial Crisis of 1997–98, the combination of restrictive monetary and fiscal policy imposed by these institutions hurt consumption and business activity in several countries, such as South Korea and Indonesia. Eventually, these countries found the cost of IMF financing to be too expensive and decided to insure their economies through greater saving.

			In the original formulation of the Washington Consensus, the authors were careful to temper its articles of faith. The emphasis on cutting trade subsidies, which would open the doors to foreign competition, was to be balanced with the redirection of some public spending “to the broad-based provision of key pro-growth, pro-poor services.” Moreover, limitations on market deregulation were advocated in cases “justified by safety, environmental and consumer protection grounds, and prudential oversight of financial institutions.”

			Unfortunately, in the years that followed, the Washington Consensus became increasingly associated with a neo-liberal mutation, which proceeded to burrow into the political fabric of many developed and emerging economies. The mutated strain featured a fanatical zeal for shrinking the footprint of government, expanding the role of free markets to all extremities of the socio-economy, and promoting unfettered globalization.

			In the circles that embraced the mutated neo-liberal form of the Washington Consensus, government itself was widely believed to be incompetent. Even the best-intentioned regulations, or so the thinking went, diminished the power of free markets to allocate capital and resources efficiently and drive prosperity on a national and global scale.

			In many ways, I am a child of this ideology. Growing up in Thatcher’s Britain, I witnessed the economic revival that it brought after decades of malaise in a socialist economy. The demise of Communism soon followed. What greater validation could there be of liberal democracy and free-market capitalism?

			During the late 1990s, I spent the internet boom as a graduate student at MIT. Widely recognized as one of the great research hubs for science and technology, MIT is also a cradle for the commercialization of transformative new technologies worth billions of dollars in market value. Early in my professional career, I worked for McKinsey & Company, advising large corporations on investment and business strategy. What better training ground to learn the conventions of corporate “best practice”? Subsequently, my capitalist education was rounded out as a senior fundraiser for Bridgewater Associates—the world’s largest global macro-hedge-fund and a perfect vantage point for observing the machinations of the financial markets. Technological ingenuity, entrepreneurial energy, corporate discipline, all fueled by global markets for goods and capital—surely a complete formula for free markets to create prosperity.

			The Global Financial Crisis of 2008–9, and its aftermath, shook many people’s faith in this formula. The crisis was a turning point for the credibility of the Washington Consensus, which had already been somewhat discredited in emerging markets—and it proved to be a wake-up call for my own beliefs as well.

			Many in the financial world, including my colleagues at Bridge­water Associates, had seen the meltdown of financial markets coming. Irresponsible lending and securitization had over-leveraged banks to a point that was simply unsustainable. The crisis exposed the economic devastation that could result from the financial deregulation and liberalization of global capital flows espoused by neo-liberal policymakers and their intellectual cheerleaders. Worse still for the neo-liberal ideology, it took unprecedented government intervention in many Western economies to bail out banks and to provide the necessary stimulus to keep the real economy from crashing into the abyss.

			The Washington Consensus had received a formidable body blow, but it managed to stutter on, albeit with a diminished insistence on its most extreme policy positions, such as the total elimination of capital controls. But once the main economies were pulled back from the brink of collapse, and their financial sectors were functionally repaired, the IMF and other global institutions reverted to their well-rehearsed policy prescriptions.

			But criticisms continued to grow. Stagnating wages for the middle classes, growing inequality, and industrial decline became so palpable in most advanced economies that they could no longer be denied or ignored. Climate change also entered the popular vernacular.

			In the wake of these challenges, citizens began to question the central tenets of the Washington Consensus more openly. Could free markets stimulate growth in faltering, deindustrializing regions of a country? Could market forces be relied upon to narrow the income gap and avert environmental crises? Were the trade-offs between globalization and national interest—even sovereignty—worth it? It was a striking failure of the policy intelligentsia that no one seemed able to step forward with a compelling alternative to address these legitimate concerns.

			In the ideological vacuum that followed, the discontent of forgotten communities and the “squeezed” middle class fomented in many Western economies, waiting for an opportunity to mount a revolt. If the Brexit vote was the first tremor, then the election of Donald Trump as the 45th President of the United States was the seismic quake that brought about the final collapse of the Washington Consensus.

			In many ways, the issues that resonated among Trump voters reflected similar issues that had inspired British “Leave” voters on the other side of the Atlantic. Once in office, the Trump administration’s nationalist rhetoric, fiscal profligacy, belligerence toward free trade, and disdain for global institutions were entirely antithetical to the global-policy ethos of the previous three decades.

			In this ironic twist, the two nations that most emphatically advocated for the Washington Consensus have both witnessed their citizens abandon it at the polls.

			The Search for a New Paradigm

			As the violent tremors caused by the collapse of the Washington Consensus continue to ripple outward, and the perception of a Raw Deal festers and grows, citizens in an ever-expanding list of countries have begun to rebel against the systems they believe have abandoned them.

			In the midst of this swelling global rebellion, people have begun to search for new political and economic paradigms to secure a more broadly shared sense of prosperity in the 21st century. Among the many alternatives now battling for ascendency, three models have emerged as the most prominent contenders: populism, state-capitalism, and localism.

			Each of these three models highlights a valuable perspective that has been neglected by the defects and blind spots of the Washington Consensus:

			[image: ]	Populism elevates the perspective of Marginalized Citizens, typically from economically and socially disadvantaged segments of society, who have been overlooked and ignored due to the tendency of the Washington Consensus political doctrine to concentrate wealth and power in the hands of elites.

			[image: ]	State Capitalism responds to a critical flaw in Washington Consensus thinking—the lack of emphasis placed on long-term savings to support investment, particularly as applied to sustainable economic development. This is the perspective of a long-term Development Investor.

			[image: ]	Localism takes the perspective of a Community Builder. The focus is on empowering local communities to create an environment that is highly attractive to residents, businesses, and external investment. This is in stark contrast to the Washington Consensus model, which encourages countries to hurtle toward a frictionless, hyper-globalized world without shoring up the unique capabilities of their own regions.

			During the first phase of my career, I was fortunate to work at several of the world’s vaunted temples of capitalism and become trained in the nuances of Washington Consensus thinking.

			But, during other phases of my life and career, these three additional perspectives—the Marginalized Citizen, the Development Investor, and the Community Builder—have profoundly influenced my worldview and helped me decode the stream of increasingly chaotic social, political, and economic developments unfolding around us.

			Throughout this book, I will use each of these three perspectives as a lens to analyze the challenges that must be solved in the post-Washington Consensus world.

			Marginalized Citizen

			A wave of populism is sweeping across the globe, infecting countries as diverse as the US, Italy, Mexico, Brazil, and the Philippines. It’s no surprise that many of these countries once experimented with the Washington Consensus—a model with a knack for creating a majority out of the marginalized.

			Populist governments, by their very design, tend to affect a posture of concern for marginalized citizens and often promise to be their champions. They vow to fight off the establishment, the elites, and other forces such as globalization and immigration that are to “blame” for the plight of their “victims.” Left-wing populist governments, such as the one in Mexico, prize social justice while attacking capitalism and threatening to expropriate private property. In contrast, their right-wing counterparts in countries such as Brazil, Italy, and the Philippines prioritize such policy goals as nationalism, an aggressive domestic-security stance, and curbing welfare expenditures.

			But populist governments often struggle with longevity, when they don’t invoke outright authoritarianism, because they are inherently divisive themselves. They replace one set of marginalized citizens with another and deploy questionable economic policies that pander to their electoral base rather than generating a broad and genuine prosperity.

			Notwithstanding their shortcomings, the merit of populist governments is to acknowledge the frustrations of the marginalized and give them voice and legitimacy. As the son of an Indian immigrant family that settled in the northwest of England in the late 1970s, I experienced the bitterness of marginalized communities firsthand. Living in various towns in the corridor between Liverpool and Manchester, we fell squarely in an economically challenged part of the country due to Britain’s stark north-south economic divide. Many of my school friends were the children of unemployed parents. Poverty was commonplace, and for some kids, the only meal of the day was the school lunch. For many, it was difficult even to envision a way out. Manchester had once been the world’s biggest producer of textiles and the world’s first industrialized city, while Liverpool had been one of the world’s great seaports. These cities experienced a devastating industrial decline during the late 20th century. And until recently, this region had not seen the arrival of industries to replace the ones that had disappeared.

			My family arrived in Britain at the tail end of the immigrant wave from the Indian subcontinent, the Caribbean, and other Commonwealth countries during the postwar years. In many communities, these immigrants were perceived as a threat to the national identity—the very culture and heritage of Britain. Tensions sometimes ran high, occasionally flaring up into ugly violence, as in the Brixton race riots of 1981.

			One of the early lessons I learned in my life is that acceptance, integration, and the change of social attitudes towards immigrants takes time. Growing up, I remember my parents having to seek out restaurants in an ethnic part of town to enjoy an Indian meal. Today, forty years later, many Brits consider curry chicken to be the national dish. Perhaps thirty years from now, Polish pierogi will be commonplace on the menu of British pubs. Accelerating the integration of migrant groups while ensuring that neither the migrant nor the native groups feel marginalized or repressed is one of the toughest socioeconomic challenges facing the modern world today.

			Drawing on these early experiences, I cultivated a keen eye for the marginalized. Long after the worst years of the Global Financial Crisis had passed, I remember striking up conversations with cab drivers, accountants, corporate managers, and other workers across America only to hear the same stories echoed again and again. Good jobs had become hard to find. Middle-income people were struggling to provide financial security for their families. Healthcare and other required expenditures were rising. The vast swathes of people who felt marginalized were on the rise, and there was a growing sense that the public trust had been betrayed.

			Such stories are not a vague sentiment, but a quantifiable phenomenon. According to the Pew Research Center, trust among Americans in their government is now hovering near historic lows. Recent data shows that only 18 percent of voters trust the federal government in Washington “always” or “most of the time” to do what is right, which is significantly lower than under presidents Clinton or George W. Bush, when Americans’ rate of trust in the federal government fluctuated but was regularly above 30 percent and even in the forties.11

			Other examples of unsustainable marginalization have also caught my eye around the world: idle youth roaming the streets in the sprawling shanty towns of Cairo in the years leading up to the Arab Spring movement of 2011; the jarring gap between the affluence on Ipanema beach and the poverty in the favelas of Rio de Janeiro—especially galling considering the corruption scandals that have been exposed throughout Brazilian government and business since 2014.

			If they had taken the perspective of Marginalized Citizens, politicians would have recognized that the Loss of the Public Trust had become a serious challenge long before it was ultimately exploited by populist movements led by the likes of Donald Trump, Andrés Manuel López Obrador, and Jair Bolsonaro.

			Development Investor

			Many observers—especially those in emerging economies—point to the successes of the state-capitalist model that has evolved in China. It is a hybrid approach that encourages market development in many sectors and gradually opens up the economy to foreign investment. It tends to pool capital locally, encouraging savings of local individuals and firms to meet long-term development needs. On the other hand, the strong hand of the state maintains a powerful grip on the media, academia, and many other aspects of society. This brand of governance also features a state-led, long-term strategy for investing to incubate new industries in a protected environment.

			I became intimately familiar with the state-capitalist model, in which government acts as catalytic “development investor,” as I began the second phase of my career. After leaving the hedge-fund world, I was appointed as the head of strategy and macroeconomics of Mubadala, one of Abu Dhabi’s sovereign-investment companies. Mubadala’s mission is to support Abu Dhabi Vision 2030, a strategic roadmap to diversify the economy away from the production of oil and gas. It’s extraordinary how far Abu Dhabi in particular, and the United Arab Emirates overall, have come on this journey. In the few short decades since the early 1990s, the UAE has invested part of its surplus hydrocarbon-wealth to build the thriving cities of Abu Dhabi and Dubai. Perhaps most famous as a destination for luxury tourism, shopping, and iconic real estate, the Emirates is also a world leader in industries such as logistics, aerospace, and aluminum smelting, many of which were incubated by sovereign-investment vehicles such as Mubadala. Moreover, it is now charting a path to capture significant influence in the technology sector through its $15 billion12 investment in the Softbank Vision Fund.

			Although the success of state capitalism in propelling the development of the UAE and lifting China from poverty to superpower status is undeniable, it may be too early to judge the long-term sustainability of the model. In China, for example, overall economic growth has decelerated in the last few years, debt has risen, and the prosperity enjoyed by China’s eastern coastal regions has yet to spread fully to its central provinces. Moreover, instead of offsetting the slowing pace of economic progress with advances in civil liberties and political participation, President Xi Jinping has set about reversing some of the liberalizing work of set in motion by Deng Xiaoping. In 2018, the Chinese government announced the elimination of the two-term limit on the presidency, in what some China scholars suggest could pave the way toward making Xi “president for life.” In the coming years, the Chinese people’s tolerance for centralized power and curbs on individual freedoms may be severely tested.

			State capitalism is unlikely to find a home in countries where civil liberties and self-expression have a long tradition, or where people value local autonomy over centralized control. However, these countries could make use of the key strength of state capitalism, which is to recognize the shortcomings of markets in making large-scale, early-stage, or long-term investments that are necessary to catalyze economic development, and financially provisioning for public liabilities or future costs to society.

			Some of these future costs are relatively easy to quantify, such as the social-security obligations for an aging population and an under-educated, unhealthy workforce. The same goes for high costs of energy, transportation, and communication if infrastructure is poor. Other future costs, such as damage resulting from climate change or lost output from the lack of innovation, may be more difficult to estimate but are equally threatening. In aggregate, these future costs are usually far beyond the annual fiscal capacity of most countries, which live hand-to-mouth and are barely able to fund their annual public-expenditure obligations.

			Many state-capitalist countries—such as China, the Gulf States, and former Soviet Republics—take a more proactive approach than their market-economy counterparts. State-owned enterprises or investment vehicles are tasked with developing infrastructure, creating social-service enterprises, incubating new innovations and industries, and breathing life into communities. Once the development stages are de-risked, so the thinking goes, it is much easier to attract private capital to take a stake in these projects.

			Long-term state-investment vehicles are not the sole preserve of state-capitalist systems. They have been adopted by liberal democracies such as Canada, Australia, New Zealand, and the Nordic countries. Although their primary purpose has been to invest in financial assets to grow financial wealth for future generations, there is now a trend to increase their allocations for domestic economic-development projects.

			Most countries, however, fail to provision and invest adequately in their economies. For example, in the United Kingdom, the substantial revenue generated from North Sea oil wealth since the 1980s was largely squandered, whereas Norway managed to build up sovereign funds worth approximately $1 trillion from its North Sea reserves. As we will explore later in the book, perhaps with smarter provisioning and investment, the UK government could have saved more of its natural-resource surplus and deployed it to address the economic blight affecting many regions of the country.

			Taking the perspective of a long-term Development Investor, the Failure to Provision and Invest in long-term economic development and in addressing public liabilities is a significant challenge facing most countries.

			Community Builder

			Localism advocates devolving greater powers to communities and empowering them to take control of their destinies. Successful community builders understand that this model relies on creating an attractive environment that draws in talent, businesses, and outside investment. Rising cities and clusters, such as Pittsburgh in the US and Copenhagen in Denmark, epitomize this trend. Each one has built or rejuvenated a community to create a magnetic hub for business and cultural life.

			In the last few years, I have turned the attention of my own advisory firm towards helping local and regional authorities around the world to develop strategies for attracting more businesses and investors into their communities.

			From the perspective of the community-builder, I have learned the importance of catering to the needs of many different stakeholders. For local residents, what matters most is the availability of jobs and the quality of life on offer to individuals and their families. People seek a location with multiple employment options, high quality and reasonably priced housing, a clean environment with recreational spaces and cultural venues, good schools, and affordable healthcare.

			Employers, on the other hand, value a business-friendly environment, good transport and communication infrastructure, as well as universities and vocational colleges that can supply a steady stream of trained workers and offer partnerships in research and development.

			To build such attractive destinations requires strong local governance that is empowered to raise funds from local taxes and make critical investment decisions. Local authorities must also develop strong capabilities in urban planning and forging close partnerships with the private sector and civil-society organizations.

			Of course, localism is not without its challenges. Thriving communities can become victims of their own success. As they’ve become over-concentrated, early success stories such as San Francisco, Boston, and Singapore are now grappling with problems of congestion, pollution, and lack of affordability. Escalating land and property prices are generating higher rents for owners, but those rents are driving out workers and smaller businesses to suburbs, satellite towns, or other locations entirely. This economic “sorting” can become a trigger for the sentiments of marginalization—and, ultimately, for the kind of populism that was discussed earlier in this chapter.

			On the other hand, localities can get sucked into a “race to the bottom” as they compete with each other to lure in business activity with inducements such as tax breaks. In a recent example, New York State and City governments were reported to have offered an estimated $3 billion package of tax breaks to Amazon13 to locate its second headquarters in Long Island City, Queens. If Amazon had not withdrawn from the deal, it may have ended up as a case of the “winner’s curse” for the local government.

			Localism should not be confused with isolationism. Unlike isolationists, community builders thrive on connectivity. They promote transportation, communication, and social networks that enable linkages to customers and suppliers, and they make great efforts to nourish their locality with ideas, people, and capital from around the world. In a globalizing world, where industries are at risk of shifting to new locations with lower costs or superior skills, community builders believe that a region’s best defense against competition is investment that builds up the area’s capabilities.

			But while advocates of localism accept open economies, they resist forces that remove their ability to make optimal decisions for their local needs. Loss of national sovereignty on matters such as lending rates, currency, taxation, working conditions, or product standards can be very problematic for the prospects of local communities.

			Many communities have been seriously harmed by excessive moves towards global integration at the national level. Perhaps the most salient example of the phenomenon is the eurozone. In the wake of the financial crisis, the debts of some eurozone countries—notably Portugal, Ireland, Greece, and Spain, which are often referred to by the derogatory acronym “PIGS”—spiraled out of control as governments rushed to prop up failing banks that had overextended themselves during the boom years. The resulting austerity policies imposed upon these countries illustrate how attempts at economic integration can also lead to a loss of local autonomy.

			The country that has suffered the most pain is Greece, which now finds itself in a terrible debt-trap. Because it is part of the eurozone, Greece cannot loosen its monetary policy by cutting interest rates to stimulate growth. Moreover, the “troika” of supranational organizations, consisting of the European Commission (EC), the International Monetary Fund (IMF), and the European Central Bank (ECB), urged Greece to cut public spending and increase taxes in return for a bailout.

			Prime Minister Alexis Tsipras called a referendum in June 2015 to decide whether to accept the austerity measures. The “No” vote won with a resounding 61 percent popular support. Yet seven days later, with long lines at ATMs, businesses hemorrhaging money, and the threat of even greater austerity to compensate for the crisis caused by the referendum, Prime Minister Tsipras signed the very deal he had publicly railed against.

			Ominously, the democratic prerogative of the Greek people was ignored so that the country could remain a part of the eurozone project. Greeks rightly feel they have lost control over their own policymaking authority and national sovereignty. Worse still, the austerity policy turned Greece into an economic disaster. It reduced Greek economic demand and caused unemployment to shoot up to 25 percent in 2015—higher than the US during the Great Depression.14 Only now is Greece crawling out of its economic tragedy,15 but unemployment is still at around 18 percent.16

			Taking the perspective of a Community Builder, I have come to understand the problem of Communities Forgotten in the Rush to Globalize.

			A New Vision for Prosperity in the 21st Century

			This book will outline a new vision for prosperity in the 21st century, by offering ideas to solve the problems that make up the Raw Deal. I have organized the roadmap of potential solutions under three themes:

			[image: ]	Advancing Inclusive Governance to win back the public trust.

			[image: ]	Investing With Purpose to address the long-term Sustainable Development Challenge.

			[image: ]	Empowering Local Communities to become innovative, connected, entrepreneurial (ICE) hubs in a globalizing world.

			Under each theme, there are various political, regulatory, technological, and investment prescriptions. While these are all important considerations, positive change will require each of us, as citizens, to make good choices.

			As citizens, each of us holds a portfolio of roles in society—as voters, parents, school principals, public officials, judges, union representatives, employees, consumers, investors, board members, bloggers, journalists, and the list goes on.

			Each role endows us with the power to express our values, influence others, and shape the future. The personal choices we make about how we educate our children, what products we buy, the jobs we choose to take, and the companies we support with our investment all leave a lasting imprint. For better or worse, our choices profoundly affect important outcomes such as the civic engagement of our youth, the social responsibility of businesses, and the sustainable stewardship of the environment.

			The more we act with consistent authenticity across all our roles in society, the greater our personal impact. In this book, I will share many inspiring stories of citizens who are infusing a common purpose into all their endeavors. We will meet students who are turning away from “traditional” high-paying careers to launch social enterprises that solve problems they deeply care about. We will see how the leaders of many faith-based organizations are making the conscientious move to remove hydrocarbon stocks from their investment portfolios. We will also encounter city mayors who are enacting sustainable policies in their local community—even when national government remains too paralyzed to act.

			When bold citizens make principled choices and generate prosperity from purpose, they inspire followers. And with the collective support of a population, large-scale change becomes possible.

			Throughout this book, I will endeavor to distill how people can think about key choices in order to make a positive difference—a Citizen’s Guide, if you will.

			Advancing Inclusive Governance

			Part I of this book focuses on Advancing Inclusive Governance to win back the public trust. In chapter 2, I begin by recounting the various factors that led to what I refer to as the Great Trust Crisis—the low point in social capital that we are experiencing today.

			As I argue in chapter 3, a critical first step in restoring their diminished legitimacy is for governments to repair frayed social contracts. Too often in the past, policies have been skewed to favor one segment of the population over another, or to achieve a short-term benefit at the expense of a much larger longer-term cost. These Faustian bargains have come home to roost in the form of masses of marginalized citizens. New accords must be made that bring together all segments of the citizenry under a common vision of the future—and a cohesive social contract.

			Chapter 4 calls for inclusive governance—a system of laws, institutions, and culture that promotes political participation, civil liberties, and socioeconomic mobility for the entire population, and which is resilient to “capture” by a ruler or special interests. It is the critical framework for upholding cohesive social contracts and reversing divisive ones.

			Investing With Purpose

			Part II of the book explores a collaborative model of long-term investing to meet the world’s sustainable-development priorities, which I refer to as Investing With Purpose.

			In chapter 5, I begin by outlining the key elements of the Sustainable Development Challenge—a broad set of long-term investments across both developed and developing economies that aims to graduate millions of people from poverty to opportunity, adapt infrastructure and industry to be more environmentally sustainable, and nurture human creativity and innovation.

			The next three chapters deep-dive into each of these topics in detail. Chapter 6 explores the key principles for combating poverty and providing social services and infrastructure that increase socioeconomic mobility. Chapter 7 looks at the urgent initiatives required to avert environmental catastrophe: decarbonizing infrastructure and industry, managing the use of water, which is fast becoming a scarce resource, and reducing waste through a circular economy. In each case, I will focus on how emerging solutions can be scaled up rapidly to achieve the impact required. In chapter 8, I discuss the impact of intelligent machines on the automation of many forms of work that are currently the preserve of humans. We will need to move towards a lifelong model of human development so that workers displaced by automation can be quickly re-skilled and redeployed into emergent areas of well-paid, cutting-edge work.

			To conclude part II, we examine the total magnitude of the investments required by the Sustainable Development Challenge and how it can be funded. In chapter 9, I will show that the scale of challenge is too vast for most countries to fund either by increasing taxes or by using other public monies. Instead, it will be essential for governments to partner with the private sector to co-invest in long-term development projects that generate socioeconomic impact as well as a healthy financial return. Increasingly, private investors are also looking to deploy their capital into sustainable investments such as direct-impact projects, stocks of companies that meet high corporate-responsibility standards, and green bonds. This growing movement—if properly harnessed through reliable frameworks and standards to ensure that well-meaning capital achieves its intended impact—could prove to be the tipping point to a sustainable future.

			Empowering Local Communities

			Part III of the book looks at Empowering Local Communities in a globally connected world.

			It has become apparent that the globalization wave spanning the past thirty years has pulled millions of workers in the emerging world into the middle-class; it has increased the profits of multi-national corporations, and it has helped to reduce the cost of goods and services everywhere. However, it has also contributed to stagnating wages of middle-class workers in many developed countries. As a reaction to the gap in the fortunes of the “winners” and “losers” of the current globalization paradigm, the debate over global economic integration versus local sovereignty has reached fever pitch.

			Chapter 10 calls for the devolution of decision-making on issues of economic development and public finances to local communities, since they are best placed to carve out an economic niche that plays to their unique set of assets and competitive advantages. Local governance is also more likely to forge close partnerships between the public and private sector to co-develop ICE hubs, which will be magnets for talent, capital, and ideas. As I mentioned earlier, this model has already proven effective in many towns and cities around the world and deserves to be extended more broadly.

			Chapter 11 argues that in the coming decades, as China, India, and some other large, emerging-market countries catch up economically with North America, the EU, and developed Asia, there will be a greater convergence of interests among a much-enlarged group of countries on key issues such as digital trade, labor standards, intellectual property, sustainable investing, and reduction in carbon emissions to mitigate climate change. The opportunity to upgrade global rules so that they support and connect local economic dynamos should not be missed.

			The three parts of this book, taken together, provide a practical roadmap for achieving social and economic prosperity in the 21st century.

			In my view, there could hardly be a more important topic for dialogue, given the state of the world today. As the father of two young children, it is painful for me at times to reflect on the state of our planet and its grim trajectory. It is easy to become discouraged and imagine my children growing up in a culture of deep mistrust between people, government, and business; a world of inequality where privilege triumphs over meritocracy; an era of growing censorship and repression; perhaps even a dystopian future of environmental catastrophe and a disastrous repetition of the 20th century’s global wars.

			It is imperative that we avoid such a tragic outcome. Accordingly, the concluding chapter is set out as a “Citizen’s Guide,” pulling together the suggestions made throughout the book that empower citizens to shape a prosperous future through the myriad of roles they hold in society.

			
		


		
			PART I


			INCLUSIVE GOVERNANCE


		


		
			CHAPTER 2


			THE GREAT TRUST CRISIS


			Generational Blues or Existential Crisis?

			On a chilly spring evening in 2018, I found myself walking to the Flower Shop, a curiously named restaurant in New York City’s East Village, to meet with three young college students who were all driving impressive social initiatives. The students had been selected as Dalai Lama Fellows, a program in the University of Virginia’s Contemplative Sciences Center, dedicated to nurturing young leaders in solving global challenges through the discipline of mindfulness.

			In all honesty, I felt a little intimidated by them. Most of my college and graduate-school years had been spent between the books and the pubs—with my primary focus being getting ahead academically and professionally. In those days, I spent very little time outside the blinders of my own personal ambition, wondering how to make a meaningful social contribution. Now, here I was with a group of bright and well-informed students who had each made a ninety-degree turn from the rat race, and who were already devoting a great deal of their energy and time to making the world a better place.

			Over appetizers we made our introductions, and then my new friends began to share stories about their experiences. R.J. Khalaf, a Palestinian-American sophomore at NYU, had founded LEAD Palestine, an NGO focused on providing summer programs on English and leadership to adolescent children in Palestinian refugee camps. Azza Cohen, a Jewish-American film student from Princeton, told me about her life-changing experiences working in a legal-aid clinic in Varanasi, which helped victims of human trafficking take action against their captors. She had made a documentary—Specks of Dust: A Better World—giving voice to children born into the sex trade, in order to raise awareness of the stigma and discrimination they face. And Hannah Dehradunwala, a Pakistani-American from Columbia University, who was running a social enterprise called Transfernation that used a digital app to ferry leftover food from the bounteous catering at Manhattan professional service firms to shelters in the surrounding boroughs; the tax relief the donating organizations received paid for the distribution costs—and then some!

			Ultimately, my intimidation gave way to sheer admiration—and I felt compelled to ask the question every fan would want to ask their idol: What motivated you to take on these impossible challenges? The conversation, which had been very upbeat and lively to this point, suddenly took on a more somber tone. The students took turns trying to crystallize the driving force behind their labors, until one simple comment struck a resonant note: “We don’t fit!”

			Being confident and popular students, they weren’t referring to a lack of social acceptance by their peers. What didn’t “fit” was the disconnect between their profound sense of social purpose and how they saw the social fabric unraveling in the world around them. As firm believers in tolerance, they sympathized with the millions living under repression or persecution in places like Syria, China, and Venezuela. As guardians of truth, they balked at the bias and sheer misinformation they saw in the media. As champions of opportunity, they were appalled by the unconscionable inequality they encountered every day in and around New York City. And as environmentally concerned citizens, they were alarmed at the lack of action being taken to avert a climate and environmental crisis.

			A central thread running through their discontent was a deep disappointment in political leadership and a jaded distrust of institutions. They found little inspiration in the fractious rhetoric from the recent crop of populist leaders such as Trump, Orbán, and Duterte. But the “establishment” had also proven itself to be thoroughly corrupt. In Brazil, President Dilma Rousseff had been impeached in 2015 on criminal budget-misconduct charges. Just two years later, in 2017, the president of South Korea, Park Geun-hye, was also impeached on charges stemming from allegations of abuse of power and influence peddling.

			The students’ trust in large corporations was also in short supply. Volkswagen’s wholly false claims about the emission levels in their cars had been a particularly shocking revelation. The Volkswagen fraud put into doubt every piece of “scientific” data used to persuade consumers to buy a product. It’s not unreasonable to wonder: Can any of us really trust the safety of our shampoo, our medication, or even our food supply? Moreover, in the wake of recent social-media scandals involving the leakage of personal data to third parties for use in micro-targeting political campaigns, the students already knew that tech companies could not be trusted with their private information.

			My companions clearly felt let down. They felt that their voices were not being heard. They felt marginalized. Without a clear channel to express their views, or a reliable mechanism to work within the system, they now felt compelled to take matters into their own hands to make a difference.

			As I left the restaurant, I began to reflect on the bind my new friends found themselves in. Were they simply suffering from a case of generational blues—the angst that each cohort of young people must navigate as a rite of passage—or did their creeping sense of not “fitting in” have a more ominous cause?

			Social Capital and the Three Freedoms

			The Malady of Social Capital

			When I think about the bright young university students I first encountered in the East Village, I can’t help but wonder if they were suffering from a more serious malady than the age-old dance of each new generation finding its place in the world. They instinctively understood that there’s much more to prosperity than financial and material well-being, valuing the importance of human dignity and fulfillment, a clean environment, and a strong social fabric to secure the long-term well-being of fellow citizens. Yet they were genuinely troubled by the vision of a world besieged by the serious challenges looming ahead.

			These young people weren’t underprivileged. In fact, quite the opposite. They were excellent students at elite universities looking ahead to a future filled with promises and opportunities. They were ideally positioned for rapid advancement and success in the wealthiest and most technologically advanced society the world has ever known. So, what was missing from their lives?

			One data point that might help to explain this seeming paradox is a recent study from Edelman, the global-powerhouse PR firm. Each year, Edelman conducts a survey on the levels of public trust in various types of institutions. According to the Edelman data, 2016 saw a record plunge in public trust. The study observed declines in twenty-one out of the twenty-eight countries surveyed. Trust fell in every type of institution measured—government, the media, business, and NGOs—and these trust scores have picked up slightly at the time of writing, three years on. But the majority of populations are still distrustful of their country’s institutions.1

			So how does the concept of trust relate to the future lives and careers of my young friends? Let’s turn for a moment and take a look at the way most of us think about our own professional and financial futures. We are all familiar with idea of capital. In finance and economics, we use this word to describe certain types of assets. It may refer to financial assets such as money, stocks, and bonds held in a brokerage account, or real assets such as land and real estate. In a business, capital may refer to tangible assets such as buildings, computers, plant equipment, and heavy machinery. But capital could also refer to intangible assets such as a brands or intellectual property. These “hard” types of capital show up on the balance sheets and income statements that accountants prepare for companies, individuals, and governments. To a greater or lesser extent, the pursuit of these forms of capital motivates much of our daily thinking.

			But what if, in order to understand the plight that my student friends faced, we need to expand our definition of what capital is? What if the traditional notions of capital don’t adequately describe the choices our students were making?

			If my student friends wanted to acquire financial capital as cash paid out in salary and bonuses, they might aspire to go to work at a tech giant like Google, a prestigious law firm, or at an investment bank like Goldman Sachs. But that was not their calling. To understand what motivated their decisions—what they truly valued—we need to broaden the idea of capital to express the needs and desires the students felt.

			A model that can help us to do this has been developed by the Forum for the Future, which views prosperity as the balance of Five Capitals: manufactured capital, financial capital, social capital, human capital, and natural capital.2

			Economists will instinctively react to a framework like this by asserting that all Five Capitals could, in some way, be translated into the terms of financial capital. This is certainly true of manufactured capital, which includes intellectual property. They might point out that natural capital can be “priced” for key commodities such as oil, metals, water, and maybe even carbon. Human capital can be expressed as a wage, they might say. And maybe social capital could be linked to costs incurred—for example, in social services—to unlock additional economic output. There is some validity to such statements, and I would certainly encourage improvements in the discipline of financial accounting as applied to these “softer” forms of capital.

			But the truth is that narrow financial metrics can barely keep up with pricing basic commodities such as water, common pollutants, and carbon—let alone placing a value on the rich biodiversity of the planet. A wage does little to measure the true value of individual human potential. And what value do we put on social capital when the outcome from its depletion is civil unrest and conflict? But it is precisely these values—as represented by natural, human, and social capital—that profoundly motivated my student friends. And with good reason. Across the broad sweep of human history, what all successful civilizations have had in common is their ability to maintain high levels of all Five Capitals.

			In acknowledgement that our standard financial and economic metrics are wholly inadequate for capturing the important values embedded in the Five Capitals, many commentators and international agencies have written about additional measures that should help steer our action.

			The UN has been at the forefront of efforts to expand our measurement of prosperity. The UN Environment Programme, for example, leads the Inclusive Wealth Index, which aggregates scores for produced capital, natural capital, and human capital for 140 countries. And the UN’s “17 Sustainable Development Goals” (SDGs) have identified 165 targets that they believe are essential to securing a sustainable future.

			Although these efforts are laudable contributions—and the SDGs represent a landmark achievement in global alignment to drive positive action—I believe most people would benefit from a more compact set of considerations, accompanied by a small set of indicators, to help guide their choices and actions. To that end, this book endeavors to offer a simple Citizen’s Guide that I believe is much needed to help us shape a prosperous 21st century.

			But where to start? Taking a cue from my young friends, the most palpable deficit they felt was “trust in the system,” stemming from the erosion of social capital all around them. Indeed, among the Five Capitals, I believe that social capital—the true metric of which is trust—has a special role because it provides the unifying force that holds a society together. The greatest civilizations all managed to build up the Five Capitals, but those that endured stand apart because they were able to regenerate their social capital. Moreover, the ultimate demise of these great civilizations can usually be traced back to the moment when their accumulated social capital eventually began to crumble. Let’s take a brief look at one prominent example from history.

			Enduring Empire

			The British Empire’s inclusive political governance, social meritocracy, and highly developed public administration—which were all highly advanced for their time—helped to create a high level of social capital for British citizens and allowed their country to hover at the apex of global power for nearly 200 years.

			The extraordinary ascent and enduring power of the British Empire has captivated historians for generations—and for good reason. At its peak, Britain’s dominance in industrial power and naval might allowed it to rule an extraordinary 25 percent of the world’s landmass. Understanding just how this came to pass requires a brief look into the history of Britain’s rise to supremacy.

			After the English Civil War ended in 1651, a new locus of power emerged outside the monarchy and nobility. Parliament consummated a more inclusive form of national governance by passing the Bill of Rights, which greatly expanded its own powers as a collective of elected representatives and limited those of the king. Over the following century, other segments of society—agricultural combines, newspaper barons, factory owners, traders, and the military—began to thrive in this environment of expanding freedom. Innovation and entrepreneurship blossomed, ultimately sparking the Industrial Revolution in its wake.

			In order to hold together such a vast and flourishing empire, Britain required considerable administrative sophistication and expertise. The demand for such administration became not just a cost for Britain, but also an opportunity—one that relied on the collective social capital of British citizens. By extending its civil service institutions in each of its colonies, and by populating them with local staff and ruling indirectly through local elites, Britain was able to run the empire with around 40,0003 British civil servants in the UK by the turn of the 20th century.

			Similarly, at home in Britain, the British Empire responded to the massive social disruption that had been caused by the Industrial Revolution with brilliant innovations in the public services that the state provided to its citizens. During the Victorian Era (1837–1901), Britain’s population almost doubled from 25.5 million to 41 million. Simultaneously, the proportion of Britons living in cities rose dramatically from approximately one third in the early 1800s to nearly 80 percent by 1911.

			During this wave of urbanization, cities in Britain became overcrowded and squalid due to a shortage of affordable housing, clean water, sanitation services, and public-health facilities. Working conditions were harsh, and child labor was ubiquitous. In the framework of the Five Capitals, we might say that the turmoil created by the rise of manufactured capital threatened to ravage the nation’s social capital.

			However, throughout the 19th century, Britain addressed this looming crisis by continuously improving the social infrastructure of British society. The proportion of children in Britain who received some schooling increased from 20 percent to 50 percent, a police force was created to enforce law and order, tolerable standards of labor were introduced, and many charities sprung up to offer health services. By 1911, Britain had introduced limited national-health benefits and unemployment insurance as the green shoots of the social-welfare model grew in scope. In 1900, the Labour Party was established to further advance the cause of the working class of Britain, and it greatly expanded the welfare state upon reaching government a few short years later in 1924.

			But as the rest of the world caught up in its standards of social welfare, the empire’s moral inconsistencies led to its ultimate demise. The British Empire was meritocratic only for a relatively small proportion of its subjects. While the growing class of merchants and tradesman could find opportunity in Britain’s imperial trade and industry, there was still relatively little mobility between Britain’s social classes. Furthermore, the vast majority of subjects in the colonies were systematically discriminated against and regarded by the empire as second-class citizens.

			Over the next several decades, the empire disintegrated, as it became clear Britain no longer had the moral authority to rule over its colonial subjects. At root was the fact that the empire was extractive. Take India—evidence suggests its per capita income declined by 8 percent over the period 1757–1947, compared with a 300 percent increase in the UK. Now, it’s possible this could have been due to poor levels of productivity in India and excellent levels in the UK. While this undoubtedly played a large part, research by Utsa Patnaik suggests that Britain used about a third of the revenues it gained from taxing Indians in order to pay for goods produced in India for British consumption. 4

			After a major revolt against British rule in 1857, the British government took direct control over governing India from the East India Company. Although Britain did consult with the Indian population more than before—for example, by including Indians in the Legislative Assembly—the mutiny became a turning point for the rise of Indian self-determination. Similar movements rose up in Britain’s other colonies, especially after colonial subjects fought for the empire in World War I, yet still were not rewarded with the dignity of self-determination.

			In many ways, the British Empire provides an excellent example of how successful civilizations are innovators in creating new forms of social capital—one that is still relevant and resonant today. It demonstrates how social capital must be dynamic and continuously evolve to higher standards in order to sustain a healthy society. But it also offers a warning from the past about how societies can lose their way and diminish in stature when their stores of social capital are not replenished and updated.

			The Three Freedoms

			The history of the British Empire provides an interesting case-study to think about the workings of social capital. But how can we put a little more definition on what social capital is and how it can be measured?

			To understand social capital, let’s start by thinking about the fundamental relationship between the rulers of a society and the citizens they govern. Citizens consent to being governed by their rulers, and in exchange, they put their trust in the ruling establishment to provide the broadest possible scope of freedom. If this trust is perceived to have been breached, and the adequate freedoms are not provided, citizens will agitate to change their rulers—either through an orderly, pre-defined process or by more disruptive and even violent means.

			I believe that it is helpful to think of social capital as the strength of the relationship between rulers and the citizens they govern. In turn, the strength of this relationship is reflected in the trust that binds rulers and citizens, as well as different parts of a society, together. This is why I view trust as an insightful metric of social capital. And since it is a metric that we have been measuring for many years—albeit with crude tools such as surveys—it does provide an important barometer of social cohesion.

			Unfortunately, most countries are distrustful of their institutions, indicating that social capital has been depleted around the world because rulers are not delivering the level of freedom that their citizens expect. In other words, we are in the depths of the Great Trust Crisis.

			In order to lift ourselves out of this crisis, we must now probe deeper into what social capital consists of, so that we can gather clues for restoring its depleted levels. A good place to start in addressing this challenge is to consider the critical commodity that citizens are exchanging in return for their consent to be governed: freedom.

			But since freedom itself is a dynamic concept, it is important to take a moment to define the term. Our notion of freedom has evolved—and expanded—over the centuries, and we rightly expect much more today than in past centuries. Some of our earliest ideas about freedom come from religious teachings. In Christianity, Jesus says that the truth will set us free—that is, repenting our sins and following his teachings will lead to spiritual freedom. The theme of righteous actions leading to salvation—freedom from suffering—seems to be a common theme among religions. Many religions go into detail on other aspects of liberty. Islam speaks of the liberties of “life, religion, reason, property, and lineage.” Confucius paints freedom as a state of stable, unified, and enduring social harmony—a state that only arises if rulers concern themselves with justice and compassion for their subjects, if rank is conferred based on merit, and if people treat others as they would wish to be treated.

			In Western philosophical thought, freedom had narrow beginnings. Hobbes’s Leviathan, written during the English Civil War (1642–51), called for an absolute monarchy to keep control of the forces of human anarchy. Hobbes argued that the constraints on individual liberty were worth “keeping the peace,” that is, freedom from violence. In the 18th century, Adam Smith espoused the benefits of free trade and railed against the rigging of markets by businesses and governments. He also argued for public goods such as universal education.

			By the 19th century, J.S. Mill encouraged utilitarianism—maximizing happiness and well-being for all members of society—and government action only where necessary, such as ensuring public security or intervening in times of recession to prevent extreme social hardship. From the 1850s, the freedom to participate in the political process became a focal point as the right to vote was extended to progressively broader segments of society.

			The 20th century also saw significant improvements in human rights and the alleviation of poverty. Friedrich Hayek and Joseph Schumpeter made the powerful case for markets to be as free as possible. And gradually freedom came to encompass the welfare state, which provided citizens with education, healthcare and other public services necessary to achieve their full potential.

			In recent decades, we’ve been inundated with a host of new indices for measuring freedom. Freedom House, the US-based NGO, measures twenty-five variables, including freedom of the press, religious liberty, rule of law, right to form and join political parties, and electoral transparency, among others. The World Bank’s Social Progress Index is more socioeconomic in scope and measures a society’s ability to combat poverty and meet citizens’ basic welfare needs. The Economist Intelligence Unit’s Democracy Index, by contrast, focuses more on democratic institutions, political culture, and civil liberties.

			Within this plethora of indices, I find no single satisfactory standard that holistically captures our modern-day expectations for freedom. However, when we zoom out from the chatter and skim along the high-water marks of human liberty, I believe that modern societies aspire to freedom in three basic categories: political participation, civil liberties and socioeconomic mobility. Let me summarize what I mean by these terms:

			[image: ]	Political participation: Political participation offers every citizen the right to engage equally in choosing their rulers. There is space for differing opinions and ideas and a political culture that fosters constructive dialogue and respectful conduct. An independent media, committed to accurate reporting, enables citizens to make well-informed decisions in free and fair elections. Adequate powers are devolved to local communities to afford them control over local resources and policies to shape their own economic-development pathway.

			[image: ]	Civil liberties: Civil liberties, upheld by the impartial rule of law, protect a citizen’s basic human rights and render all people equal before the law. Citizens also enjoy freedom of expression and beliefs based on access to truthful information, associational and organizational rights, and the right to own property. An effective security apparatus is maintained to enforce the rule of law, but it does so without infringing on the rights of innocent citizens.

			[image: ]	Socioeconomic mobility: Socioeconomic mobility is the provision of equal opportunities for individuals to advance materially and socially, regardless of their beginnings in life. All segments of society are equally active in the workforce, and advancement is based on merit. Competitive markets are preserved by the active curtailment of monopolies and rent seeking, while innovation is strongly incentivized and supported. Moderate levels of economic inequality are accepted to motivate hard work, but high-quality public goods and services—such as education, healthcare, childcare, infrastructure, and protections for vulnerable social groups in society—are readily available to all. Meanwhile, robust financial provisions are put in place to cover the society’s long-term investment priorities.

			Modern societies must provide all of these freedoms to maintain high levels of social capital and thereby achieve sustainable prosperity. When the citizenry, or marginalized segments within it, no longer believe that they are receiving these freedoms from their governments, a crisis in trust results.

			In the remainder of this chapter, I will look at how these three freedoms have been eroded globally over the last few decades, leading to the Great Trust Crisis.

			Freedom in Retreat

			By all the metrics and indices mentioned so far, freedoms have been in retreat over the last few decades, and this has only intensified since the Global Financial Crisis.

			The Rise of “Strongman” Rulers

			Let’s first look at the retreat of the first of the three freedoms: political participation. 

			As my young friends look ahead toward an uncertain future, and we sort through the complexities of the present, are there clues from the past that might help us untangle what has caused our current crisis of trust?

			In 1991, Samuel Huntington released his seminal book The Third Wave: Democratization in the Late Twentieth Century. His work drew attention to the unprecedented increase in political freedom that had occurred during the preceding 150 years. Huntington laid out a model that showed freedom surging in three successive waves of democratization: the first took place between 1828 and 1926 with the granting of suffrage to the majority of citizens in Western countries (women much later than men); a second wave occurred after Allied victory in World War II, up until 1962; and the final wave started with the Carnation Revolution in Portugal in 1974 and sped up with the collapse of communism after 1989.5 Since the period starting just before 1850, the number of democracies in the world exploded from just three to almost ninety by 2000, as reported by the Center for Systemic Peace (see Figure 1-1). This seemingly inexorable trend led many to speculate that we were riding a one-way train to full democratization across the world.

			Figure 1-1: Global Trends in Governance (1800–2016)
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			Source: Center for Systemic Peace6

			For example, the prominent hedge-fund Renaissance Capital observed that once a country reaches the $10,000 income level, as measured in per capita purchasing-power terms, it would become an “immortal” democracy—meaning that the nation would remain a democracy in perpetuity.7 And Francis Fukuyama famously predicted the “end of history”—a final victory of liberal democracy over all other political models—based on the success democracy experienced during the 20th century in pushing aside rival totalitarian political systems, such as communism, socialism, and fascism.

			These predictions—which took the successes of the last 150 years and projected them forward indefinitely into the future—now seem premature. Since the mid-2000s, the number of democracies in the world has declined while the number of autocracies has increased.8 Meanwhile, the charitable organization Freedom House has reported a global decline in political and civil rights every year since 2006. Specifically, according to the 2018 report,9 political participation is declining because of the rise of populism perpetrated by strongman leaders. These strongmen operate in radically different environments: some in weak democracies, others in autocratic states, while others have penetrated the heart of liberal democracies. Critically, wherever strongmen operate, they follow a remarkably similar script—one that stifles the democratic process and weakens its core institutions.

			Vladimir Putin, the Russian President, is perhaps the most notable example of this strain of modern strongman leader. Let’s take a closer look at his playbook—one that many others have emulated. The first strategy is the rise to power on a platform that promises to “right perceived wrongs” for marginalized groups of citizens.

			Before Putin came to power in the year 2000, Russia had experienced a decade of humiliation. In the wake of the breakup of the Soviet Union, Russia had lost its empire, its GDP had declined by 30 percent between 1991 and 1998, and much of its economy had been siphoned off to oligarchs during Boris Yeltsin’s botched privatizations of state-owned enterprises. Within a decade, Russia had plunged from being a superpower to the brink of a failed state.

			Strongmen thrive in such environments. They champion the marginalized and position themselves as a savior from outside the establishment. In Russia’s case, the marginalized group was the broad population of the country, who had suffered while the oligarchs enriched themselves. Putin positioned himself as a traditionalist with economically liberal views, while distancing himself from Yeltsin’s legacy. He publicly stated that he regarded the disintegration of the Soviet Union as a “geopolitical catastrophe” and was scathing of the oligarchic elites who had brought on Russia’s decline.

			Populist strongmen often notch up early successes by addressing the drivers of popular discontent that propelled them into power in the first place. For example, Putin set to work with bold policy actions such as renationalizing many of the companies that Yeltsin had privatized during his spell as prime minister. Yukos Oil was a notable example. By renationalizing many of Yukos' assets, Putin demonstrated his own political strength by wresting back control from one of the country’s most powerful oligarchs. Putin also reversed some of the lawlessness of the Yeltsin years and put into place several sound macroeconomic policies such as keeping public spending low and creating financial buffers in case of harder times.10

			Greatly aided by rising oil and gas prices, Russia’s average annual real GDP growth was 6.9 percent during the period between 2000 and 2008, and the average purchasing power of Russian citizens more than doubled to US $21,600. Putin used the economic windfall to solidify his base of supporters by splashing out on pensioners and increasing military spending. But perhaps most importantly, he won broad support among the populace by restoring some measure of national pride.

			In order to build up their own stature, strongmen rulers deploy a second strategy to galvanize support from their populaces. They begin to craft a national narrative and paint those who deviate from it as “public enemies.” In Putin’s case, the narrative was centered on Russia once again regaining its position as a great global power. Over time, the conveyor belt of “public enemies” he put forward to the Russian people have included: Chechen terrorists; “extremist” opposition voices at home; the expansionist ambitions of NATO and the European Union; and the United States. In the national narrative, each has been portrayed as stirring up trouble in the former lands of the Soviet Union.

			Putin appears to have systematically neutered opposition voices via intimidation and criminalization. For example, the prominent critic Boris Nemtsov, once a senior member of Yeltsin’s government, was arrested multiple times for attending protests against Putin’s rule. He was assassinated in Moscow in 2015. Another significant critic of Putin, the lawyer and anti-corruption activist Alexei Navalny, has been arrested numerous times, including twice for embezzlement. He was barred from standing against Putin in the 2018 election on the basis of a criminal conviction, which insulated Putin from his most significant opponent in the election.

			Control of the media is essential to promulgate Putin’s narrative, elevate the strongman’s personal image, and demonize the public enemies. After Chechen terrorists sieged Moscow’s Dubrovka Theater in 2002, leading to the death of 150 hostages, Putin was furious at television coverage by one of Russia’s major TV networks for what he said was “publicity on blood.” He moved swiftly to replace its management, and by 2003 Putin had closed Russia’s last independent TV station.

			Thereafter, Putin ramped up his nationalist rhetoric. By the late 2000s, television stations were saturated with coverage of Putin, emphasizing him as the guarantor of Russia’s social and political order and chief problem-solver. The regime destroyed faith in alternative narratives, smearing anti-Putin protestors, political activists, and NGOs. He would later fall out with Russia’s liberals, who had been among his strongest supporters early in his rule and had praised his economic liberalism. However, when this group turned on Putin, protesting alleged electoral fraud in the 2011 parliamentary elections, he expanded the legal scope of the security services to include cracking down on “extremism”—a vague term designed to ensnarl opponents.

			Strongmen also thrive by painting themselves as protectors against foreign adversaries, who are portrayed as saboteurs of the national narrative or oppressors of “countrymen” in neighboring states. Putin has used this strategy on several occasions. In 2008, Putin intervened to support the pro-Russian breakaway regions of South Ossetia and Abkhazia in Georgia. In 2014, Russia attacked the Ukraine on the grounds of aiding ethnic Russians in Crimea and the Eastern Ukrainian oblasts of Donetsk and Luhansk. Putin’s propaganda machine went into overdrive after the Ukrainian invasion. Russian TV news barely covered anything else, projecting an image of Russia as a strong and capable nation that could protect its interests without asking permission from the West.

			As their power grows, strongmen rulers use their third strategy—securing power by changing the institutions of governance. In 2004, Putin began this process by abolishing elections for regional governors and conferring the power to select them directly to himself. He also cracked down more overtly on the opposition. Those deemed a serious threat were simply not allowed to register in elections, with the Kremlin’s powerful Presidential Administration body from 2007 demanding previously independent parties submit electoral party lists to the Kremlin before elections.11

			While Russia’s courts have been politicized since Soviet times, Putin’s regime has regained primacy over the courts, following a period when business interests held more influence under Yeltsin.12 The examples of opposition leaders convicted on spurious charges is testament to this fact. However, as Ella Paneyakh and Dina Rosenberg have argued, the picture is mixed, since Russians have also successfully challenged the government in courts, even sometimes in highly political cases such as human rights cases, where courts have ruled that the government wrongly persecuted a citizen.13

			As the economy faltered following the Global Financial Crisis, Putin’s authoritarianism has intensified. Oil prices have collapsed, and Western sanctions continue to bite in response to his invasion of Ukraine in 2014. The purchasing power of the average Russian is now lower than it was in 2013, and the poverty rate is again rising. On my recent trips to Russia, working with multi-national firms, I have found Moscow and St. Petersburg to be as visibly wealthy as any European city—while the rural areas surrounding them remain desperately poor. The patience of the Russian people may be wearing thin. Since 2016, fewer than half of Russians trust the government, with 9 percent and 10 percent declines in trust in 2016 and 2018, respectively. Russia has been at the bottom of Edelman’s Trust Index of twenty-eight countries for three years running. 14

			Still, to many, Russia under Putin looks strong, even if it is in structural decline. Putin’s strongman model has admirers in the populist governments of Central and Eastern Europe, which rule in seven out of fifteen countries in the region. Chief among them is Viktor Orbán of Hungary, who has similarly hollowed out democratic institutions under the nose of the EU. Populist strongmen are also in power in Turkey, the Philippines, Mexico, and Brazil. But most troubling is that the world’s two largest powers have strongmen at their helm: President Xi has appointed himself ruler for life in China, while President Trump is attacking democratic institutions in the US—though he is facing stronger resistance from America’s liberal democratic norms.

			The War on Truth

			Civil liberties—the second freedom that contributes to social capital—have experienced some gains over the past forty years. Although there is still a long way to go, women, various ethnic and minority groups, and the LGBTQ community have made great advances in their fight for equality. However, since the mid-2000s, the US NGO Freedom House has reported steady erosion in most measures of core civil liberties: freedom of expression and belief, associational and organizational rights, personal autonomy, and the rule of law.

			While the overall decline is alarming, perhaps the most pernicious trend is the attack on the ability of citizens to access the truth. One of the most striking elements of Edelman’s 2019 survey of public trust is the finding that the media is the least trusted institution around the world—with citizens in sixteen out of twenty-six countries surveyed ranking it as untrustworthy. Among the general population, sixty-three percent of Edelman’s survey respondents in their 2018 study agreed that the average person does not know how to tell good journalism from rumor or falsehoods; 59 percent said it is becoming harder to tell if a piece of news was produced by a respected media organization.15

			In roughly the last fifteen years, an accelerating trend of attacks on the free press has been in evidence, according to Freedom House’s 2018 study. In countries where citizens live under anti-liberal rule, there has been a rising trend of government influence—and even outright takeover—of traditional media. For example, most TV stations in Russia and Turkey are controlled by Putin and Erdoğan’s allies, respectively. But traditional media is also under pressure in the EU across countries such as Hungary, Czech Republic, and Austria. In the latter case, the state broadcaster has come under attacks from the country’s right-wing government over spreading “lies.”16

			Perhaps most disturbing of all is the rising trend of journalists being murdered or attacked while reporting on political corruption. In the supposedly democratic EU, there were three such cases resulting in journalists’ deaths in the two-year period between 2017 and 2018 alone. Moreover, autocratic regimes like Russia and China have now moved to control online news by arresting their critics and requiring the social-media companies inside their own borders to register the names of their users.

			These recent trends have not simply curtailed the freedom of expression of citizens around the world; they have damaged the overall state of political accountability and pluralism.

			Citizen Manipulation through Digital Media

			One of the newest—and potentially most ominous—threats against the public trust is the rise of social manipulation through digital media, which is becoming a deeper and more pervasive presence in the lives of citizens across the globe.

			Social media apps such as Facebook, WeChat, WhatsApp, Qzone, Twitter, and others have made it far easier to collect citizens’ personal information—making them increasingly vulnerable to targeted manipulation and discrimination in ways that had not been previously foreseen.

			Perhaps the most serious threat to our civil liberties from digital media comes from the micro-targeting of citizens during election campaigns. The best-known example of this disturbing phenomenon is the Cambridge Analytica scandal. The story began in June 2014, when a researcher named Aleksandr Kogan from Cambridge University in the UK developed a personality-quiz app that 270,000 Facebook users installed on their accounts. In addition to survey results, Kogan was also able to access data from the users’ Facebook friends. Kogan then made a private database containing information from a staggering fifty million citizens, which he passed on to Cambridge Analytica, who subsequently made thirty million “psychographic” profiles of voters.

			Cambridge Analytica then bought political ads and used the profiles to micro-target them to voters on behalf of the Brexit Leave campaign, the 2016 campaign for the presidential nomination of Ted Cruz, and the 2016 Trump campaign. Swing voters were targeted on platforms such as YouTube and the political news website Politico, using “sponsored content,” such as a purported list of “10 Inconvenient Truths About the Clinton Foundation,” to look like real journalism. The algorithms they used could be continuously updated and refreshed to deliver thousands of different messages to voters depending on the contents of their profile.

			Although Cambridge Analytica has yet to be found guilty of breaking the law when it used the data during political campaigns,17 the story highlights how voters are being manipulated through political advertising in the digital age with more calculating and intrusive tactics than prior generations of campaign managers could have ever dreamed possible.

			Such manipulation damages the collective capacity for open debate, as citizens are fed only stories that conform with their preexisting biases (and often fears), stifling the shared experience of free expression and public discourse. In nearly every country throughout the world, political advertisers are not required to disclose the source of their funding for digital advertising.

			Stories like Cambridge Analytica’s algorithm scandal have further harmed voters’ already deeply shaken faith in politics. The company, which is no longer active after negative publicity from the British and American scandals forced it to close, is also thought to have influenced campaigns in India, Mexico, Malta, and Kenya.

			It seems quite likely that the world will see many similar examples of voter manipulation using digital means, as technology’s power becomes irresistible to candidates and campaigners.

			Social media’s capacity for manipulation is by no means limited to electioneering. As examples of the underlying trend, two disturbing cases in the field of medicine have recently come to light. In the US, there are growing concerns that healthcare companies are using online data to socially profile patients based on attributes such as race to unfairly manipulate pricing for their healthcare plans.18 Moreover, anti-vaccination groups have also been successful at whipping up fears that measles vaccinations cause autism, leading to an uptick in the incidence of measles itself.

			Perhaps more sobering is the evidence that has emerged showing that state actors entered the fray with cyber-manipulation campaigns of their own. Egged on by the success it experienced domestically, Russia’s Internet Research Agency (IRA) has trained its misinformation bazooka on other countries. Formed in mid-2013, the IRA was highly active in the US 2016 election,19 using fake social media accounts to promote the Kremlin’s position and sow discord abroad.

			In the “post-truth” era of digital media, falsehoods can proliferate remarkably rapidly, and even the most absurd and outlandish tales can gain traction and warp public opinion. This was precisely the case when nearly 50 percent of Trump voters were led to believe that Hilary Clinton could be linked to a pedophilia ring—a bizarre tale that came to be known as “Pizzagate.”20

			The “story” had initially circulated among relatively obscure chat-board websites and included lurid tales that Clinton was sexually abusing children while taking part in Satanic rituals in the basement of a Washington, DC, pizza joint. After spreading virally on social media, it was picked up by right-wing platforms like Breitbart and InfoWars. Eventually, it morphed into a mainstream news event when a right-wing vigilante, Edgar Maddison Welch, took it upon himself to conduct a one-man “raid” on the pizza parlor armed with an AR-15 semiautomatic rifle, a .38 caliber revolver, and a folding knife. Needless to say, Edgar did not find what he was looking for.

			This example illustrates just how easy it can be to mislead broad swathes of the population using fake news stories. The Clinton “Pizzagate” myth is believed to have arisen somewhat organically but was aided and abetted by a combination of online activists and Russian bots, who added layer upon layer to the story until it emerged as a full-blown conspiracy theory. It was exactly the sort of discord the IRA’s foreign-activities group sought.

			Experts in digital-media manipulation fear that fake videos—using a frighteningly believable technology known as “deepfakes”—are the next dangerous frontier in this trend. In an experiment, the University of Washington has already created believable doctored footage of a young Obama giving a speech he made years later.

			Debasing of Expertise: A Fundamental Attack on Knowledge

			The manipulation of information in digital media has been highly damaging to social trust, but it is by no means the only factor threatening our ability to access the truth. At an even more fundamental level, the basis of truth generation itself—scientific and academic inquiry—is also under assault. This frightening trend has recently been on display in both the corporate world and in academia.

			At the corporate level, “greenwashing” a product or service to create an exaggerated impression of its environmental responsibility has become common. While it is unfair to belittle the progress made by some corporations, which we will explore later in this book, many corporate overtures to social responsibility or environmental sustainability are simply thinly veiled PR stunts or hollow gestures intended to influence investors and consumers.

			One recent and prominent example, which came to light in 2015, is the massive scandal involving the German carmaker Volkswagen. Volkswagen fabricated test results for its diesel car fleet, making it seem that its cars had achieved low emissions while simultaneously maintaining stellar fuel economy.

			As a penalty for their malfeasance, Volkswagen was forced to pay $25 billion by US authorities, and a single, mid-level VW manager was sentenced to seven years in prison. In the EU, however, which is VW’s home market, the company still has not been prosecuted. Based on the absence of European fines and the lack of high-level criminal prosecutions, the relative impunity of VW in this case hardly seems likely to serve as a significant deterrent for other corporations to rein in a culture of deceit.

			In academia, the number of scandals involving fabricated data has increased markedly in recent years. The case of the once-promising social psychologist Diederik Stapel, of the School of Social and Behavioral Science at Tilburg University in the Netherlands, serves as an example of just how simple it can be for academic professors to dupe the world.

			Stapel’s research on “priming” achieved global-celebrity status, with articles about his work appearing in the New York Times and the Los Angeles Times. “Priming” is the psychological theory that very small stimuli can affect human behavior in significant ways. It has been applied to demonstrate that background factors—like interviewing a test subject on a dirty street—can make people respond more negatively to questions they are asked.

			The problem was that Stapel’s data turned out to be entirely fabricated—the former rock-star professor had simply invented his own data in the kitchen after his wife and kids had gone to bed.

			Reports suggest there are now 8,000 fake science journals online, which are known as predatory publishers. These journals convince scientists to submit their research, typically for exorbitant fees, but have no peer-review mechanism to validate the quality of the work.21

			China is currently a hotbed for fake research. In 2017, the respected cancer-research journal Tumor Biology had to retract 107 papers it had published due to doubts about the integrity of the research. All 107 papers had been submitted by researchers in China.

			Due to such broad, systemic manipulation of academic and commercial research, it’s becoming ever more difficult for scientific knowledge to be taken seriously by the general public. The creeping sense of doubt sown by consecutive frauds underlines yet another mechanism by which citizens’ power to access the truth is under threat in the most fundamental ways. In this toxic environment, politicians of questionable integrity can thrive. They take advantage of the overall debasing of knowledge and truth to broadcast their own self-serving falsehoods.

			Inequality Reaching Extremes

			Let’s now turn our attention to the gradual decline over the past three to four decades of the third freedom: socioeconomic mobility.

			There can be little doubt that the gap between rich and poor has widened markedly over this period in both developed countries and emerging markets such as India and China. Theories abound about why inequality has spiked in recent decades relative to the moderate levels that were the norm throughout much of the 20th century.

			Thomas Piketty’s seminal work, Capital in the Twenty-First Century, provides a very instructive historical perspective on the topic, looking mostly at France, Britain, and the US. In his book, Piketty argues that the world is returning to the high levels of inequality that were the historical norm before World War I. Piketty points out that prior to this period, private wealth—concentrated in a narrow band of rich families—tended to dwarf national wealth. By wealth, Piketty means assets that generate income—as opposed to money earned from wages and salaries.22

			According to Piketty, inequality shoots up when the rate of return on capital remains greater than the rate of income growth, since capital tends to be held by a narrow group of the population.23 It was only the effect of two World Wars, which destroyed a large amount of capital and were followed by higher taxes, inflation, economic growth, and welfare spending, which brought down the ratio of wealth to income. This was the so-called Golden Age of capitalism. However, by the 1980s these effects appear to have worn off, and we are now at levels of inequality approaching those of the Gilded Age before WWI. While his thesis has great merit, there is much more to the story.

			Unpacking the complex interplay of factors that have led to the latest chapter of inequality, two themes emerge as the primary drivers. First, the structure of the global economy has shifted to become inherently more concentrated. Wealth and income in an increasingly global, knowledge-intensive economy have become concentrated in a narrow group of companies, a class of highly skilled creative workers, and a clutch of super-cities. Second, a wide array of policy choices has systematically favored the owners of capital over workers. Gradually, this trend has eroded the types of public services that enhance and promote socioeconomic mobility among citizens.

			Let’s take a look at both of these themes in more detail, with special attention paid to the United States, where inequality has reached the most extreme levels in the Western world.

			A Concentrating Global Economy

			Over the past several decades, structural concentrations have arisen in the world economy as the result of three key trends.

			First, globalization has reduced trade frictions and allowed economic activity to aggregate where it enjoys significant comparative advantage.

			Second, the growing knowledge-economy—powered by highly scalable, intangible assets such as intellectual property—has turned markets into “winner takes all” competitions and concentrated industry profits into relatively few companies. In addition, since the 1970s there has been a shift in corporate governance to elevate the interests of shareholders over those of all other corporate stakeholders. The practice of shareholder “primacy,” in turn, has increased the share of corporate profits channeled to a relatively narrow class of shareholders and senior executives, while the share accruing to workers has declined.

			Third, knowledge-intensive businesses have tended to cluster in big urban centers, creating a feedback loop that further concentrates the top “creative” talent and the owners of capital in our biggest cities.

			Global Economic Integration

			Since the creation of the World Trade Organization (WTO) in 1995, and the proliferation of regional trade deals that followed during the late 1990s and 2000s, the global economy has experienced a dramatic increase in the international trade of goods and services. As trade levels have increased, so too have mounting concerns that globalization has caused middle-class jobs to leak from developed to developing countries, driving up inequality in both parts of the world.
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