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Advance Praise

“Brilliant, timely and urgent! This digital native takes my theory of technological revolutions and runs
with it, applying the lessons of history to the complexities of the present day. An eye-opening primer to the
technological present, this book speaks to innovators and entrepreneurs, proposing bold and imaginative
solutions towards the creation of a ‘Safety Net 2.0’ and a better future for all.”

— Carlota Perez, author of Technological Revolutions and Financial Capital: The Dynamics of
Bubbles and Golden Ages

“Nicolas Colin is a path-breaking French entrepreneur who emerged from the world’s most elite civil
service to become a direct participant in and compelling analyst of the Digital Revolution. In Hedge, he
brings together a deep reading of the history of economic development through transformational technology
with his own direct experience as co-founder of a unique Paris-, London- and Berlin-based firm, The
Family, dedicated to galvanizing a start-up culture first in France and now more broadly across Europe.
Colin’s understanding that economic disruption, especially of the labor market, must be balanced and
buffered by relevant innovations in social policy makes Hedge must reading for everyone — on both sides
of the Atlantic and around the world — wakening to the impact of the Digital Revolution.”

— William H. Janeway, Senior Advisor, Warburg Pincus,
author of Doing Capitalism in the Innovation Economy

“Nicolas has written a sharp and historically grounded analysis of how technology and the political
economy of the West have evolved in tandem, and how we might lay groundwork for a society that has
both a strong social safety net and supports entrepreneurialism and innovation going forward.”

— Kim-Mai Cutler, Partner, Initialized

“This is an important book which poses profound questions about the social and political effects of
technological change. Rather than adding to the growing backlash against tech, Colin puts forward specific
and forward looking ideas about how we can strike a new balance between technological change and
wider social stability and solidarity. In essence, Colin envisages nothing less than a reinvention of the
welfare state to suit the modern entrepreneurial age.”

— Sir Nick Clegg, former UK Deputy Prime Minister

“I have known Nicolas since the inception of his firm The Family, back in 2013. I’ve seen their

capacity to transform the European startup ecosystem from the inside. As a former civil servant in the
upper levels of the French government, Nicolas knows very well that politicians aren’t willing or able to
take the lead when it comes to technology. To save the tech industry from itself, he urges entrepreneurs of
the world to build a “Greater Safety Net 2.0" that can provide economic security and prosperity for all.
I’ve always praised Silicon Valley’s unique ability to encourage contrarian thinking, Hedge should
become part of its playbook, because we urgently need to come together and find ways to uplift humanity
in these times of radical change.”

— Vivek Wadhwa, Distinguished Fellow at Harvard Law School and Carnegie Mellon University

“Nicolas Colin has brilliantly interpreted a fundamental shift in the nature of the worker and the
political economy, a shift to the Entrepreneurial Age. This must be met, he argues, by delivering a new
Great Safety Net. Carefully documented yet contemporary, Hedge makes for compulsive and thought-
provoking reading, which will hopefully stir you into action.”

— Azeem Azhar, Founder, Exponential View
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Introduction



From Europe With Love

“The new line is drawn between those who look back with nostalgia, trying to hold on to past practices, and those who
embrace the new paradigm and propose new institutions to fit the new conditions. This blurs the previous connection between
certain values and goals and the specific means of attaining them. Though the goals may remain unchanged, the adequate and
viable means to pursue them change with each paradigm shift.”

— Carlota Perez[1]

On February 7, 2014, my firm, The Family, received a letter at our office in Paris. The sender was an
investigating police officer, inviting me to present myself before an examining magistrate. I was about to
be indicted for defamation against Nicolas Rousselet, the CEO of Groupe Rousselet (then known as
Groupe G7), a family-owned conglomerate that dominates the taxi industry in the Paris area.

The plaintift had lodged a civil claim against me as part of a criminal case. Because French law lacks
the broad principles of free speech that grew out of the First Amendment in the US, this is enough to trigger
an indictment. With no room for prosecutorial discretion, the meeting with the examining magistrate was
the first step toward a criminal trial that would take place a few months later.

Now why would the de facto chief of the mighty Parisian taxi industry file such a suit against me, a
former civil servant who had just co-founded a small firm assisting startup founders?

It was quite simple, in fact. A few weeks earlier I had published a blog post, later republished by the
newspaper La Tribune, that openly questioned the soundness of Rousselet’s understanding of innovation.
Initially, the article attracted a few thousand readers, which was somehow enough for me to appear on the
man’s radar.

Back then, the war between transportation startups and the local taxi industry was warming up. The
French government had decided to enact a new rule: every car without a taxi medallion had to wait 15
minutes after the driver had received a booking before picking up the passenger. Obviously it was targeted
at Uber and other ride-hailing startups, and it was a major blow for them. I wasn’t particularly interested
in the sector at that time. But the new rule was so stupid, and the discussion around it so heated, that I
decided I had to learn more about the topic and form my own opinion.

Among all the available information, one document stood out: a filmed interview of Nicolas Rousselet,
a proponent of the 15-minute rule, touting his vision of innovation. It was appalling. There was the bias for
the higher end of the market, as Parisian taxis mostly transport business people and rich foreign tourists.
There was the idea that innovation was all about improving existing products, not solving bigger problems
and redrawing the contours of the market. And there was the arrogance of a man painting himself as a
champion of innovation while actively lobbying for that ridiculous rule. What I wrote after watching that
video was quite straightforward: “Innovation as seen by Nicolas Rousselet deserves our attention
because it is so derisory and so erroneous, virtually from beginning to end 12,

All in all, Rousselet’s was an outdated vision of mobility in today’s urban world. And it was coming
from one of the most powerful persons in the Parisian transport sphere! If this man had such a backward-
looking, narrow-minded understanding of innovation, it was no wonder why the local taxi industry was
having a hard time competing against Uber and other tech startups.

Now, lawsuits are nothing new in the tech world. Among the many entrepreneurs I know, more than one
has had to deal with the police or the magistrates—typically because their innovative value proposition
didn’t fit in the old boxes created by existing rules.

What’s more, being sued by the leading figure of a disliked industry known for rent-seeking led to a
warm wave of support. Many more people read my article and thanked me for opening a much-needed
conversation on innovation and regulation. Pillars of the local tech community offered to serve as
witnesses at the trial. Entrepreneurs trying to enter regulated industries approached us to join my firm’s
portfolio. In the end, I was eventually cleared by the court and left with just some fees for my (excellent)
lawyer—and quite a few new Twitter followers. As for the 15-minute rule, it was never enforced and was
later struck down.



Taxis are admittedly an extreme case. They’re quite rough in their approach to business and very close
to the government due to the high level of legacy regulations. But the legal dimension of what I call “startup
busting’ exists in most industries. It is quite representative of what happens in Europe when fast-growing
startups shake up the status quo. Politicians and corporate executives love tech entrepreneurs only so long
as they look like harmless children frolicking on the playground. But as their businesses grow,
entrepreneurs come to be seen as threats and are scolded accordingly, just as when children bring their
roughhousing home and annoy the adults at the dinner table.

If you’re in the US, this only reinforces what you think of Europe: just another example of why no
dominant tech company has ever grown out of there! Yes, we in Europe can be forced to defend ourselves
in a criminal defamation case for publicly discussing questions like “What is innovation?” and “Couldn’t
we do better than the existing taxi industry?”.

This is why many of us are tackling the problem of making entrepreneurship easier in Europe. Luckily, a
good set of lessons is available to learn from thanks to our fellow entrepreneurs and venture capitalists in
the US. And today, the overall European context looks rosier than it did when I went on trial four years
ago: a healthier startup ecosystem; promising tech companies growing swiftly; the election of pro-
entrepreneurship president Emmanuel Macron in France.

Yet as Europe makes progress, the US tech industry is encountering new problems of its own. Airbnb
has been restricted in more than one US city. Uber is now an embattled company with many regulatory and
cultural challenges to tackle. The election of Donald Trump has destroyed the support that Silicon Valley
could count on in Washington under Barack Obama. Many decisions by the Trump administration, from
suppressing net neutrality to booting out skilled immigrants, are direct blows to the US tech industry. Even
the mighty Facebook appears to be stumbling badly. What is now known as the “tech backlash’ seems to
be underpinned by a generalized and widespread fear for economic security and prosperity in the face of
technological change.

Again, for Americans, Europe may seem far away—different, and lagging behind. And yet, in the
context of this worrying “backlash’ 1 think that Europe provides valuable insight. One example is our
attachment to economic security for the many. In the US, the workers’ safety net has been methodically
dismantled over the last decades. As for China, its singular political system provides little room to
implement the kind of social compromise that once reconciled classical liberals and social democrats in
the West. By contrast, most European countries still have best-in-class public services and a broad and
strong safety net. These can even serve as platforms for entrepreneurs and give rise to European tech
champions in sectors such as healthcare, insurance, housing, elder care, child care, education, and others.

Above all, Europe provides a distinctive institutional context in which caring for the greater goals of
economic security and prosperity is critical for entrepreneurs to succeed. That’s because European
citizens, most of them still living the good life, have a lot to lose in the current paradigm shift. And dealing
with such a widespread mistrust of change is precisely where European entrepreneurs can supply the US
tech industry with a few useful lessons.

The truth is that technology will progress against all odds. But not every country will welcome it as an
opportunity for further economic development. For a long time, we’ve had good reasons to be worried
about Europe. But there are now reasons to question whether the US, too, will make the most of the current
transition. Now it’s the entire Western world that seems about to miss the opportunities brought about by
the current great surge of development.

Many people in the tech industry think that they can fight back through the polarizing playbook of
entrepreneurship. But in doing so, they neglect the institutional needs that underlie our economies and
indeed our societies as a whole. Tech companies are only a part of something bigger: a paradigm shift, the
kind that once happened with the deployment of railways or the rise of the automobile. And many
obstacles are still barring their growth, among which is that nagging feeling that today’s economy brings
about neither prosperity nor economic security for the many.

Such concerns about technological change lead to startup-busting politicians, lobbied by all the
Rousselets of the world, erecting barriers in the name of nostalgia. Elected officials, corporate executives,
scholars, and journalists prefer to see entrepreneurs as the new “Barbarians at the Gate”B! and slow
them down rather than supporting them. They simply don’t see (or refuse to see) the better world that the
paradigm shift could bring about. And so the tech industry will prosper only if it helps reveal that
perspective and participate in imagining new institutions for the new age.



Ultimately, imagining what 1 call a Greater Safety Net for the Entrepreneurial Age will prove
beneficial for all tech entrepreneurs in the West. It will offer a more inclusive and reassuring perspective
on what they are trying to achieve. It will also contribute to setting up the institutions these entrepreneurs
need to maximize their venture’s success. After all, most social and economic institutions built in the age
of the automobile and mass production ultimately became pillars that enabled the Fordist corporate world
to thrive — a sort of providential gift from union leaders, consumer advocates, and liberal and socialist
politicians to the embattled corporate executives of the day.

That gift, which mostly dates back to the 1930s, has now been exhausted. And so we must imagine a
new safety net that is more in line with today’s economy. It’s a long road ahead, and there’s no reason to
delay the departure any longer. Those who are willing to take the ride face an uphill battle. This book,
Hedge, has been written for them.



Part 1

The Ticking Clock



Chapter 1
The Tech Backlash

“Mr. Obama’s campaign, conceived outside the party establishment and built on a platform of online membership, felt like
a high-tech reimagining of politics. It seemed to presage an age of government that could champion both individuality and
community, a government that made programs more responsive and flexible without eroding our sense of shared
responsibility.”

—Matt Bail4]

Do middle class workers dream of tech companies?

Technology is not popular nowadays. As I write these words in early 2018, it even appears to be an
enemy of our entire way of life: it disrupts whole industries; it displaces jobs; it widens the inequality gap;
it endangers our privacy; it undermines the economic security that was at the heart of the post-war social
compact; it even threatens democracy as we know it.

In a way, it all started with the 2008 financial crisis. We all remember that year as the bursting of the
housing bubble, followed by the cracking of the global banking system. Less remembered is the fact that
the iPhone had launched the previous year, with the App Store following on July 10, 2008. These two
unrelated events, the crisis and the iPhone, ended up reinforcing each other. The potential of using the
Internet through smartphones instead of desktop computers was realized thanks to the post-crisis context.
Businesses started to consider technology as a lever to become more competitive. And households needed
to find new ways to make ends meet.

As a consequence, the crisis contributed to boosting a new breed of technology company. Airbnb was
first launched in 2008; its early success was due to people having difficulties paying the rent. Uber started
operating the following year; it relied on the smartphone as the most convenient device to order a ride, but
also on the reserve army of would-be drivers—all those who, for lack of a better job, were ready to go
work on the new platforms of the “gig economy”. 2008 was also the year when Facebook passed the
threshold of 100 million users and Barack Obama was elected president.

With its growth fueled by the crisis, technology was now understood through a different narrative. Gone
were the days when we thought, as once did the US Bureau of Labor Statistics2, that technology would
create more jobs than it would destroy. Now it came to be seen as a driver of the crisis: a new paradigm
that made us suffer, worsening the hardships of the day rather than solving them. Once a motive for hope,
technology came to inspire fear. The ebullient optimism all but disappeared. It left room for a new set of
feelings that ranged from indifference to suspicion to outright hostility.

One front in the war around technology was fought over corporate taxation—a topic I know well, having
co-authored a 2013 report for the French government on taxing the digital economyt®l. Starting in 2010,
economic hardships created difficulties for governments trying to balance their budgets. It prompted a new
line of questioning: were multinational corporations paying their fair share? A thundering article by
journalist Jesse Drucker triggered a global conversation on corporate tax planning and the particularly low
rate of taxation of large tech companiestd. The G20 and the OECD started working on countering
aggressive corporate tax planning. American states sought ways to force online merchants to collect sales
tax, fueling a controversy over the so-called “Amazon Tax "8,

Then came the war around privacy, which was started by Edward Snowden. When he fled to Hong
Kong on July 20, 2013 and then revealed hints of a massive surveillance system powered by technology, it
was a sudden blow for the entire tech industry. From then on, it was not about making the world a better
place, but rather about invading people’s privacy. I can testify that the Snowden revelations changed the
tone of the conversation around technology. Those of us working in the tech industry in Europe had to make
our apologies before we could continue promoting technology as a positive agent of change.

Then starting sometime in 2015 came the fear for jobs. It’s unclear why automation suddenly became
such a hot topic in the global media. But authors such as Erik Brynjolfsson and Andrew McAfee were



writing about the progress of roboticsl?l. There was a general weariness from years of unsuccessfully
fighting unemployment. The rising spectre of the gig economy suggested that technology would put an end
to the Fordist experiment of the steady job. Above all, progress in artificial intelligence led many people
to realize that white-collar jobs in fields such as law and medicine were technology’s for the taking, too.
And if educated workers aren’t safe, then nobody is.

2016 was a turning point. Until then, a generation of powerful and well-respected policymakers such as
Barack Obama and David Cameron had sided with the tech industry, realizing its transformative power
and burnishing its image for the general public. But then those politicians left the stage, being replaced by
much less tech-friendly successors.

This was when everybody realized the impact technology was having on our democracy. Donald Trump
unexpectedly won the US presidential election due to his masterful ability to manipulate attention, the
support of online communities fueled by a populist sentiment, and an intrusion of foreign agents in the
democratic process—all facilitated by social media. A few months earlier, in rather similar conditions,
the British people had voted to leave the European Union out of fear that the new world was making their
lives so much worse.
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The question that led to writing this book was, “How did we end up here?”. Things were so different
when I first became interested in technology back in 1992! True, I was a teenager then, and I firmly
believed that the US was that terrible country presided over by the arch-conservatives Ronald Reagan and
George H.W. Bush. Viewed from Europe, this was a country where sick people died in the streets because
no one would lift a finger to help them.

But then Bill Clinton, “The Man from Hope”, rose from Arkansas with an agenda that included making
the tax system more progressive, setting up universal healthcare coverage, and supporting new solutions to
make the government more efficient and effective. I was intrigued by that more liberal version of the US
and the forward-looking vision personified by its new leader.

In particular, following his running mate Al Gore’s inspiration[!%, Clinton was pursuing the deployment
of what was then called the “information superhighway”. At the time 1 mostly got news from Le Monde
diplomatique, a radical, left-wing French magazine. This crowd was very suspicious of Clinton, a pro-
business moderate. But they were also sensitive to the extraordinary promise of the Internet, a new
infrastructure whose architecture and philosophy were rooted in the counterculture of the 1960s. It looked
as if the Internet inspired optimism across all sides of the political spectrum.

My interest in that “information superhighway” eventually led me to specialize in technology. From
1996 onwards I studied telecommunications, electronics, and computer science. | was fortunate enough to



access the Internet with a broadband connection when most of the world was still stuck with 56k modems.
Computer science students like me would code their personal web page in HTML, send emails, chat on
IRC, read newsgroups. We were thrilled to be taking part in that “new economy” that was bound to
change the world. It only helped that in my home country of France mathematics and technology attract
many of the best students. There, becoming a technologist is rewarded with a promising career, handsome
salary, and privileged social status.

However the ebullient optimism of the mid- to late-90s didn't last. The Internet fueled a speculative
bubble that eventually burst in 2000. A few months later, Al Gore himself lost that year’s bitterly fought
US presidential election, leaving the stage to a Republican administration that cared more about oil and
steel than technology. Then 9/11 happened, which led most officials around the world to focus on the more
pressing topics of fighting terrorism and ensuring national security.

In retrospect, the period from 2001 to 2008 was about more of the same rather than the radical change
envisioned during the previous decade. The view was that technology would not disrupt everything after
all. Increasing global trade made it possible to maintain a productive apparatus that served the same old
mass consumption. The final dismantling of the Glass-Steagall Act in the late 1990s led to widespread
access to credit, keeping consumers happy while fueling the emergence of a housing bubblell,

For a time, the impact of technology was contained within a narrow segment of the economy. The only
ones to be unnerved were executives in the advertising and media industries. The Napster trial was the
first showdown between a fast-growing startup and incumbents dominating an old industry. Then Google
began its rise from being a better search engine to becoming a tech powerhouse. That was hardly a
surprise. Music, advertising, and media were all about intangible assets. Technology was bound to eat
those industries someday—as it was expected to leave the rest intact.

But now ten years have passed since the financial crisis, and the tech industry has eaten much more than
that. As a result, it now has a big problem: the “fech backlash”. As tech companies are perceived as
destroying good jobs and weakening liberal democratic values, they’ve ended up encountering a powerful
adversary: not only the backward-looking elite, but the entire Western middle class. Many people now
wonder if technology brings about progress, or if it’s here to prolong the stagnation that has long reigned in
Western societies, actively destroying their way of life in the process.

For me, this is all a huge disappointment. I was brought to technology by the extraordinary optimism that
buoyed the Western world back in the 1990s. And I think it’s become urgent to reconnect with this
optimism as threats to our way of life are looming from so many directions. This is as much a challenge for
Western governments as it is for the tech industry itself.

L4 44

Big chances missed in the tech world

The problem with the “fech backlash™ is that it provides those who’ve always hated technology with a
fair amount of ammunition. Many in power circles are turning fiercely against tech companies. And this is
a problem when you feel optimistic as to what technology can bring about. It's hard enough to convince
non-tech people that technology is about making the world better. In the current context, it has become near
impossible. The attitude of kind indifference or curiosity that entrepreneurs could count on in the past has
now been replaced by mistrust and, in many cases, active resistance. In the US as in Europe, the idea of
“regulating” tech companies has become a code word to suggest that we’ve had enough of technology.
And as techno-skeptics of all kinds now have the upper hand, complacent incumbents and well-connected
rent-seekers can finally seek their revenge against tech entrepreneurs.

To reverse the trend, my belief is that large Western tech companies—that is, US companies—should
commit to building new institutions designed for economic security and prosperity. These companies are
the ones that reveal the new techno-economic paradigm as they grow. And among their executives are
leaders who best understand what is required to make it all work better. Thus they have a role to play as
catalysts and enablers of a much-needed effort at radical imagination.

This is not to say that tech executives should replace governments when it comes to public policy. After
all, it wasn't Henry Ford or Alfred P. Sloan who designed and implemented the New Deal. But nor was
the New Deal the novel brainchild of Franklin D. Roosevelt—who in 1932 ran with essentially no
program except for repealing Prohibition, balancing the budget, and an attitude of “bold, persistent



experimentation”.

Roosevelt’s eventual legacy was the result of a complex multi-player game running throughout an
unexpected sequence of events. The first version of the New Deal revolved around founding the ill-fated
National Recovery Administration (NRA). Inspired by Owen Young, then CEO of General Electric, it
essentially consisted of a corporatist program to end deflation and raise prices by restricting supply.
However it was soon declared unconstitutional by the Supreme Court for exceeding congressional power
under the Commerce Clause of the US Constitution.

Following this major setback, the Roosevelt administration sought to regroup and started looking for
new allies. Recovery and growth were eventually made possible, leading to Roosevelt’s reelection in
1936, because capital-intensive industries and financiers made an alliance with labor to provide support
for an upgraded New Deal. What they gained in exchange was the commitment of the US government and
trade unions to support free trade. The lowering or disappearance of tariffs was critical for those
industries as access to larger markets was needed to make the most of their massive investmentst2l,

And so trade unions, capital-intensive industries and finance (and a few other parties, such as
segregationist Democrats in Southern states!!3]) reached a compromise. This diverse, opportunistic
coalition managed to circumvent the resistance of business executives opposed to worker-friendly policies
and getting rid of trade barriers.

During the war, big corporations even became involved in covering social risks. The combination of a
reduced workforce and wage controls forced them to compete for workers using healthcare and pensions,
whose costs were tax deductible, rather than higher wages. Most US business executives ultimately turned
against the Second New Deal’s most liberal components. But this unique sequence of events reveals the
corporate world’s transient role in imagining and building the institutions that made the post-war boom
possible.

As of today, what strikes me is that the same kind of alliance between capital-intensive, global-reaching
corporations and liberal politicians almost succeeded with the Obama administration. Just as tech
companies were becoming the largest in the world (in terms of market capitalization), they started
throwing their full support behind Obama's agenda.

Until then, the Democratic Party had long relied on alliances that were less about building the future
than preserving the past. Democrats forged an enduring bond with labor to perpetuate the New Deal,
lasting approximately until Lyndon B. Johnson left the White House in 1968. Then, after two decades of
uncertainty, they allied with Hollywood and Wall Street simply because they needed the money. Obama,
despite the innovation brought about in his 2008 campaign, was no exception in that regard.

The shift between 2008 and 2012 can be explained by the financial crisis. Wall Street became
discredited by its excesses, the fall of big investment banks (Bear Stearns and Lehman Brothers), and the
widely unpopular bailout of the banking sector by the Bush administration in 2008. Then the Obama
administration toughened banking regulations with the Dodd-Frank Act, upsetting its supporters on Wall
Street. Vexed by their newly infamous image and angry at fresh regulations that they said made their
business more difficult to operate, Wall Street power brokers abandoned the DemocratsH4l, Now
financiers were firm supporters of the Republican Partyl3],

Fortunately for Obama’s Democrats, Silicon Valley took over. It already had a bond with Obama
himself following the 2008 election, in which the campaigning had become more technology-driven and
startup-likell®), But with Obama’s campaign for a second term in 2012, Democratic fundraising from
Silicon Valley exceeded that from Wall Street and Hollywood for the first time U7, Tech companies —
CEOs as well as employees—went on to become the party’s strongest and most decisive supporters. And
they brought a lot to the table: skills to win electoral campaignsH8l; the brand power of widely used
consumer products; talent to reinvent the government and try to turn it into a platforml%; the idea of
building a better future; and a tremendous amount of money.
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In exchange, Obama’s second term was a boon for Silicon Valley. Large tech companies stood to gain
from free trade, which Obama consistently pushed for during his presidency. They lobbied effectively to
preserve net neutrality and prevent backward-looking copyright laws. There was widespread government
support to financially hedge entrepreneurs and investors against failure while they wandered in relatively
unknown technological territories such as solar power and electric cars.

Even the Affordable Care Act, the signature legislation of the Obama era, had a positive impact on
Silicon Valley. Separating access to healthcare from stable employment effectively benefited
entrepreneurs and self-employed workers finding gigs on technology-driven platforms2Y, And this is
without mentioning the opportunity that the major overhaul of the US healthcare system represented for
aspiring entrepreneurs in that particular industry2l.

Following Obama’s reelection, many (myself included) thought that Democrats were about to tighten
their grip on US politics for several more decades. They had found reliable allies in the increasingly
dominant industry of the day. Their electoral base was now firmly located in urban areas, which bring
together those more prone to tackle the challenges of the new paradigm. They appeared ready to make
inroads in the difficult field of radical institutional innovation. And Hillary Clinton was setting out to
cement Obama’s legacy—just as Harry Truman had done for Franklin D. Roosevelt from 1945 onward [22],
Allied with entrepreneurs and prepared to imagine a better future, a new lineage of liberal, forward-



looking US presidents was about to move decidedly towards the advent of the new age. US Democrats
were about to lead the world out of the darkness and back into the light.

Obviously something went terribly wrong along the way. One worrying signal had been there since at
least 2010: Democrats controlled the White House, but they were at their weakest in every other part of
the complex US political system. And while tech executives overwhelmingly endorsed Hillary Clinton for
the presidency, Obama’s successor as Democratic nominee was from a different era. She may have been
successful in a pre-digital political world, where her qualities might have been better rewarded. But she
found insurmountable difficulties in a world where technology makes it possible for candidates to connect
directly with the voters. The era when it was enough to compromise on a centrist agenda and court big
corporate donors was gone. You could say that American voters supported Donald Trump for the same
reason that they had elected Obama before him: now technology made it possible for them to make their
voice heard and go against big donors and the establishment[23],

It appears Silicon Valley has lost a lot during this process. The Democratic Party has failed to stick to
power and the piling up of revelations about technology contributing to the outcome of the 2016
presidential election is creating major problems for the largest tech companies. Tech’s role in Trump's
election has created suspicion in Democrats and greatly degraded Silicon Valley’s image in the rest of the
Western world. Meanwhile, its coastal progressivism makes it equally suspicious for Republicans.

And so the “tech backlash” is not about to subside, especially now that the US tech industry also has to
deal with an enemy from within: its own government. The Trump administration is renouncing free trade.
Legacy industries are winning battles against tech companies, as seen in the energy industry or with the
fight against net neutrality. And the US government is cracking down on immigration, which is one key to
prospering in the current paradigm shift.

All in all, technology almost became mainstream with Obama and the Democrats. But now that Trump
and the Republicans have the upper hand, it’s in danger of being labelled the enemy and sidelined in the
political system. The US tech industry has squandered the opportunity to remain the center of the new age
of ubiquitous computing and networks.

And so the clock is ticking. Silicon Valley is not alone in the world. China is gearing up to match
American power and push its own model forward. What we’re currently going through is a very
complicated game being played out on the global stage. And it will decide the prosperity and stability of
the Western world in the coming years and decades.

L4 44

The shifting balance of international power

Alice Zagury, Oussama Ammar and I founded our firm The Family to pursue a simple mission: provide
entrepreneurs with all they need to overcome the many obstacles encountered while trying to build great
tech companies. Advancing the cause of tech startups requires building a healthy ecosystem. A key part of
that is garnering support (or at least not too much hostility) within government, academia, the press, and
the traditional business world. Lacking the sheer size and power of the US venture capital industry,
European entrepreneurs cannot afford to make too many enemies.

In that regard, the interests of European startups and the US tech industry are aligned. The fear and anger
of the European elite is primarily targeted at US tech giants and their supposed overreaching, But the ones
who pay the highest price are local entrepreneurs. They find it harder to grow their businesses because
what they do is deemed a threat for incumbents, jobs, and existing institutions.

The Family was initially designed as an entity dedicated to nurturing ambitious entrepreneurs based in
France. But when it was only two years old, my partners and I became convinced that we needed to
expand internationally. The reason was that early stage investing had already become a global market,
with an ever-increasing level of competition. It was impossible for us to compete at that level if our
portfolio was confined to only one country. If we wanted to keep working with the best and most ambitious
entrepreneurs, Europe had to become our playing field.

Unfortunately, Europe is not on the map yet. It’s true that some entrepreneurs have had some success in
certain European countries. But none of their companies has reached the level of a continental player. In
theory, Europe is a single market. In practice, though, it appears that linguistic, regulatory, and, above all,
cultural barriers make it extremely difficult for European entrepreneurs to rely on the continent as the



domestic market that will jumpstart their global ambitions.

Meanwhile, there’s a lot of talk about China rising as a developed economy and matching the US as the
other world power of our time. Prominent authors such as Henry Kissingerl24l and the British scholar
Martin Jacquest23] have published landmark books to tout the idea that China is about to reconnect with its
glorious, imperial past. Journalists observe that the Trump presidency, with its avowed goal of pulling
America back from world affairs, is effectively a boon for China. As written by Evan Osnos in an in-depth
piece for The New Yorker, “China has never seen such a moment, when its pursuit of a larger role in
the world coincides with America’s pursuit of a smaller one 125,

Technology is one of the battlefields on which China and the US are effectively pitted against one
another. Like in the US, the Chinese digital economy is now dominated by continental giants, among them
Tencent, Alibaba, Baidu, and Didi Chuxing. And as with their US counterparts, it’s difficult to tell exactly
what industry these Chinese tech giants belong to. Most of them diversified into various sectors—both to
generate revenue margins when they couldn’t do it on their original market and to compete with each other
and secure a stronger alliance with the vast multitude of Chinese internet users. Their appetite for growth
is unlimited, and they appear to be formidable competitors.

The reason why Chinese entrepreneurs are so good at this game was once explained by Henry
Kissinger:

“Americans think a stable world is normal. And so, when the world isn't stable, then its a
problem. And if theres a problem, you solve it, and then you go on to something else. Chinese
leaders think that resolution of a problem is an admission ticket to another problem. So almost
every Chinese leader that [’'ve ever met has wanted to think in a conceptual way of policy as a
process rather than as a program. 1271

Replace “policy” with “business” and you get the point. Chinese entrepreneurs were trained by their
unique history and culture to evolve in the permanent instability that characterizes the current age. And so
as part of the process of doing business in today’s highly competitive economy, the Chinese giants
diversify; they buy out other tech companies; they innovate constantly; and at a certain point, they seek to
expand to other countries. That is when they might challenge US tech companies.

Expanding Chinese companies can count on their government. As laid out by Chinese leader Xi Jinping,
the famous Belt and Road Initiative is about reviving the old trade routes that once linked China to Europe
and Africa. And as once explained to me by a Chinese economist advising the government in Beijing, it’s
also about turning places such as Djibouti and Vladivostok (and maybe Tehran) into entrepreneurial
ecosystems comparable to Shenzhen—all financed by Chinese capital and relying on Chinese
infrastructure. As China records a perennial surplus in capital and financial accounts, it has all the
resources needed to push forward such an ambitious plan.

With this initiative, backed by the newly formed Asian Infrastructure Investment Bank, China is
becoming more of “a shaper and maker of globalisation”, as stated by Martin Jacques!28l. It’s not that the
Chinese want to colonize other countries. Like the Portuguese in the sixteenth century?2, China isn’t
interested in conquering land and submitting entire peoples to its power. Rather their goal is to pursue a
trade-, investment- and connectivity-driven exploration strategy designed to confirm China’s superior
approach to innovation, expand their economic reach, and support the growth of their businesses in the
process. If this all seems to resemble the US strategy following World War II, well, that’s because it does.

Indeed the Belt and Road Initiative is not only a brand encompassing various investments in tangible
infrastructures. I believe it’s also a process by which Chinese tech giants such as Tencent and Alibaba
will be able to expand their operations throughout Asia, Africa, and Europe. There are already ways
through which popular Chinese applications such as WeChat and Alipay are adopted beyond the Chinese
domestic market, mainly the Chinese diaspora and the growing number of Chinese tourists travelling
abroad. But once the same applications are adopted in Central Asia, Africa and Eastern Europe, with the
experience curve that comes from expanding to new countries and adapting to their particular customs,
how long will it take for Western Europeans to get interested in WeChat and Alipay, too? Belt and Road
could be to China what the Empire was for Britain in the Victorian era: an instrument to secure long-term
global leadership—only this time it’ll be in technology instead of finance.

Because they think in Western-centric terms, many people in the West thought that the first step for the
expanding Chinese giants would be to try and enter Europe. Few realized that before considering the



European market, the Chinese would warm up in Asia and Africa. Lifted by the Belt and Road Initiative,
the underlying network infrastructure, and innovative trade and consumption practices, Chinese tech giants
will eventually be able to spread their wings everywhere else. The technological and economic power
accumulated in the process will then be harnessed to break onto the pan-European market, which will
ultimately lead to a showdown between US and Chinese tech companies in Europe.
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This is a challenge for us Europeans. The European continent becoming a battlefield for US and Chinese
tech giants, all driven by superior technology, abundant capital, and powerful network effects, will make it
harder for European startups to impose products on their own market. What’s more, if China comes to
dominate the economy both in Asia and Africa, Europe will be one of the last foreign markets left for the
faltering American Digital Empire. Desperate US tech companies will tighten their grip, making it more
difficult for European tech champions to emerge.

But beyond Europe, the rise of networked China is an even bigger challenge for the US tech industry
itself—and for the US as a whole. So far America has had an extraordinary journey through economic
history since the Industrial Revolution. While it was still a young, developing republic in the nineteenth
century, it emerged as the core of two consecutive surges of development: that which led to the age of steel
and heavy engineering (at the end of the nineteenth century), and that which led to the age of the automobile
and mass production (during most of the twentieth century)3%,

This extraordinary outcome was made possible by a mix of trends and events. One was the wealth of the
US as a seemingly infinite pool of land and other resources. Another factor was the disintegration of
Europe, with Germany focusing more on its military than its industrial capacities from the end of the
nineteenth century onward, and then the entire continent being wiped out by two consecutive world wars.
A third factor was immigration. While Europe was losing itself to war and fascism, a massive influx of



immigrants provided the US with an unrivaled entrepreneurial drive and an abundant workforce willing to
fill the positions offered by the new industries of the day.

Until the 2008 financial crisis, it sure looked as if the US was going to strike for the third time in a row.
It had once grown a world-class steel industry and then the mightiest car manufacturers in the world. Now
America seemed poised to dominate the new age of ubiquitous computing and networks as well. It had
invented the microprocessor, deployed the Internet, and given birth to what appeared to be the dominant
corporate players of the age—the likes of Apple, Amazon, Google, and Facebook.

But the financial crisis turned the tables. For the Chinese, it first came as an unpleasant surprise. They,
too, thought that we Westerners were firmly in control. Yet the events of 2008 proved we didn’t have a
clue how to manage the global economy in a sustainable way. In comparison, the Chinese financial system
proved much more resistant than did that of the West, precipitating the dramatic power shift we’ve been
witnessing ever sincel2ll. And so the 2008 crisis looks very much like a recurrence of the Great
Depression, with China replacing the US as the emerging power. They have the stability that has deserted
both the US and Europe. They’re also racing ahead when it comes to growing the new businesses of the
day and imagining the institutions that the new age calls for.

And that’s really what is at stake here. Being the dominant power in a given techno-economic age is not
only about nurturing the dominant corporations of the day. It’s also about building the institutions needed to
bring about economic security and prosperity. America has been the hotbed of three consecutive
technological revolutions. But now that we’re deep into the current age of ubiquitous computing and
networks, it’s entirely possible that the US will know the same fate as Germany at the dawn of the age of
steel and heavy engineering. Despite having a headstart and everything needed to succeed, it could come
up short and, taken aback by its own demise, experience the worst decades in its history. And if the US is
the new Germany, then China is obviously the new US—and in that case we’re not even sure what will
become of Europe and the Western world as a whole.

s00
Key takeaways

® Technological progress was long seen as a boon for the Western economy. But since the 2008
crisis, it’s been perceived more negatively, leading to the current “tech backlash”.

o Now that tech companies are in a bind, it appears they’ve missed a once-in-a-lifetime
opportunity: allying with the Democratic Party and building a better future together.

® While Donald Trump seemingly leads the US into the ground, China is rising as an economic
and technological powerhouse. Now the dominant position of the Western world is at stake.



Chapter 2

Technology and Institutional Change

“The corporation managed the risk so well... that it created an innovation known as the steady job. For the first time in
history, the risks of innovation were not borne by the poorest. This resulted in what economists call the Great Compression,
when the gap between the income of the rich and poor rapidly fell to its lowest margin.”

— Adam Davidson[32]

Modern history is a succession of paradigm shifts

I’m an engineer by training. So when I look at things I tend to see them in terms of a system. I divide
what I see into elementary components. Then I hunt for the forces that explain the relationships between
those components. This provides me with a model that I can reuse in many other situations.

Systems come with rigidity and they can thus become a mental trap that narrows your view of the world.
But when you combine them with frequent reality checks, systems are a most powerful tool to interpret the
world and share your interpretation with others. When you’ve crafted your own system to comprehend
things such as politics, history, technology, the economy, or business, you can harness it to push in favor of
radical, positive change and get things in motion.

Another systems lover that I’ve discovered in recent years is Carlota Perez. I first encountered
Carlota’s work by reading William H. Janeway’s landmark work, Doing Capitalism in the Innovation
EconomyB3l. 1 then had the opportunity to meet her thanks to an introduction by Yann Ranchére of the
investment firm Anthemis, which supports Carlota’s work through the Anthemis Institute.

Carlota was born in Venezuela in 1939. Her first career there was as a civil servant specialized in
energy and innovation policyB4. Later in life, she switched to academia, settling in the UK where she
started to focus on the relationship between technological change and financial markets. Almost by
coincidence, her only book to date, Technological Revolutions and Financial Capital33l, was first
published in 2002, right after the bursting of the technology bubble of the 1990s. In the post-bubble
context, the book caught the attention of influential venture capitalists such as Fred Wilson3¢, Marc
Andreessen37, and Chris Dixon[38], who then used it to nurture their understanding of the market.

It has since triggered a positive feedback loop. A significant part of the venture capital community has
adopted Carlota’s system as the bedrock of their investment theses. In turn, investors echoing Carlota’s
ideas in their day-to-day practices have had the effect of getting her even more interested in technology. As
of now, Carlota has become one of the most important living authors of the new age as she contributes to
revealing and even directing the current paradigm shift.

In Carlota’s system, a “great surge of development” is a phenomenon that only happens once or twice
in a century. The sequence always goes through two different phases. The “installation phase” is
dominated by financial speculation and revolutionary entrepreneurial drive. In the “deployment phase”
that follows, governments take the lead and set up the institutions that are needed for the new economy to
enter a “Golden Age”. A “major technology bubble 32 always marks the turning point of the surge. The
exuberance of a bubble is necessary to attract capital, explore the many applications of the new technology
of the day, and finance the infrastructures necessary to sustain the transition from one great surge to the
other over the long term.

To devise her model, Carlota identified several consecutive great surges of development in modern
economic history, from the spread of mechanization at the end of the eighteenth century to the rise of the
automobile industry at the beginning of the twentieth century. In between those two periods, the world
economy also went through the age of steam and iron railways and the subsequent age of steel and heavy
engineering (civil, naval, electrical, chemical).

Carlota describes each of these revolutions as “a powerful and highly visible cluster of new and
dynamic technologies, products and industries... a strongly interrelated constellation of technical



innovations, generally including an important all-pervasive low-cost input, often a source of energy,
sometimes a crucial material, plus significant new products and processes and a new
infrastructure. " Each has spawned its own “techno-economic paradigm”, which is a set of best
practice principles for innovation—the new common sense that organizations need to embrace if they want
to remain competitive in the economy of the day.

The first great surge of development began in 1771, when English merchant Richard Arkwright built his
legendary Cromford mill. By combining labor, capital in the form of machines, and energy generated by a
paddle wheel (later a steam engine), Arkwright’s mill inspired a widespread effort to mechanize the
production of textiles. This period marked the beginning of unprecedented productivity gains and a radical
transformation of the Western economy. Cotton-spinning mills were built everywhere. Canals were dug to
transport goods and commodities in large quantities!*, Productivity gained steam at the macroeconomic
level and propelled economic growth to unprecedented heights!#2l. The period of dramatic prosperity that
followed the rise of the textile industry proved a radical break in economic history. This is why we
remember it as the Industrial Revolution.

The next great surge began in 1829 with the triumph of Robert Stephenson’s Rocket steam locomotive in
the competition to propel the newly formed Liverpool-Manchester Railway. Thanks to the speculative
Railway Mania that ensued in the UK, the development of railways brought about radical changes in the
economy, with the shortening of distances and the possibility of transporting goods, people, and
information in a much shorter time frame. Sources of energy started to diversify, with steam coming after
coal. Increasing mastery of iron metallurgy allowed progress in industrial production and opened up yet
another period of Britain-centered prosperity, the Victorian era. This was a time when the UK was at the
height of its industrial and military power. In turn, the US, Germany and France deployed their own rail
infrastructures and gradually caught up in terms of economic development!43],

The third great surge was born with the development of a new, pervasive, low-cost input: steel. From
the middle of the 1870s onward, technical progress in the manufacturing of alloys made it possible to mass
produce steel at ever-lower prices. The abundance of cheap steel allowed the development of heavy
engineering: the construction of the first large factories, the deployment of the transcontinental railway
lines, the construction of steamboats, and the installation of submarine cables that enabled instantaneous
telegraphic communication from one continent to another. Thanks to cheap steel and a whole set of new
institutions, the economy entered a phase of globalization. Capital was also deployed to produce, transport
and distribute electricity, a new form of energy that would later lift production and consumption up to an
even larger scale.

The fourth great surge of development was marked by the eruption of cheap oil into the economy. First
used for lighting, oil would gradually reveal its ability to propel engines4. Meanwhile, the “American
system of manufacturing”, which promoted interchangeable parts, had led to the development of the
typewriter, sewing machine, and bicycle. As they began generating demand for precision machine tools,
the industries that grew up around these products became forerunners of a new approach to industrial
production, paving the way for the emerging automobile industry. Henry Ford launched production of the
Model T in 1908 and applied the principles of both the “American system” and scientific management to
assembly lines producing cars for mass consumption. One after another, all industries embraced the new
techno-economic paradigm discovered by the pioneering car industry. The mass production of goods and
services began to serve ever larger consumer markets. After World War II, the deployment phase of the
age of the automobile and mass production gave rise to one of the longest periods of prosperity in
economic history—an episode known as the post-war boom43],

The origins of the current great surge, the fifth since the end of the eighteenth century, dates back to 1971
when the first microprocessor was developed by Intel, a company founded three years earlier by Robert
Noyce and Gordon Moorel#¢l, Thanks to the integration of all the key components of a computer on a single
chip, the microprocessor would give birth to the microcomputer. Driven by this breakthrough technology,
computing would find its way out of the world of large corporations, universities and government agencies
to finally reach the general public—notably with the burst of personal computing in the 1980s orchestrated
by companies such as Apple and Microsoft.

The microprocessor is the breakthrough innovation that, 25 years later when the US government opened
the Internet to the private sector#Z, brought the frenzy of a major technology bubble. In turn, the bubble



would lead to the triumph of ubiquitous computing and its revolutionary impact. The spread and
exploitation of new technologies depends on the construction of relevant networked infrastructure. And
bubbles are often the only way to weave the network together before the investments pay off. It’s in the
nature of infrastructures to be all or nothing, and bubbles allow capital gains to replace potential
dividends as the bits are being joined, with profits destined to form only much later in the future.

With this fifth great surge now nearing its deployment phase, we are definitely leaving the age of the
automobile and mass production. Much like in the last century, we are witnessing a new techno-economic
paradigm expanding into more and more industries, with new entrants harnessing the power of computing
and networks to impose a new mode of production and consumption. Today is not about big, pyramidal
organizations seeking supply-side economies of scale to mass-produce standardized goods and services
for mass consumption. It is about agile, innovative firms obsessed with using technology-driven network
effects to produce an exceptional experience at a large scale.
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Transitions from one age to another are never easy. Even once the age of the automobile and mass
production had entered its long period of senile decay, we had to wait quite some time before a new
techno-paradigm emerged—and we were only prompted to better understand it by prescient authors such
as Carlota Perez. The hesitations in our vocabulary bear witness to this as we alternatively use the vague
terms of a "post-industrial economy”, a "post-Fordist economy" 8, a "knowledge economy %9, the
“immaterial economy”BY, “network economy 31, “digital economy32, or simply the “next
economy "33,

The 2008 crisis accelerated the decomposition process of the old age and pushed forward the new
techno-economic paradigm, helping us to see it more clearly. We needed new infrastructures to emerge
and multiply the performance of transportation and communication systems while reducing their costs to
unprecedented lows. The change imposed on the economy as a whole has given birth to new companies.
But that change has also exposed individuals to a new form of economic insecurity, which largely explains
the ongoing crisis of the Western middle class.

00

Different days, similar problems



One symptom of the crisis is the difficulty most of us have in understanding blue-collar jobs and their
place in our collective psyche. On the one hand, our social contract has seemingly been designed around
the core message that social climbing was about escaping those blue-collar jobs and sparing your children
from even considering them. The main reason for doing well in school is that it enables you to head to
university and obtain a degree that shields you from manual labor.

On the other hand, there’s a sense of nostalgia for the lost manufacturing jobs that have been wiped out
by the winds of globalization, financialization, and automation. Donald Trump’s “Making America Great
Again” are mostly code words to signal that the US will be bringing manufacturing jobs back. It’s
appealing to large swaths of (white) American voters because of the pride and security that once used to
be attached to manufacturing jobs, regardless of their position on the income ladderB34. It’s all the more
appealing because what most people see in the rising age of ubiquitous computing and networks is fewer
jobs, diminishing wages, a wider inequality gap, and rising economic insecurity.

We can hardly prove those people wrong. The “Great Decoupling” is how Erik Brynjolfsson and
Andrew McAfee describe the widening gap between productivity gains and real household incomel33],
Fast-paced technological progress makes it possible for businesses to maximize output per worker. Yet
unlike what happened during the post-war boom, higher labor productivity isn’t translating into greater
purchasing power for workers. On the contrary, the impression is that the more technology we deploy, the
further workers fall down the social ladder. And so while technology could be seen as the solution to our
current economic and social problems, in the actual state of things it's seen as only making the situation
worse.

Too many people accept the pessimism inspired by an imagined past and a difficult present. For them,
inequalities are bound to rise and jobs are bound to disappear. The only way to preserve balance in
society would be to slow down technological progress (the solution of the neo-Ludditel2%)) or to
implement universal basic income (the solution of the politically inexperienced Silicon Valley engineer,
which I’ll discuss later in this book).

Another group of people, however, correctly observe that the same decoupling happened one century
ago, just when we entered the age of the automobile and mass production. As the labor historian Nelson
Lichtenstein has noted3Z, in the 1920s “output per worker in [US] manufacturing leaped upward by a
remarkable 43 percent, while wages barely held their own.” In other words, what we're currently going
through is not unprecedented. Rather it is to a great extent a recurrence of what happened in the 1920s and
‘30s when the Western world transitioned from the nineteenth century age of steel and heavy engineering to
the twentieth century age of the automobile and mass production.

With The Great Transformation, published in 1944, the Hungarian-born historian and economist Karl
Polanyi offers one of the best accounts of that techno-economic transitionl38], Although it’s not
autobiographical, the book is deeply rooted in Polanyi’s life. Like many who grew up in Budapest and
Vienna before the Great War, he witnessed first-hand the downfall of a civilization. As a soldier in the
Austro-Hungarian army on the Eastern front, he experienced the violence and absurdity of World War 1.
As a socialist Jew, he fled the persecutions that later contributed to bringing down Europe. And as an
intellectual, he felt the urge to write about it. This gave us The Great Transformation, one of the greatest
political and economic tales of the troubled twentieth century.

Polanyi’s work is often described as a harsh critique of laissez-faire in the tradition of classical
liberalism®2l. But in my eyes it’s also helpful to think about the institutions that are needed to support the
market system and make it more sustainable and inclusive. The overarching concept brought forward by
Polanyi is that of the “double movement”!%): driven by technology, the market starts imposing its
dynamics onto society; then, reacting to the harshness of the unrestrained market and the suffering it brings
about, society reacts and ultimately reshapes the corporate world to channel its power and serve the many
instead of the few. The “Great Transformation” 1is the painful process a society must go through to
imagine and set up these indispensable institutions—a process that includes softer methods, like elections
and collective bargaining, but also more destructive paths, like revolutions, fascism, and war.

Indeed what Polanyi describes in his book is the long techno-economic transition between two very
different worlds. One is the nineteenth century economy, which mostly relied on the gold standard. Its
prosperity during the age of steel and heavy engineering remained characterized by extreme economic
inequality and limited access to the political process. The other is the twentieth century Fordist economy



that gave birth to the age of the automobile and mass production, accompanied by the widespread
expansion of voting rights.

Toward the end of the nineteenth century the old economic order began to unravel. At work was the rise
of various forms of protectionism, from tariff barriers to colonial empires. When several pillars of that
system began to falter, the resulting tensions mounted up toward World War I, which completed the
destruction of the nineteenth century world order and proved to be the final crisis of the gold standard. As
written by Polanyi, “the breakdown of the international gold standard was the invisible link between
the disintegration of the world economy which started at the turn of the century and the transformation
of a whole civilization in the thirties "1,

Another world began to emerge, in which production and consumption proved radically different from
what they used to be. Many works of art, among them Upton Sinclair’s The Jungle (1906)%2 and Charlie
Chaplin’s Modern Times (1936), dealt with the fear that the new system of production inspired in
astounded intellectuals and artists of the time. Today, the Fordist system — mass production of
standardized products along giant assembly lines ruled by scientific management—may inspire nostalgia
for those lost, secure jobs in manufacturing and giant bureaucracies. But at the time, it was a frightening
world of insecurity and alienation. Absent were the institutions that would finally put the Fordist economy
on the path to economic security and prosperity. As Joseph Stiglitz wrote in the introduction to a recent
edition of Polanyi’s book, “rapid transformation destroys old coping mechanisms, old safety nets, while
it creates a new set of demands, before new coping mechanisms are developed 93],

The fact is that the first half of last century was marked by the long and violent crisis that confronted two
powerful movements. On one side were the established tenants oflaissez-faire: backward-looking
business leaders and elected officials who favored restoring market mechanisms as they had known them.
On the other side was the emerging labor movement. Immediately following World War I, which had
marked the failure of the ruling elite, empowered union leaders and socialist politicians tried to make the
most of the extension of voting rights to advocate for their cause. Harnessing the democratic process, they
demanded that the business community and the government finally put in place a safety net that would
provide economic security to the rising industrial working class. The thriving big Fordist factories brought
about new risks for which new coping mechanisms needed to be deployed.

The impossibility of settling that dispute amicably led to the unraveling of Europe. Again according to
Stiglitz, “when neither movement was able to impose its solution to the crisis, tensions increased until
fascism gained the strength to seize power and break with both laissez-faire and democracy %, Even
though Europe paid the highest price, fascism appeared in different places around the world. This suggests
that fascism was not linked to a particular cultural or political context as much as it resulted from the
tensions brought about by the transition itself.

Indeed the path from cheap oil and assembly lines to the prosperity of the post-war boom wasn’t easily
traveled. The Great Depression signaled the exhaustion of the age of steel and heavy engineering. The
growth of the Fordist mode of production imposed suffering on workers and instability on markets driven
by the booms and busts of mass consumption. In the aftermath of the trauma that was World War I, the
incapacity of legacy institutions to hedge individuals against the critical risks of the day led to unrest in the
workplace, political turmoil, the rise of fascism, and the race to yet another world war. It was only after
World War II that Western governments were finally able to install a whole set of new institutions for the
techno-economic paradigm of the new age.

L4 44

How we once built the Great Safety Net 1.0

The central question of this book is this: Where do prosperity and economic security come from? 1
believe they don’t come from a single magic-bullet mechanism like wage subsidies, a robot tax, tougher
antitrust measures, a higher minimum wage, or universal basic income. Rather they can only emerge from a
complex macro mechanism that goes way beyond the narrow definition of the safety net (e.g. the welfare
state). In the age of the automobile and mass production, what I call the ‘Great Safety Net’ used to rely on
three major institutional pillars: social insurance, the financial system, and collective bargaining.

The first pillar was social insurance: programs designed to cover certain critical risks to which
individuals are exposed, such as old age, illness, and unemployment. One of the first such programs to



have been deployed by government authorities was Germany’s occupational accident insurance in 1884.
The goal of then-Reich Chancellor Otto von Bismarck was not to cater to the demands of the labor
movement, which he hated. Rather, it was to undercut the nascent trade unions of the time as they were
gaining strength in propagating dangerous socialist ideas.

Occupational accident insurance was a breakthrough in that for the first time employers had been given
a legal responsibility for the well-being of their employees. After Bismarck’s inroads in the field of social
insurance (an achievement later known as “state socialism”), the UK followed suit with the Old-Age
Pensions Act of 1908 and the National Insurance Act of 1911. Then in 1935 Franklin D. Roosevelt and
Frances Perkins, his Secretary of Labor, oversaw the creation of Social Security in the US. A consensus
started to emerge around this unprecedented approach: covering households against critical risks was best
implemented at the level of entire industries or nations; as such, it required state intervention.

Social insurance had an impact in many dimensions. It hedged individuals against critical risks, thus
ensuring economic security for households. It also contributed to steadier consumer demand at the
macroeconomic level because in the presence of such programs, households consume no matter what—
even when people are injured, sick, unemployed, or simply too old to work.

At the dawn of the Fordist economy, widespread instability on large consumer markets had led firms to
renounce investment, which in turn had fueled unemployment, which in turn had depressed consumer
demand, and so on and so forth down to the Great Depression. Social insurance proved the most adequate
remedy to such instability, a non-distortive way to provide economic security to individuals. Unlike
mechanisms such as price controls or prohibiting layoffs, social insurance was a market-friendly solution
that protected households and lifted up businesses at the same time—thus supporting what Will Wilkinson,
of the libertarian Niskanen Center, calls “the freedom lover’s case for the welfare state 103,

But social insurance, however wide, was not enough to deliver economic security in a customized and
sustainable way over the long term. The Great Safety Net wouldn’t have been as effective without a
second pillar, the financial system.

The idea that finance complemented social insurance may sound odd in today’s context. But you
shouldn’t underestimate the power of finance when it comes to mitigating the risks to which households
and businesses are exposed in their respective spheres.

For instance, with a little help from the US government (through organizations such as Fannie Mae and
Freddie Mac, which provided government backing for mortgages), financial markets made it possible for
American households to buy houses, which under certain conditions contributes to strengthening economic
security. The financial system also played a role in making pension plans more sustainable over the long
term (though poor stewardship could obviously produce the opposite result). Additionally, it provided
individuals with the cash they needed to consume durable and expensive goods such as cars and
appliances, and it occasionally covered daily consumption thanks to consumer credit.

Mobilizing the financial system to serve the masses was good for corporations in many ways. It wasn’t
only that consumer finance consistently fueled demand at the macroeconomic level. Inviting households
into the financial system also made it possible to harness their savings to finance the mounting capital
needs of ever-larger companies tackling ever-more capital-intensive industrial challenges. To finance the
heavier industries that arose from the age of steel and heavy engineering onward, financial capital had to
be organized beyond the small-scale merchant banking deals of the past. And households joining as capital
providers in the corporate game was yet more proof that hedging individuals against critical risks was
ultimately a good thing for the corporations themselves.

Far from being exclusive or independent of one another, social insurance and the new financial system
ultimately came to be seen as two sides of the same coin. Because social insurance contributed to
stabilizing household income even in the presence of critical risks, it became a key argument to prove
solvency and reassure lenders. Thanks to social insurance, households borrowing money to buy a house or
a car would always be able to pay off their debts whatever the ups and downs of the income derived from
their labor. Conversely, the constant growth of consumer credit made it possible to sustain mass
consumption at an ever larger scale, contributing to higher tax revenues and an improved capacity to
bankroll broader social insurance systems.

Yet the two pillars of social insurance and the financial system, although complementary, were still not
enough to ensure economic security and prosperity in the fast-growing Fordist economy of the time. The
Great Safety Net also needed a dynamic force to grow from being simple to being comprehensive and



adaptative. This force—the third pillar—was found in the trade unions. With collective bargaining,
unions established a balance of power with employers. And with assistance from the government, they
were able to gain the advantage and eventually obtain a larger part of the added value for workers.

It’s true that union leaders, especially in Europe, used Marxism to bring industrial workers together. As
a result, most people, including terrified politicians and business owners, saw unions as active agents of
the destruction of capitalism. But in the nascent age of the automobile and mass production, there were two
pressing problems with capitalism that only trade unions could address.

First, unions contributed to solving the problem of underconsumption by imposing higher wages in
exchange for productivity gains. Complementing new legislation enacted by the governments around the
world, they helped put a floor on wages and prices as well as a ceiling on hours and efforts, industry by
industry. For that, collective bargaining at the company and industry levels was critical. As explained by
Nelson Lichtenstein, “labor’s voice was essential to... industry self-regulation, because only the trade
unions possessed an intimate, internal knowledge of business conditions. Only they could ‘enforce’
government-mandated minimum-wage standards and maximum-hour regulation 169,

Second, unions contributed to promoting the idea of “industrial democracy "'¢1. Empowering workers
meant promoting a higher standard of living, which included both economic security for the workers, and
social security for the others (the old, the sick, the families). Thanks to industrial democracy, workers had
their say in company matters, which led to a less rebellious workforce.

All in all, much like social insurance, collective bargaining benefited both households (under the form
of higher wages and industrial democracy) and businesses (under the form of increased consumer demand
and a more diligent workforce). Henry Ford dreaded unions, but he also famously understood the virtuous
circle that linked consumption and production in the age of the automobile and mass production: “One’s
own employees ought to be one’s own best customers 1981, (Still, above all he wanted to reduce the huge
employee turnover in his factories.[69)

Germany, France and the UK were among the first to enact new rules designed to protect and empower
industrial workers. The US resisted assisting unions longer, probably because universal (white male)
suffrage preceded industrialization, thus alleviating the pressure from the working masses. But from 1935
onward, it caught up with what has been called the Second New Deal, which included the National Labor
Relations Act of 1935 (also known as the Wagner Act). Widespread assistance of unions by the US
government lasted for over a decade, until Congress enacted the Taft-Hartley Act in 1948.

With the US catching up (even for a mere 12-year period), the principle of empowering workers came
to be widely accepted in Western countries as necessary for providing economic security and prosperity.
It prevented unrest in the workplace, sustained higher productivity gains, and contributed to redistributing
wealth. Thanks to state-assisted unions, increasing wages finally caught up to productivity. The Great
Safety Net was finally bringing the “Great Decoupling” to an end.

State assistance for unions proved to be the ideal complement to deploying social insurance and
upgrading the financial system for the new age. With stronger unions, workers were now able to voice
their demands for better working conditions. Meanwhile, thanks to the social insurance regimes and a
more effective financial system which combined to make them less dependent on their employers, they
could also exit when their unions couldn’t reach an agreement with management. If the company went
bankrupt because of the resulting strike, unemployment insurance was there as the safety net that workers
needed to rebound. Likewise, if what they earned in exchange for their labor was not enough to purchase
expensive goods, they could rely on the banking system to access additional capital.

This grip of voice and exit, explained in Albert O. Hirschman’s famous frameworkZ%, proved
particularly powerful. Workers’ bargaining power led to higher wages which, in turn, led to more tax
revenue to bankroll social insurance regimes and a more widespread access to capital on financial
markets—all of which improved the workers’ bargaining power even more. These three pillars were
stitching together the Great Safety Net that delivered economic security and prosperity in the age of the
automobile and mass production.



Tre Geeat Swrey Net 1.0

(AGE OF THE AUTOMOBILE & MASS Propucrion)

/ Wuow
/ \ MORE PREDICTABLE

GHER
TAx REVEAVE w,m mu EARNING POWER

~ /7

Weeepsed— = IR  ——> HiGHER ASSET
DEMAND CORPORATION VAWATIONS

THE
TRADE ANanciaL
UNIionNS SMSTEM
INCﬂEASED .
MORE SOLVENT n
ATER BARGAININ G IGHER
P?:EwASING power  HOVSEHows HouSEHOLD
POWER \/ UWH INESS

BASIER ACCESS @Nicous - Couiv
To CAPITAL HEDGE THe BooK.CoM

Building the Great Safety Net differed a great deal from one country to another, even though national
systems performed largely the same functions. In the US, it was a long process from the end of the
nineteenth century to cementing Roosevelt’s legacy during the post-war boom. There were many setbacks
and shortcomings, and attacks against the Great Safety Net were never far away. One with the most long-
term impact was the Taft-Hartley Act of 1948 that dramatically weakened state assistance to trade unions.
And of course the US never achieved the goal of providing universal healthcare insurance, coming closest
with the fragile (and incomplete) achievement that was ObamacarelZLl,

Our European versions of the Great Safety Net were more ambitious and eventually more
comprehensive. Indeed the trauma of World War II was significantly greater in Europe than it was in the
US. But the war also provided a blank slate on which to build new institutions, and we knew that we had
quite a lot to catch up on in terms of economic development and security at a large scale.

The German Great Safety Net was designed in line with the legacy of Bismarck’s “state socialism”.
Despite what the term “state” suggests, the German macro mechanism is organized industry by industry,
mostly operated by employers and trade unions. Its explicit goal from 1945 onward was to hedge German
households and businesses against the widespread instability and economic insecurity that had once paved
the way for the rise of the NSDAP.

The UK took a different path. Following the conclusions of the landmark Beveridge Report of 1942, it



opted for a more universal approach than the German corporatist system. The deeper involvement of the
state culminated with the establishment of the National Health Service immediately after the war.

And as for my home country of France, we picked a little bit from both worlds, as is our way. Our
national Great Safety Net was initially organized at the industry level, like in Germany; but over time the
state became more and more involved, like in the UK, so as to take a more universal approach to economic
security and prosperity.

All in all, the West’s economic history since the 1908 Model T can be read as the long struggle to shape
and improve this ‘Great Safety Net 1.0°. At first, it had to be imagined. It took the sheer will of the labor
movement and a great deal of help from governments (as well as the Great Depression and two world
wars) to succeed. Then it bore fruits with the post-war boom.

As explained by Carlota Perez, each techno-economic paradigm involves a new understanding of the
current means of production and consumption. In turn, it imposes a new way of life and thus calls for new
institutions. Only with a new “socio-institutional framework 2] in line with the new age can society
enter a period marked by the redistribution of wealth to the many, the massive creation of jobs, and
widespread prosperity. No technological revolution can deliver both economic security and prosperity if
it doesn’t trigger Karl Polanyi’s concept of a “double movement "3,

This is exactly what happened after World War II. In a society traumatized by global conflict, Western
governments had to counter market instability by providing businesses as well as households with
increased economic security. For a few decades in the twentieth century, a new set institutions was
effectively shaped in the interest of both households and businesses. Thanks to the Great Safety Net 1.0,
individuals were empowered and protected against critical risks. Meanwhile, corporations could count on
sustained and growing consumer demand that made it possible for them to serenely invest in their
businesses and make more profits. Indeed, what was there not to like? And, above all, can we once again
rise to such a challenge?

1 2 2 4

Key takeaways
e JVe’re currently going through the fifth great surge of development since the Industrial
Revolution, one that is leading us into the age of ubiquitous computing and networks.
® During the previous great surge, that of the automobile and mass production, the installation
period culminated in problems similar to those we 're experiencing today.
® Those problems were solved by deploying the ‘Great Safety Net 1.0°, a macro mechanism
designed to deliver economic security and prosperity to both households and businesses.



Chapter 3
Stuck in the Dark Ages

“A country approaching the fascist phase showed [common] symptoms, among [them] the spread of irrationalistic

philosophies, racialist aesthetics, anticapitalistic demagogy, heterodox currency views, criticism of the party system, widespread
disparagement of the “regime,” or whatever was the name given to the existing democratic setup ... Fascism was an ever-given
political possibility, an almost instantaneous emotional reaction in every industrial community since the 1930s.”

—XKarl Polanyil74]

The Western middle class’s never-ending crisis

I’ve always felt part of the middle class. My parents had good, stable jobs. My siblings and I had the
opportunity to go to good schools and attend events such as art exhibitions and jazz concerts. I learned
musical instruments (clarinet, saxophone, piano, and then bass guitar) and played a few sports, including
fencing and tennis. At the same time, we didn’t often go to restaurants and we never traveled much. But life
felt relatively rewarding and we were imbued with a solid sense of economic security.

Today the vast majority of people in the West still identify as middle class. But the very concept of the
middle class has evolved through time. When I grew up in the 1970s and ’80s, the cardinal value of the
middle class was stability. Most people had a fixed place in the world and defined themselves through
what they were doing in life. As for today, being part of the middle class looks more like the main
character in Steven Soderbergh’s Magic Mike: laboring during the day as a construction worker, making
money as a stripper in night-clubs and private parties, and steadily describing himself as an
“entrepreneur”.

As in the case of Magic Mike, gone is the sense of economic security that provided middle class
workers with a clear identity. Now we live in a world where job situations are unclear. People are no
longer certain about what the future holds or even what their occupation is. Is Magic Mike a construction
worker, a stripper, or an entrepreneur? Nobody knows, and so he is forced to decide for himself—in what
the Financial Times columnist Simon Kuper calls the "great middle class identity crisis "3,

What defines the middle class today is less stability than the dream of climbing up the economic ladder
and, simultaneously, the nightmare of potentially falling down it. Values such as risk-taking and self-
reliance rather than stability and solidarity become more central in the day-to-day experience of most
households. Instability is creeping in to nourish the feeling of a looming and perpetual crisis. The middle
class is now less about status and more about aspirations and fears.

And yet middle class workers didn’t wait for computers and the Internet to identify threats to their
status. In reality, their identity and economic problems have been in the making since at least the 1970s.
Before that time, the middle class, buoyed by economic security, was enjoying the fruits of post-war peace
and prosperity. Then everything changed.

The macroeconomic context of the time was transformed by many factors. Less developed countries
started to catch up on the US, imposing an unprecedented level of competition on Western businesses. The
Nixon administration abandoned the Bretton Woods system and let the dollar float, which led to more
volatile exchange rates. The oil shocks of the ‘70s and the sharp increase in the price of oil resulted in a
widespread energy crisis.

These changes took place atop a cultural and political crisis, revealed in many countries by the turmoil
of 1968-69 and made even worse by degrading economic conditions. Every Western country went through
the same feeling of decline, with the youth voicing demands for emancipation, workers fomenting unrest at
the workplace, unemployment rising again after three decades of prosperity, and the simultaneous rise of
inflation (an unprecedented phenomenon known as ‘stagflation’). There were also occasional conflicts in
every region of the globe, the intensification of violence in the Middle East, and even frequent terrorist
attacks in Western countries such as Germany and Italy. Viewed from the Western middle class, the 1970s
were the beginning of a long, grim period of crisis. Again, all this was long before the Internet was a thing.



That decade of crisis triggered an institutional response in the form of neoliberalism. This new set of
ideas, inspired by the likes of Friedrich Hayek and Milton FriedmanlZ%, sought to draw lessons from the
failures of state intervention in the 1970s. The stagflation of the time motivated an outright rejection of
KeynesianismZZ and established the triumph of the rational expectations hypothesisZ8l—an attempt at
rejuvenating the concept of nineteenth-century laissez-faire at the macroeconomic level. In the US, it
culminated with Fed chairman Paul Volcker battling inflation with higher interest rates from 1979
onwards. A series of tax and fiscal reforms was also designed to boost investment while trying to contain
rising deficitst2). In Europe, Germany led the way in promoting stable currencies and low deficits, using
the (long) path to forming the Eurozone to impose its macroeconomic discipline across the continent8%,

In the end, the world economy decidedly pulled out of stagflation and entered a new phase of both
stability at the macroeconomic levels (a phenomenon known as the “Great Moderation 8l) and
accelerated institutional changel82l. Neoliberalism, the ideology encompassing the new economic thinking
of the day, was championed by prominent conservatives such as Margaret Thatcher and Ronald Reagan. It
also changed center-left politics, with the French Socialist Party taking charge of deregulating the domestic
financial system in 1985 and Chancellor Gerhard Schréder orchestrating the famous “Hartz reforms” to
render the German labor market more flexible from 2003 onward.

International institutions played their role, too. The European Union promoted the principles of
neoliberalism as it began building the European single market in 1986. The so-called “Washington
Consensus” provided many countries with the standard package of reforms to convert to a neoliberal
approach. After the fall of the Berlin Wall, a vast ideological offensive was launched to convert the rising
elite in Eastern European countries. At stake was their support for democracy but also the assurance that
pro-market leaders would have the upper hand.

Over time, the neoliberal offensive bore fruits as it contributed to accelerating the development of less
developed regions and lifting many people out of poverty, actually narrowing the global inequality gap[83],
But for the Western middle class, there was a price to pay. Increased global competition forced flexibility
onto the labor market. Jobs in manufacturing and then in services were destroyed and replaced by cheaper
jobs in other regions of the world. Stagnating wages and rising unemployment made it difficult to finance
the most advanced welfare states. Taxes were raised and benefits were decreased.

The shift accelerated with a radical transformation of the corporate world. From the 1970s onward,
most businesses born in the prosperous age of the automobile and mass production experienced a sudden
and unprecedented pressure that forced them to redesign their entire system of operations to make them
more efficient. Trade barriers and tariffs came down, facilitating the integration of corporate operations on
a global scale. Corporations grew even larger, industries became more concentrated84], and global value
chains were consolidated by geographical arbitrage and changes in the tools and methods of business[83,
These all played a key and positive role in increasing the competitiveness of firms. But they also
contributed to weakening the Western workers’ bargaining power. What David Weil calls the “fissured
workplace”, which relies more on outsourcing and contractingl8l, now leaves fewer steady jobs to be had
by Western workers.

Similarly, finance’s going global meant that corporate shareholders grew more powerful at the expense
of workers. At one point in the 1930s, General Motors had more individual shareholders (half a million)
than it had employees (a quarter of a million)8Z. That division of shareholders’ forces helped CEO Alfred
P. Sloan dictate his terms and do as he pleased, without paying too much attention to what individual
shareholders had to say.

But from the 1970s onward, power shifted. Households now invested their savings through large and
powerful intermediaries such as pension funds and mutual funds. The rules that had been set up to protect
individual savers against the greed or incompetence of corporate executives were now leveraged by
professional agents with billions of dollars of assets under management(88l. What’s more, the financial
services industry came to rely more on information and communication technologies, concentrating itself in
a very few select cities rather than being spread all over the world. With this unprecedented concentration
and the related emergence of global financial powerhouses, increasingly short-term constraints began to be
exerted on public corporations!8,

At some point in the 1990s, the overall pressure on employment and wages became a macroeconomic
threat to mass consumption, even in the presence of cheaper products. To maintain the middle class



standard of living, the financial system was summoned to support mass consumption through the rise of
private debt. Western households were eventually showered with cheap and abundant banking credit so
that they could keep on consuming and buying houses. But the end result was the 2008 financial crisis and
its destruction of any remaining delusions as to the state of the Western middle class.
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All in all, the long period from 1968 to 2008 was tough on the middle class from many points of view.
Innovation slowed downl2Y, the inequality gap widened®l], economic insecurity reached heights unknown
since World War 11122}, and populism rose again®3l. The rise of technology has hardly eased the pain. Over
time it has even made some things worse.

This is why I call this period the Dark Ages: a long and ambivalent period between the fall of the
Empire (the fading age of the automobile and mass production) and the Renaissance (the flowering age of
ubiquitous computing and networks). We could make the most of this Renaissance and harness technology
to increase economic security and prosperity for all. But first we need to understand how much the Great
Safety Net of the past has been dismantled in recent decades.

00

How the Dark Ages shifted risks onto individuals
2008 revealed the advanced decay of the age of the automobile and mass production. In the previous
decades, we had managed to prolong the life of an exhausted techno-economic paradigm by using levers
such as the rise of mass consumption in China, Brazil, Russia, and the Middle East, the possibility of
making products cheaper by producing them offshore, the expansionary monetary policy that followed the



terrorist attacks of 9/11 in the US, and the development of fracking to prolong the era of cheap fossil fuels.
Governments used these to keep buying a few more tenths of a point in annual economic growth to counter
unemployment and appease their voters. But the crisis brought all that to an end.

The problem is that the conversation on what should be done has been focused on the wrong issues.
Because the agony of the previous techno-economic paradigm was revealed in a financial crisis, most
discussions have been focused on finance itself. In her global best-seller Makers and Takers, Rana
Foroohar has called for tackling the issue of financialization “fo ensure not only more sustainable
growth, but more stable politics "4, Harvard University’s Clayton Christensen has dedicated a great
deal of thought to how financial ratios have trumped corporate strategy and led the economy into the
ground®3). And in the US, the Dodd-Frank Act, the main regulatory response to the financial crisis, is still
touted as a major part of Barack Obama’s legacy29l.

Yet the extent of the crisis goes well beyond finance. The fact that the financial system is oversized and
prone to systemic crisis doesn’t call for regulating it more while leaving other policies untouched. Rather
we must realize that the financial system has gone awry because we’ve left it as the only remaining pillar
of the Great Safety Net 1.0, without the other pillars of social insurance and collective bargaining to
complement it. This can be seen in how conservatives keep on stressing the importance of “ownership” as
the best safety net for householdsPZ, the inflating bubble of student loans, or the excessive reliance on
consumption driven by credit card debt. With the financial system as the only mechanism for sustaining
production and consumption, today’s problem is less with the excesses of that particular system than with
the failures of the Great Safety Net as a whole. And so tackling finance as the cause of our current
problems is like prescribing cough drops to someone who’s suffering from lung cancer.

One key feature of the Great Safety Net was the pooling of risks through social insurance. This was a
major advance when compared with the past, when risks would only be covered by the family or small-
scale pooling mechanisms such as mutual aid societies. The pooling of risks at a much larger scale
boosted consumption because people were not required to save based on an excessive fear of what
potential disaster tomorrow could bring. It also unleashed geographic mobility because workers were not
required to stay close to their families and could pursue job opportunities elsewhere.

Alas in the past decades the old social insurance mechanisms have been dismantled or rendered less
effective. Many risks are being gradually shifted back onto individuals again. The cost of healthcare has
risen, and so households bear a larger part of the financial burden that comes with leaving work when
they’re sick and receiving treatment. The redistributive power of the pension system has been weakened as
well, with the gradual replacement of traditional ‘defined-benefits’ pensions that provided a fixed benefit
for life with ‘defined-contributions’ plans like the 401(k) which, as Jacob Hacker reminds us, “offer
neither predictable nor assured benefits "8, 1t’s now expected that more and more senior citizens will
spend the last years of their lives without sufficient income22.

There’s also the misalignment between legacy mechanisms and the risks that dominate today. A key
component of social insurance in the age of the automobile and mass production is that it was focused on
salaried workers with steady jobs. Yet today steady jobs are increasingly the exception rather than the
norm, at least for those who are newly hired. In the new age, individuals go through more diverse
professional situations marked by occasionally violent ups and downs—a far cry from the linearity of
yesterday’s careers.

There are many reasons for the end of the steady job. One is simply the growing aspirations of people
who like to change jobs from time to time. A more individualistic culture that promotes emancipation and
innovation rather than community and continuity necessarily leads to more uneven career paths. Another
reason is that technology, notably the abundance of information, makes the job market more efficient. If it’s
easier to learn about other jobs and to be trained to occupy them, then people will find it easier to think
about switching jobs, and will act on it more often than not.

A third reason is that firms are simply more prone to failure. Today’s economy is one in which more
people embrace entrepreneurship. But their ventures also have a higher probability of disappearing in the
near future. In the previous age, individuals could work for a long time in the same company no matter its
size. But the new age will see an increased number of workers joining startups, which by definition are in
search of their business modell% and likely to disappear in a matter of years or even months. Others will
have seemingly secure jobs at ‘giants with clay feet’—large companies which, like Kodak or Toys “R”



Us, will abruptly fall as they are unable to adapt and survive.

The intermittent nature of today’s careers creates an unprecedented set of problems for social insurance.
Such mechanisms that were designed for linear career paths are ill-fitted to respond to the needs of
individuals whose working lives have become increasingly diverse, discontinuous and multiform. Because
traditional social insurance is often linked to a stable job, it becomes discontinuous, inadequate or non-
existent when individuals begin to change employers and employment status at a higher frequency.

With the unprecedented income discontinuity, intermittency itself becomes a risk that affects an
increasing proportion of the population. No social insurance currently covers such a risk. Unemployment
insurance, in particular, provides benefits only to employees who have contributed through their payroll
taxes over a relatively long period. And by the way, a non-linear working life also means non-linear tax
revenues because individuals don’t contribute during the intermittent periods when they aren’t earning a
regular income.

Another adverse shift is that various social insurance mechanisms have failed to account for changes in
the composition of households. Working families are evolving, with declining demographics, more
blended families, older relatives that must be cared for much longer, and more single young parents—
mostly womenH%l, This new kind of ‘atypical’ working family has not made its way into our
representation of the world. The institutions that were once designed to hedge families against critical
risks still have the traditional ‘working father / stay-at-home mother’ family as the model.

Yet another risk shift is found in what economist Enrico Moretti calls the “new geography of jobs 1%,
Today, activities and jobs increasingly concentrate in the densest urban areas. Skilled workers gather in
these areas in order to join the most dynamic and innovative companies whose growth and innovation
efforts are fueled by the fact that they’re close to each other. For less skilled workers, these areas of
increased economic activity become magnets, too, as they need to be closer to where their job
opportunities are. The problem is that these powerful clustering effects cause a steady increase in the price
of real estate assets. And so a growing number of individuals are exposed to an unprecedented critical
risk: not being able to afford to move into the cities where most of the jobs, social interactions and
networking opportunities are locatedH1%],

There is a close relationship between the rise of intermittency and evermore unaffordable housing.
Intermittency makes housing more difficult, as it complicates the proof of solvency vis-a-vis landlords or
lenders. Conversely, the difficulty of housing aggravates the intermittence of career paths. Many jobs in
areas with high housing prices cannot be occupied in a stable way if people can’t afford to live nearby. If
the new economy creates relatively few jobs, it is not because it eliminates the needs that could be met by
these jobs. It is rather because it makes it difficult to create those jobs due to the ever-increasing tension
on the housing market. In other words, many jobs are not created because the majority of those who could
occupy them are unable to find proper family housing in the areas where they are needed.

Collective bargaining, another pillar of the Great Safety Net, has also been weakened—even more than
social insurance. In the past, state-assisted unions contributed to integrating a growing number of
individuals in the workforce—including immigrants and minorities who formed a large portion of the
unskilled workers toiling away in industrial facilities. For many decades, unions effectively wielded their
newfound power to advance their members’ interests, forcing employers to back down and share the
wealth with workers. Thus state-assisted unions were instrumental in turning the working class into the
middle class and inspiring the modern standard of livingl1%4,

One reason why collective bargaining worked so well is that workers’ unions bargain for the longer
term. Unlike taxation or social insurance, the terms they negotiate are not in danger of being reversed at
every electoral turn. Another distinctive feature is that unions, to quote Nelson Lichtensteinl%l are the
only ones possessing an “intimate, internal knowledge of business conditions”. Finally, thanks to the
power of polarization, bargaining in and of itself is a powerful means to achieve change and promote the
workers’ interest.

Alas today’s unions are a mere shadow of their former selvesl%l, Their demise was initiated in the
1970s. There was a growing indifference on the left as well as counter-measures such as ‘right-to-work’
laws and other union-busting mechanisms on the right. As a result, the working class has gradually turned
away from legacy organizations that now fail to bargain on their behalf. Today’s unions hardly serve as a
proxy to advance workers’ interests. And with their diminished influence on the political process comes



rising economic insecurity for middle class workerst %7 and a growing inequality gap.

This demise of most of the Great Safety Net 1.0 is mirrored by the transformation of the corporate
world. During the post-war boom, the Great Safety Net was tied together by what Adam Davidson calls
“the single greatest risk-mitigating institution ever: the corporation”1%8] As the entire economy
consolidated around large, integrated firmsH%l the government learned that it could rely on them as a
proxy to implement policy in fields as diverse as collective bargaining, social insurance, and taxation. Big
corporations, instead of being a foe, became a critical ally to help the state secure individuals.

Yet today big corporations are much less present. The more globalized ones are mostly beyond the
state’s reach: their restructuring into global value chains!1% has emptied their substance in many countries
and made them reluctant to have too many dealings with governments. And big corporations employ fewer
and fewer individuals as they’ve embraced contracting and outsourcing as their preferred way to access
and exploit the workforce—again David Weil’s “fissured workplace "M, As a result, policy primarily
targeted at big Fordist corporations and using them as a proxy for risk-mitigation is bound to leave the vast
majority of individuals off to the side. Employees of small and medium businesses, self-employed
workerstH2] students, job seekers, and startup founders are all out of reach for most institutions that used
to be part of the Great Safety Net 1.0. The vast majority of workers are outsiders in a world where risks
are covered only for those employed by large domestic corporations.

Even worse, the corporate world has mostly turned against the very principle of a Great Safety Net. As
firms have to become more competitive, they’ve come to see the Great Safety Net as a burden to be
sloughed off. The rise of imported products means that the Fordist positive feedback loop of mass
production and mass consumption is becoming less obvious!13l, And the financial difficulties affecting the
welfare state provide conservatives with anti-welfare state arguments and lead to regressive policies.

As a result, the macro mechanism that was the Great Safety Net 1.0 was slowly unraveled from 1968
onward, with social insurance programs becoming less sustainable and less effective while unions got
weaker and lost their political clout. With the rise of neoliberalism, the remedy to this disturbance was the
gradual removal of those two pillars. It left us with a radical bet on the financial system as the sole means
to provide economic security and prosperity to both households and businesses.

That attempt at what Colin Crouch names “Privatized Keynesianism 14 didn’t work well and
eventually went over the cliff with the 2008 financial crisis—a direct result of the economy’s excessive
reliance on household debt. When one’s home became not only a shelter but also an investment for old age
as well as collateral on which to borrow and consume, it exposed households to a potentially catastrophic
failure of the financial system. Without the complementary balances provided by other pillars of the Great
Safety Net, the goal of providing economic security and prosperity was submitted to the financial system’s
own key performance indicators. Hence the rightful impression that the Dark Ages have been a time of
vertiginously rising financialization.
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Making the West Great Again

The United States is a country that’s always been dear to my heart. Just like Bill Clinton and Al Gore’s
“information superhighway” led me to study computer science, my curiosity for the US as a whole was
also inspired by the 1992 presidential election. Following that year’s campaign, I read extensively about
American politics and history. Then I chose American studies as a major when I pursued my education at
Sciences Po (a leading Paris-based university specialized in political science and public administration).
When I later started working in the tech industry, my knowledge of the US helped me decipher the history
of Silicon Valley, the spirit of the frontier, the strengths of the US political and legal systems regarding
innovation, and the unique and inspiring American entrepreneurial culture.

And yet today there are worrying signs that suggest America could lose it all in the coming decades. |
obviously don’t wish that fate for a country I admire so much. But every day that passes since Donald
Trump’s election inspires in me this uneasy feeling: we re witnessing the fall of the American Empire.
Many see this unexpected turn of events as an opportunity for Europe. Myself, I mostly feel sad that I have
to witness a great nation go down the terrible path of debasement and destruction. And I dread the damage
for the entire Western world and the values we all cherish.



According to the great political scientist Louis Hartzl13l, one key to understanding the US is that it was

originally founded as a democracy. Unlike Europe, which was burdened by its aristocratic heritage, that
democratic legacy enabled the uniquely American set of values that for two centuries was the hotbed of
such vibrancy and prosperity. Alas today there are signs of a shift leading to an unprecedented aristocratic
ethos in the US: suppression of the estate tax; disinterest in busting monopolies; subsidies for dying,
unproductive industriestHé; circumventing democracy in the interest of the rich and powerful; creating
tariffs. What we’re witnessing today very much looks like the end of what Louis Hartz calls the “/iberal
tradition in America 111,

There are also signs of the US now lagging behind in terms of development. The inequality gap is
widening!H8l, Infrastructures are crumbling. Life expectancy is decreasingt12 for the first time in decades.
In certain parts of the country, the population is afflicted by the extremely worrying opioid crisis[!2%, The
government looks like it has been circumvented by a clique of plutocrats that are as obsessed with
exploiting the state for their own interests as they are indifferent to the economic insecurity experienced by
their fellow citizensH2Ll,

When Barack Obama was president we could expect the US to lead the Western world into imagining
an upgraded version of the Great Safety Net—precisely what happened during the New Deal. But with
Donald Trump in the White House, such a scenario has become highly improbable. So I now see three
scenarios when it comes to the future of the Western world.

In the first, it would be China, rather than the US, which imagines and builds a ‘Great Safety Net 2.0’
and offers it as an example to follow—Hfirst in Southeast Asia, Central Asia and Africa, then maybe in
Europe. China has many assets that indicate it could succeed on that front. It is unified and stabilized by an
old civilizational heritage and a strong regime, enjoying unparalleled (if authoritarian) stability in a world
otherwise dominated by chaos.

As it has emerged from the depths of under-development and the shock of Mao’s Cultural Revolution,
China is also unencumbered by the legacy institutions that still dominate Western societies. And so it’s
better positioned to imagine a new set of institutions that make the most of the current techno-economic
paradigm. We can already see the outlines of a Chinese version of a modern-day Great Safety Net with the
deployment of a national pension systemH22l the widespread role of trade unions affiliated with the
Communist Partyl123] the fast-paced innovation in consumer financell24], the diversification of the housing
market!23], the first hints of interest in upgrading the healthcare systemH26], and the ambiguous experiment
that is China’s now-notorious social credit systemHZZ,

Additionally, China is not inward-looking anymore. Some have doubted that, unlike the US at the time of
the Marshall Plan, China would have the slightest interest in trying to expand its social and economic
institutions elsewhere in the world. What they don’t realize is that with its vast economic footprint, the
Belt and Road Initiative, and a deeper engagement with global institutions, China is not simply in a
position to imagine a new Great Safety Net for the new age for itself. It also has the means and drive to
implement and promote it on the world stage.

The problem, obviously, is that a Great Safety Net 2.0 imagined in China will probably not comply with
Western liberal democratic values. With China as the core of the age of ubiquitous computing and
networks, Western nations would be confronted for the first time with a dominant economic and strategic
power that doesn’t share their history and political heritage.

Furthermore, if the Great Safety Net 2.0, that of the twenty-first century, is imagined in China rather than
in the Western world, Western nations might be the last to embrace it. More likely it will be deployed in
other countries, those best capable of leapfrogging, before it’s replicated in Europe and the US (if at all).
And as a Great Safety Net 1s key to economic security and prosperity, China taking the lead will eventually
lead to a sharp reversal in development trends, with the West falling behind while the Chinese world
leaps forward.

In a second scenario, it is Europe that would forge ahead and tackle the new institutional challenges
without relying on the US anymore. But this scenario is uncertain at best. As world leaders and experts
look at Europe, what they see is a continent in disarray—one that is “disappearing into itself”, as it was
once put by Kevin Rudd, the former Prime Minister of Australia (and an expert in many things related to
China)H28], There is the economic and financial imbalance following the budgetary crisis in Greece. There
is the decision by British voters that the UK would leave the European Union. And now there are the



tensions due to the rise of populism in many countries across the continent, including the authoritarian turn
by some governments in Eastern Europe.

Because it hasn’t grown large tech companies, Europe also lacks the intimate understanding of the new
techno-economic paradigm as well as the economic power that it takes to effectively exert strategic power
at a global level. As Kevin Rudd noted, “once you have economic power, it in turn engenders political
power, it in turn makes possible to have security power through the acquisition of military capabilities,
which in turn generates foreign policy power, which in turn generates strategic power” 12 Europe
still has power due to its economy and its legacy position within the global institutions founded in the
aftermath of World War II. But it’s drifting backward in comparison to both the US and China, whose
strategic positioning at the global level is immensely strengthened by their harboring today’s largest and
most potent tech companies.

The third scenario is that the Western tech industry itself realizes that its interests lie in imagining a new
Great Safety Net for the new age of ubiquitous computing and networks—and that it shouldn't wait for
feeble Western governments to take the lead. The critical (if transient) role the corporate world played in
securing the legacy of the Second New Deal is one precedent. An even more relevant one is that of utopian
British industrialists such as Robert Owen (1771-1858), a leader in the development of cooperatives and
the trade union movement, and William Morris (1834-1896), who promoted craftsmanship as a way to
restore the workers’ dignity and wholeness in a more industrial worldH13%, Yet something was lacking in
both cases. The grand vision of the New Deal was never completed in the US due to a backlash against
trade unions and fierce resistance against deploying universal healthcare insurance. As for the British
initiatives in the Victorian era, they never scaled to nationwide social significance.

This is where ubiquitous computing and networks can make a difference. Now non-governmental
institutional change seems possible at a large scale because tech people congregate in their own kind of
nation—what my friend and partner Oussama Ammar calls the "Internet nation"131], echoing Balaji S.
Srinivasan’s idea that "software is reorganizing the world" U321, After all, the rise of the printing press
and the mass distribution of the written word once lead to the emergence of nationalism and the formation
of nation statesH33], Now the power of networks (and related increasing returns to scale) makes it possible
for tech people to build their own institutions without relying as much on governments.

In my view, the US tech industry doesn't really have a choice. Not only is it being cornered by the
current political situation, but with pro-technology leaders such as Obama and David Cameron gone from
the stage, there’s really no Teddy Roosevelt or FDR in sight, is there?

These three scenarios—new institutions being imagined by China, Europe, or the tech industry itself—
should be borne in mind as we go further. But for now we need to revisit the recent history of technology
to have a shared understanding of what the new age is all about.
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Key takeaways
® The crisis of the Western middle class has been long in the making. It took the form of
globalization and financialization before it was accelerated by technology.
® The Dark Ages of financialization led to shifting more risks onto individuals, effectively
dismantling the Great Safety Net 1.0 and imposing an excessive burden on the financial system.
o Now that we’re shifting to a new techno-economic paradigm, its time to imagine new
institutions for prosperity and economic security. The question is: Who will tackle that challenge?
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Part 2

The Entrepreneurial Age



Chapter 4

Entrepreneurs and the New Corporate World

“For entrepreneurs, there is no tradeoff between quality and scale. The job is to do both—not one or the other. If it can’t

be done, you innovate. Quality without scale is not entrepreneurship—it is a tree falling in the forest with no one around. Scale
without quality is also not entrepreneurship—it is business as usual. And it leaves businesses exposed to competitors who steal
its customers (and, worse, employees). Anyone who attempts to serve a customer at a new level of quality and scale is an
entrepreneur. Anyone who does not, is not.”

— Babak Nivil134]

A brief history of science and entrepreneurship

My firm The Family has had the good fortune to be seen as a place where people have a real viewpoint
on entrepreneurship, technology, and innovation. As a result, we’re often visited by various people who on
occasion ask us to provide expertise. Approximately four years ago, a particular category of visitors
emerged: local officials and business owners who wanted to build their own Silicon Valley. All were
counting on the related entrepreneurial drive to trigger local development, create jobs, and attract outside
resources.

The question recurred so often, in fact, that we decided to act upon it. Instead of providing the same
answers over and over again (“It’s difficult”, “It took decades”, “There was a particular context”,
“Theres only one Silicon Valley” ), we decided to write it down once and for all to have a document
ready for anyone with questions related to creating the next Silicon Valley!!33l, In the process, we learned
a lot about the history of entrepreneurship and discovered many facts and ideas that most people
ignorel136l, Above all, we unearthed many misunderstandings and clichés that too often pollute discussions
on entrepreneurship.

One of the most potent clichés is that innovative entrepreneurship is about science. Many people
confuse entrepreneurs with lonely, misunderstood scientists who hunt for breakthroughs in their basement.
The vision is entertaining, but it is also misleading. Very few entrepreneurs (if any) are actually like Doc
Brown in Back to the Future.

In fact, for much of the nineteenth century, science and business grew worlds apart. On one side,
scientists were producing knowledge and conducting experiments in university laboratories or their
homes. On the other, as stated by Olivier Zunz, mechanical tinkerers invested “in labor-saving machinery
and interchangeable parts to produce large quantities of technologically complex
products "137)(otherwise known as the “American system of manufacturing”). Countries such as France
and Germany, which had already created formal engineering schools, were pioneering new forms of
cooperation between academia and business. But in general scientists weren’t interested in
entrepreneurship and there was not much use for science in the entrepreneurial world.

From 1875 onward, the transition to the age of steel and heavy engineering changed those conditions.
Learned societies, notably of engineering, began to position themselves at the crossroads of science and
business!38l, Local ecosystems of technology-savvy investors had to exploit available science to form
opinions on new technological venturesl32, Scientists began to express an interest in their work’s
applications in the business world, and entrepreneurs were now paying more attention to science.

Because entrepreneurs and scientists remained in two different categories, however, the rise of a more
entrepreneurial approach to inventions needed a functioning market for technology where technological
assets, both tangible and intangible, could be bought and sold at arm’s lengthH4, Key institutions such as
patent law and licensing contributed to making that market efficient. Andrew Carnegie’s Edgar Thomson
Steel Works—the steel mill whose construction Carlota Perez marks as the Big Bang of the new
technological agel!#l—was built in 1875 in Pittsburgh, using the process for manufacturing cheap steel
patented by Englishman Henry Bessemer twenty years earlier. Like Alexander Graham Bell (whose
invention, the telephone, was turned into a corporate empire by the likes of Theodore Vailll42]) Bessemer



ultimately had to rely on others for his invention to become the cornerstone of a new industry. The market
for technology made it possible for scientists to work with entrepreneurs.

Yet at some point, the bigger corporations brought about by consecutive techno-economic transitions
decided that they wanted to employ their own researchers rather than buying from lone inventors on the
market. During the twentieth century, the rise of big, integrated corporations was facilitated by key trends:
the structuration of modern industries and the emergence of the Great Safety Net that made steady mass
consumption possible. Those trends contributed to concentrating the necessary resources — financial,
human, technological — in unprecedentedly large corporate firms. In time, those firms developed an
approach for managing research and development within their organizations.

It was not an easy task. Scientists were obviously eager to access the capital-intensive research
facilities that only big corporations could pay for. But most of them were reluctant to relinquish ownership
of their work. Similarly, individual autonomy was a key condition for success in the world of science,
which contradicted the core principles of Frederick Taylor’s scientific management.

To make up for the contradiction, scientific research had to be undertaken within specific departments.
Strict separation was a way to provide autonomy to the researchers rather than locking them into the main
organization. It was also a way to isolate the main organization from the apparent chaos that reigned in the
realm of scientific research.

In 1925, Western Electric Research Laboratories and part of the engineering department at AT&T were
consolidated to form Bell Telephone Laboratories, Inc., later known as Bell Labs. Corporate labs such as
this, Lockheed’s Skunk Works, and Xerox PARC all ultimately fit the same model: a separate entity in a
corporate organization within which talented researchers were given a measure of freedom in the hope that
their findings would help consolidate the parent company’s long-term competitive advantage. Science was
seen as a privileged way to improve existing products, achieve efficiency gains, launch new products, and
conquer new markets.

The history of corporate inventions reveals the importance of in-house research in the progress made by
technology all along the twentieth century, from the weapons systems that helped the US win World War
11431 to technological breakthroughs in synthetic fibers, avionics and energy and on to the transistor that
was invented by John Bardeen, Walter Brattain, and William Shockley at Bell Labs. With those successes,
research and development gradually became an issue of organizations rather than the market.

World War II also brought about a massive upheaval of public spending in science. After the war,
following the advice of science policy overlords such as Vannevar Bush[!#4l governments started to
design new programs to support science’s industrial applications. The result was an obvious bias for large
organizations rather than small businesses or new entrepreneurial ventures. Like the widespread (and
controversiall43]) R&D tax credit, most programs targeted big corporations rather than the lone inventors
and tinkerers who had made possible the techno-economic transitions of the nineteenth century. And when
the government did try to support technological research in the more entrepreneurial parts of the economy,
it often failed due to an excess of paperwork and risk-averse decision-making processesH40l,

As a result, during most of the twentieth century, those with a scientific background didn’t really
consider entrepreneurship as an option. If they were attracted to innovation, they had to be ranked at the
top of their class, join a big corporation, and innovate within it and on its behalf. Entreprencurial
innovations, those undertaken by lone individuals, looked like they would be permanently marginalized. If
you were smart enough and wanted to make a difference through technology, the corporate labs were
where you had to be. The nineteenth century was the century of entrepreneurial tinkerers and lone
scientists; the twentieth was the century of corporate researchers.

William Shockley, the same who co-invented the transistor at Bell Labs, played a fleeting yet key role
in the shift from corporate research to the next era of innovation. After the transistor, Shockley decided that
his future was not at Bell Labs. He wanted to found his own shop, explore applications for his invention,
and contribute to creating a new industry. He located his new venture, Shockley Semiconductor
Laboratory, in the small California town of his teenage years, where his elderly mother still lived: Palo
Alto. This was also where Shockley’s wartime colleague Frederick Terman was turning Stanford
University into a scientific and entrepreneurial powerhousell4Z,

The rest is history. Shockley recruited eight brilliant young men, all recently graduated from the best
universities in the country. Then in 1956 he won the Nobel Prize in physics. Then he became insufferable.



Led by 30-year-old Robert Noyce, the eight young men defected the following year to found a new
company, Fairchild Semiconductor (a subsidiary of Fairchild Camera & Instrument, a family-owned
industrial business located on the East Coast). This marked the beginning of a new era in innovation: the
age of the young, radical entrepreneursH48l,

That’s because there was a key difference between Shockley and Robert Noyce. The former was famous
and respected, notably by potential investors. The latter was unknown and had everything to prove. He did
it, impressively, and overcame the considerable risks he had taken with his seven co-founders.

These were risks that not many young people were willing to confront at the time. Founding a startup
seems like a rational choice nowadays because steady jobs are scarce and corporate organizations look
like they’re going through unbearable agony. But in the 1950s, leaving your employer to found your own
company was rare. For young, promising talents, corporate jobs came with high wages, social status,
management responsibilities, job security, and ever-ascending career paths. For that alone, the role of the
“Traitorous Eight” in the advent of a more entrepreneurial age cannot be stressed enough.

Robert Noyce’s character gave a particular twist to the history of what was to become Silicon Valley.
Noyce was neither an opportunistic businessman, nor a corporate manager obsessed with control, nor a
misunderstood inventor willing to prove everyone wrong, nor the son of a poor family determined to have
his revenge. He was, in a way, far more ordinary: born in the Midwest, raised in a happy middle-class
family, an astute researcher with a genuine passion for transistors, a dedicated salesman, a leader who
inspired all those who had the chance to work with him. With his partners, Robert Noyce created a new,
lasting entrepreneurial culture that mixed enthusiasm, ingenuity, and ambition.

All in all, since the second half of the nineteenth century, entrepreneurship went through very different
eras: that of scientists and entrepreneurs ignoring each other; that of the market for technology; then that of
the corporate research lab. Entrepreneurship as we know it today only emerged with the rise of a new
general purpose technology: microprocessors.

1 2 2 4

From personal computing to continuous innovation

The link between Robert Noyce and today’s entrepreneurs such as Mark Zuckerberg, Brian Chesky, and
Travis Kalanick seems far-fetched. In the 1960s, after all, Frederick Terman’s Stanford University was a
place dedicated to conducting research for the military. Fairchild Semiconductor was no exception to its
era: it was mostly a contractor for the US government, especially NASA. But sometime in the 1960s
Noyce grew tired of Fairchild Semiconductor’s parent company and the constraints it imposed on his day-
to-day business. He wanted to explore consumer applications and soon left with his partner Gordon Moore
to found a new venture, which they named Intel. There he helped invent the microprocessor, which became
the cornerstone of the personal computing industry.

From the 1970s onwards, a new generation of entrepreneurs decided to focus their attention on this
nascent industry. Under Andy Grove’s leadership 142, Intel ultimately specialized in designing and
producing microprocessors, those “computers on chips” that are at the heart of personal computers.
Thanks to the microprocessor, personal computing went beyond a narrow circle of hobbyists to finally hit
mass markets. In 1976, Steve Jobs partnered with Steve Wozniak to build and sell the first personal
computers successfully designed for non-experts. With the Macintosh in 1984, Jobs commercialized the
graphic interface and the mouse, revolutionizing what it meant to use a computer. In 1991, the
demulitarization of the Internet made it possible to connect all computing devices on the planet, giving birth
to powerful networked applications...and the technology bubble of the 1990s.

With the rise of personal computing and networks from the 1970s onwards, entrepreneurship took a new
direction. The goal was not to best the Soviet Union at any cost, but to serve the general public, to improve
people’s daily lives, to change the consumer’s world for the better. Entrepreneurs have always been key
figures in the history of the industrial economy. But it was personal computing that really gave birth to tech
entrepreneurs as we know them today.

There was a cultural reason for this shift from a military-financed semiconductor industry to a
consumer-driven personal computing industry. The concept of personal computing was born in the
counterculture of the 1960s13Y. Its birthplace, California, was home to many rebels, from the first
motorcycle clubs to artists, hippies, student leaders, LSD advocates, gay activists, the Black Panthers, and



computer scientists. In 1969, the Vietnam War was at its height and Richard Nixon became president. It
was around that time when some of those rebels loudly voiced the idea of empowering individuals against
organizations and decided to act on that idea to change America forever. The pioneers of personal
computing had but one goal in this adventure: augmenting individuals with technology so as to free them
from organizations, be they public (the government) or private (IBM).

Another factor in the shift to personal computing was the difficulty that incumbent tech companies had in
repositioning themselves within the computing industry. With the shift from the “vertical” proprietary
industry of mainframes and minicomputers to the open, “horizontal” industry of personal computing (to
quote Intel’s CEO Andy Grovel2ll), incumbents such as Digital Equipment Corporation and even the
mighty IBM were imprisoned by the extraordinary economic rents being generated from their existing
customer base. Thus, in a typical version of Clayton Christensen’s “innovator’s dilemma 1321, they were
unable to participate in the new world despite their having very relevant technology!33l. This left the
entire, rapidly expanding territory of personal computing almost entirely free for entrepreneurs to explore.

A third reason for the shift was financial. To found their ventures, entrepreneurs in the personal
computing industry needed money. The military wasn’t interested in providing it, since personal computers
couldn’t help them win the Cold War against the Soviet Union (or so they thought). Fortunately, a new
breed of financier was beginning to make a difference: venture capitalists. You can’t understand personal
computing and the techno-economic transition it brought about if you don’t keep in mind that it was all
about radical entrepreneurs sealing an alliance with returns-hungry venture capitalists.
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It was an alliance that worked beyond anyone’s wildest dreams—and it led to the military market for
semiconductors and computers becoming “a marginally relevant niche” (as stated by William H.
Janewayl24l), Now with the spread of computers, laptops, smartphones and other connected devices,
billions of individuals are equipped with ever-increasing, ubiquitous computing power. Through the
Internet and various platforms, they are connected with others and harness the power of networks. This
unprecedented connectedness as well as rising, distributed computing power have radically changed our
very conceptions of corporate strategy and innovation. In the twentieth century economy, innovation was
undertaken to occasionally break certain constraints. In the age of ubiquitous computing and networks,
innovation is a core everyday business practice.

Indeed the digital economy is characterized by its ever-growing competitive pressure. Startups never
stop entering the market: the cost of founding them is dropping and venture capital is rising as an asset
class to fund them. Direct competitors can regain the initiative at any moment, as technology makes it
possible to propagate new processes and features within a large organization without much frictionH33],
As a result, large tech companies are continuously trying to innovate, if only to sustain their returns on
invested capital and consolidate their dominant position on their original market!!39, In the age of
ubiquitous computing and networks, the cards can be quickly reshuffled, which creates an unprecedented
incentive in favor of continuous innovation.



What’s more, continuous innovation has become more sustainable as technology spares executives from
innovating in the dark. As innovation is more data-driven[!37, with the possibility of measuring its impact
almost in real time, technology minimizes the related risk and helps align innovation efforts with a given
strategyl28]. Indeed we are now witnessing the convergence of innovation (anything that breaks a
constraint) and strategy (which is about the constraints you embrace).

In the age of the automobile and mass production, every large corporation was confronted with painful
choices: between mass production and personalization; between faster growth and higher margins; and
between efficiency and innovation, in which they usually chose the formerl32). But now, it looks like tech
companies can skip those choices. They seem to keep on growing longer, reaching a larger scale while
still improving the quality of their productl® This makes their user experience more and more
exceptional and even, in some cases, increases their margins as they grow.

As the rules of the new strategic game become clearer, changes are happening in many dimensions—
which is exactly what a great surge of development is aboutl®ll, Infrastructures change: we still need
roads and bridges, but other infrastructures, such as cloud computing platforms, GPS satellites1%2] and the
Internet itself, have become more critical. Products change: fewer manufactured goods, more digital
applications and entertaining experiences. Organizations change: not the rigid, pyramidal bureaucracies
that used to thrive in the Fordist economy, but more agile and stacked architectures that combine user
communities, digital activities, and tangible assets within a constantly evolving business modelHl93]. The
managerial culture changes, too: instead of being obsessed by supply-side economies of scale, efficiency
gains, standardization, and quarterly returnsll®, managers are now focused on providing an exceptional
customized experience and generating increasing returns to scale.

* 00

Entrepreneurs are here to stay

Entrepreneurs always play a key role in the installation period of a technological revolution. They’re
the ones who seize technology as an opportunity to discover new models. This is why, according to
Carlota Perez, “all installation periods are led by finance and free markets as innovation focuses on
setting up the new infrastructure, letting markets pick the new winners and modernizing the old
economy "183] In a transitioning economy, where Schumpeter’s creative destruction is in full force, the
ability to experiment is necessary to discover new business models, put in place appropriate regulations
and enlarge businesses[160],

But in an age that imposes continuous innovation on even the most dominant firmsH¢Z most signs
suggest that entrepreneurs are about to play a more important role over the long term, even though the new
economy is becoming dominated by large companies instead of small startupsH8], From its beginnings, the
economy of computing and networks developed itself on top of decentralized infrastructures governed by
simple standards of voluntary adoption (TCP/IP, HTTP) and an economic model that did not impose
billing based on volume or time spent%?), The innovation dynamic of the current economy comes from its
initial characteristics: it is particularly adapted to the appearance of emerging trends, to successive
iterations, to observation and real-time adjustments.

As a result, entrepreneurs are not a vanguard paving the way for more mature managers. Instead, they
emerge as the new elite destined to permanently dominate. The age of the automobile and mass production
was dominated by engineers and operational managers focused on efficiency. The Dark Ages of
financialization were dominated by financial managers focused on quarterly returns. The new age of
ubiquitous computing and networks will be dominated by entrepreneurs focused on high quality at scale.
This is why it can be best described as the “Entrepreneurial Age”, one in which entrepreneurship,
otherwise defined by Babak Nivi as “the ability to serve a customer at the highest level of quality and
scale, simultaneously, "H1% becomes the basis for any organization’s strategic positioning.

The advent of the Entrepreneurial Age is best revealed by the fact that more and more people want to
become entrepreneurst . This trend, which my partners and I are witnessing everyday in Europe, can be
partially explained by the relative scarcity of full-time jobs and the frustration (even suffering) that these
jobs can provoke in many workers. This is compounded by the crisis that is upending many legacy
institutions. For younger generations, the future is marked by uncertainty. The continued existence of the



Great Safety Net, and particularly pensions, is no longer assured. Purchasing housing in urban areas has
become nearly impossible. Healthcare coverage is becoming less certain. An entire system seems to be
disintegrating, and this leads some to break free and create their own career, rather than relying on a
system that seems to be faltering.

Entrepreneurship is also enjoying an increased social status. Great entrepreneurs are admired by many,
if not by all. Steve Jobs was mourned throughout the world upon his passing, whereas Mark Zuckerberg
was put on the big screen with David Fincher’s The Social Network. As a result, entrepreneurship is
becoming more widespread and democratic. It is a new identity that is sought out by those looking to
increase their status in a society marked by Simon Kuper’s “great middle-class identity crisis "HI2,

And it’s easier than ever to create a startup. Open source software and the deployment of huge platforms
for cloud computing such as Amazon Web Services have trivialized the technologies needed to launch a
new business. Developments in programming allow one to avoid having to recruit large teams of software
engineers. Today, an app can be created by just one or two people. The myth of the garage has become a
reality: we can now bootstrap a company from practically zero.

Finally, capital is becoming a commodity. The current discussions between economists about the
“global savings glut” reveal that there is too much capital to invest and too few opportunities to secure
sizeable returnsH 23], This may come as a surprise for entrepreneurs who rack their brains in vain trying to
pitch investors who refuse to deploy capital. But the commoditization of capital is a well-documented
trend, and one that explains why growing startups have less and less difficulty raising funds as they reveal
their secrets and accelerate their growth on large, global markets. (Of course, this doesn’t negate the fact
that, as William H. Janeway eloquently reminds us (in a lesson we repeat often at The Family), “The
secret to corporate happiness is positive cash flow"H141)

All in all, in the Entrepreneurial Age, entrepreneurs are a force to be reckoned with. Some of them are
already scaling up companies by harnessing the power of billions of users, triggering unprecedented
increasing returns to scale. Whether they fully embrace it or not, entrepreneurs have become agents of
change. The superior power that was once held by the state now appears to be surpassed by that of
entrepreneurship fueled by ubiquitous computing and networks. And that power is up for grabs for anyone
who wants to achieve long-term policy goals. As Tim O’Reilly says, it’s now up to us to imagine new
institutions and provide prosperity and economic security in the Entrepreneurial Agel3l. And to be
effective, the new version of the Great Safety Net will need to truly serve the multitude.
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Key takeaways
o Entrepreneurship took different forms throughout the ages. Since the Industrial Revolution, we
went from mechanical tinkering to in-house corporate research to today’s VC-backed startups.
® As they harness the power of ubiquitous computing and networks, entrepreneurs are playing a
radically new game. Continuous innovation is now the rule, not the exception.
e FEntrepreneurs are here to stay. They’re rising as the perennial, dominant figure of the new
corporate world, leading us into the Entrepreneurial Age.
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Chapter 5
Behind Entrepreneurs: The Multitude

“Despite its supply-side economies of scale, General Motors never grew to take over the entire automobile market. Why

was this market, like many industrial markets of the twentieth century, an oligopoly rather than a monopoly? Because
traditional economies of scale based on manufacturing have generally been exhausted at scales well below total market
dominance... In other words, positive feedback based on supply-side economies of scale ran into natural limits, at which point
negative feedback took over.”

—Carl Shapiro and Hal R. Varian[176]

How customers rose as the main force in the corporate contract

I was an entrepreneur once—from 2010 to 2012, to be precise. I can’t say my startup broke any
records; in reality, it never took off. But it was a comprehensive and rewarding experience, during which I
tackled the same challenges as every other early stage entrepreneur: designing a product, raising funds,
hiring developers, managing developers, marketing the product, selling it to customers, managing the
company’s finances, and other ungrateful tasks. At the very least I survived lots of ups and downs and
learned many things that I never learned in my years working for the government.

My startup was rooted in Barack Obama’s 2008 presidential campaign. My partners and I had observed
how the Obama team had orchestrated relationships between voters who didn’t know each other but had a
lot in common. Our idea was that such a pattern could be replicated in many different situations: finding a
job (a conversation with a former job seeker could help) or purchasing a product (maybe a customer who
already purchased it and who resembles you has some useful insight). We did many things wrong,
including constantly hesitating between addressing users directly or simply selling the software to
merchants. But this period made me very sensitive to the idea that the age of ubiquitous computing and
networks was all about interactions between individuals (and this was before Facebook became so
important in so many people's daily lives, driving the point home for all of us).

Near the end of my stint as an entrepreneur, my friend Henri Verdier (now the chief information officer
of the French government) and I wrote a book together: L’Age de la multitude!’ 1), We designed it as both
a testimonial of what the startup world was all about and a wake-up call for the old world of elected
officials, civil servants, and corporate executives. The message was very simple: “You need to take
entrepreneurs seriously. The startups they’re building in their garage just might end up becoming the
largest corporations in the world.”

Henri had long worked in the publishing industry, so he knew a thing or two about marketing a book.
What he said was pretty straightforward: “Every successful book is built around a strong thesis”. It’s not
enough to thoroughly cover a given field. You need to convey a strong and polarizing message. And so at
first we had to work on what we called “the single law that explains the digital economy”. We were
looking for a polarizing view of what technology was all about.

We came up with the following: “The key to understanding the digital economy is that it redistributes
power from the inside to the outside of organizations”. A corollary to this law is that the businesses that
succeed in the digital economy are the ones that realize how power has been redistributed outside of their
organizations and learn to harness it anyway to fuel growth and generate profits.

But what exactly is the nature of that outside power? This question is the reason why we decided to use
the concept of the multitude, which we borrowed from the Italian post-Marxist philosopher Antonio
NegrilZ8, For Henri and I, the multitude is defined as the billions of individuals that are now equipped
with increasingly powerful computing devices and connected with one another through wide networks.

In that unprecedented state of connectedness, individuals change their behaviors and their relationships
with organizations. In the past, they formed a mass, with organizations addressing them mainly through
mass-oriented channels such as broadcasting, brands, and retail space. Now they form a multitude, in
which individuals exchange and create their own information through networks. As a result, the entire field



of business needs to be redesigned”2l. And the best place to start this effort is to reconsider the corporate

world in an economy now dominated by the multitude.

My view is that the corporation is a legal fiction embodying a contract between several different parties
that have conflicting interests: shareholders, employees, and customers. One of the factors that explains the
balance of power between a company’s many stakeholders is the competitive pressure on its end market.
On certain markets, such as the food and grocery market, competition is so intense that it brings prices
down at the expense of employees. Hence the infamous “Wal-Mart Effect "18Y ynder which affordability
for consumers coincides with adverse conditions for workers81 and suppliers (which are often small and
medium businesses). On other markets, such as real estate or telecommunications, barriers to entry prevent
newcomers from exerting competitive pressure on the incumbents. As a result, companies can focus on
maximizing the producer’s surplus at the expense of their customers.

Another factor that determines the balance in what I call the “corporate contract” is the surrounding
institutional landscape. Institutions embody the social order and nudge corporations in terms of how they
distribute the value they create and capture. The balance of power depends on the particular regulations
that apply in the industry and the structure of its value chain. It changes from one country to another,
because the rules and the business culture are different in the US, Germany, France, Japan, and China. And
it shifts from one period to another, because institutions change with forces that are as potent as the market
itself, among them war, politics, and culture. In many ways, the history of corporations can otherwise be
told as the history of social and economic institutions.

Yet another determinant of the “corporate contract” is technology. In the age of the automobile and
mass production, success depended on making workers more loyal and more productive. Hence trade
unions succeeded at negotiating higher wages and better working conditions for their members, and
technology was ultimately used in a way that was empowering for workers.

The Dark Ages of financialization, in turn, favored shareholders, who forced corporations to switch
their focus from producing better goods and services to maximizing shareholder value—thus often using
technology at the expense of stressed employees and frustrated customers. The more a corporation was
dedicated to paying large, stable dividends to its shareholders, the more pressure there was on employees
and the more value was extracted from entrapped customers thanks to technology.

Today, as we enter the Entreprencurial Age, the contract between shareholders, employees, and
customers must once again be rearranged. As they become the multitude, the customers—Ilong the quiet
party at the corporate table—are finally rising. After decades of silence and resignation due to their lack
of bargaining power, consumers can finally obtain products of a higher quality at a cheaper price. And
entrepreneurs are the ones that are now able to provide them with higher quality at scale.

Tech companies offer many signs corroborating this trend. Shareholders, for one, have to give up short-
term gains as most tech companies don’t make profits, let alone pay dividendsH8l Employees have to
work under more duress, in some cases renouncing a steady job in favor of contractingl183],

Another even clearer sign is the behavior and discourses of tech executives, who are more obsessed
with providing their customers with an exceptional experience than bonding with their employees or
maximizing shareholder value. And this is notable, since as the most opportunistic player in the corporate
equation, executives help reveal who among the corporate parties at the table has the most bargaining
power. Indeed, to find where power lies in the corporate world, it suffices to check to see whose back
corporates executives are protecting: the shareholders’, the employees’, or the customers’?

For most of the age of the automobile and mass production, corporate executives were former engineers,
salespersons, and managers who had risen through the ranks of their companies. They shared a common
practical culture with their employees. Sure they had to bargain with unions—and they disagreed with
them more often than not. But executives mostly dealt with employees while all but taking shareholders
and customers for granted.

Then in the Dark Ages of financialization, executives switched alliances. Instead of dealing mostly with
employees and their unions, they primarily backed the interests of the company’s shareholders!!84l, CEOs
started to emerge from a different background. Most were no longer engineers but rather MBAs with
perfect credentials in corporate strategy and finance. Often they were promoted from the finance
department, ascending from positions in which they had learned to master the subtle art of interacting with
financial markets. They got used to being rewarded for their opportunistic repositioning with bonuses,



stock options and other financial incentives. An upgraded vision of corporate governance contributed to
consolidating this new version of the corporate contract and sealing the unprecedented alignment between
shareholders and corporate executivesH83!,

There were exceptions, of course. In companies such as Walmart, which somehow kept the mindset of a
family business even after it went public, a culture of relatively kind paternalism long contributed to
preserving a strong bond between employees and managementH86],

Particular countries also distinguished themselves by preserving a corporate contract decidedly less
favorable to shareholders. This is the case in my home country of France, with the frequent involvement of
the state in the business of large companies and the rise of a singular business elite initially trained within
the government.

This is also the case in Germany, a country in which legendary hedge fund manager Julian Robertson
was astonished to discover in 1989 that German managers “were running the companies for the sake of
the employees rather than the shareholders” and that they “could not care less about returns on
equity "H871 The German indifference to short-term shareholder interest is a legacy of Ludwig Erhard’s
fateful decision in 1948 to bail out German business assets while wiping out paper money for private
savers: it contributed to much of German industry still being owned by families rather than investment
funds and other institutional investorst!88, And to this day, the German economy continues to stand out in
this regard. Due to the large German banks’ shareholding interest in corporations and the unique role of
trade unions and industry associations, it keeps on imposing a long-term view of corporate management
that goes against the short-term view that prevailed in the Anglo-Saxon world during the Dark Ages!182,

In the Entrepreneurial Age, it’s now becoming common practice for corporate executives to insist on
their dedication to customers. When Facebook did its initial public offering in 2012, Mark Zuckerberg
wrote that “we don 't build services to make money; we make money to build better services”129, In
2014, Uber CEO Travis Kalanick mentioned “the ability to find things that people want and to use your
creativity to target those”!121, Alibaba chief Jack Ma once famously declared that it was “customers
first, employees second, and investors third”122l. And of course, the playbook that all those executives
follow started being written by Amazon’s Jeff Bezos in 1997, when he boldly informed the public that
Amazon was “all about the long term” and that he and his team would “continue to focus relentlessly on
(their) customers 1231 With all those words, tech companies seem to validate Roger L. Martin’s idea of
our entering the “age of customer capitalism 124,
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But do tech CEOs actually deliver? Many people see hypocrisy in those forceful declarations by Silicon
Valley-style entrepreneurs. They point out that for decades many companies, however bad their customer
service, have been touting taking care of their customers as the highest priority. Even worse, duplicity
when it comes to serving the customers is especially evident at companies that, like tech companies, have
been enjoying increasing returns to scale. Telecommunications companies and large banks, all blessed
with powerful network effects, have a well-earned reputation for mistreating their customers and being
hated by them in return[123],

Yet the situation is different for today’s tech companies [126], As the multitude, individuals can access a
wider range of information, interact in real timel?Z), and really exert more bargaining power. Above all,
the very nature of software makes it easier for corporations to enlist their customers in creating valuel128,
It’s true for early-stage startups, for which the support of their earliest customers is critical to successH22,
It’s also true at a larger scale, when the more active role taken by customers makes them indispensable not
only to the company’s revenue but also to the sustainability of its supply chain. Customers taking such a
great part in the supply chain is what makes the multitude so different from the faceless, nameless
consumers of the past age of the automobile and mass production.
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Production and consumption are increasingly blurred

In the twentieth-century economy, the individual lived in two distinct, parallel worlds. On the one hand,
there was the world of production where the majority of individuals worked in exchange for a salary—the
form of employment most adapted to the age of the automobile and mass production. On the other hand,
there was the world of consumption where a number of institutions (all encompassed in the Great Safety
Netl290]) provided households with the economic security and income stability that were necessary to
sustain consumer demand.

Salaried labor was the link between the two worlds, the cornerstone that helped balance the economy.
In exchange for the security it provided individuals, corporations could count on a reliable and loyal
workforce. And because individuals could count on their monthly salaries, they were able to consume with
the regularity necessary for corporations to plan production years in advance.

In the Entrepreneurial Age, the boundaries between production and consumption become blurred and
eventually fade. Individuals are not workers in one world and consumers in the other. Rather they create
value in their daily use of connected applications. Individuals will gladly lend a helping hand to those
corporations who serve them well. They will freely share their advice on hotels and restaurants on
TripAdvisor and they will let Google store their search requests in order to train PageRank and improve
the experience of other users. They can even produce goods or services as amateurs and make the many
resources they own available for trade—becoming hotel managers with Airbnb, drivers with BlaBlaCar,
bankers with Lending Club, or energy producers with SolarCity!20L,

Value creation by customers obviously did not wait for the Entrepreneurial Age. The economics of
advertising is based in part on enrolling individuals in the value chain. Media corporations provide
content in exchange for attention that they can in turn sell to advertisers. In service sectors, you can find
situations when customers take charge of certain tasks in exchange for a cheaper price—such as when they
serve themselves from supermarket shelves or when they set up their own Ikea furniture. There were also
cases in which some customers participated in serving other customers, like with the Tupperware party
business model for marketing and selling.

But today, customers take an even greater part in value creation. The Entrepreneurial Age provides
individuals with terminals and connected objects previously reserved for businesses. It also makes it
possible to secure transactions between parties that do not know each other thanks to authentication of the
parties, adaptive design, reputation management, the installation of trust and the traceability of every
aspect of user activityl2®2l, As a result, to quote Nilofer Merchant, “across industries and worldwide
markets, buyers are not parked at the end of a value chain, but often in the middle of its flow"293],

This is why the rise of the multitude changes the game of business. In the past, corporations saw
customers as a mass of passive agents eager to consume standardized products without demanding a better
experience. In the Entrepreneurial Age, the masses have turned into networks of connected users that
consume while also being the essential resource that makes tech companies thrive. This is why the
corporate contract has radically changed. The main balance of power is no longer between the
shareholders and the employees, with the executives as an arbiter and the buyers as passive spectators2%4],
The multitude has now become the strongest and most active party in the economy.

This paradigm shift was revealed as early as the 1990s. Craigslist and eBay were the first tech
companies with a model based on interactions between users. This was theorized for the first time in a
visionary text, 1999°s Cluetrain Manifesto. It famously stated in its opening line that “a powerful global
conversation has begun. Through the Internet, people are discovering and inventing new ways to share
relevant knowledge with blinding speed. As a direct result, markets are getting smarter—and getting
smarter faster than most companies 2%l Its authors Rick Levine, Christopher Locke, Doc Searls and
David Weinberger had realized that the deployment of ubiquitous computing and networks would give
individuals more power than organizations.

Since then, interactions between individuals have been multiplied and amplified through increased
connectivity and ever-larger social networks. They shift the center of gravity of value creation. More often
than not, firms are now simply the operators of applications allowing individuals to actively interact with
each other, exchanging and sharing opinions, ideas, goods, services, capital.

This new approach to creating value has become a widespread phenomenon. Many individuals and



organizations dedicate their time and resources to better understanding and promoting it. Its growth creates
a tremendous amount of value for all their stakeholders: those who have resources to contribute; those who
wish to use these resources; those who orchestrate the interactions between supply and demand and
capture a part of the created value.

The Fordist economy was born thanks to the abundance of cheap oil. This led to the birth of the car
industry, the improvement of mass production through assembly lines, and the building of the Great Safety
Net of the past. Oil made urban sprawl possible, as it was needed to drive from the workplace to suburban
areas and to perform critical features such as heating suburban homes. Oil also played a key role in many
industries’ supply chains and contributed to lengthening trade routes. We all realized the importance of
abundant, cheap oil when it suddenly became scarce and expensive following the consecutive oil shocks in
the 1970s. The economy was already faltering with the exhaustion of the mass production paradigm. Many
of the main industries were reaching maturity, facing market saturation and a ceiling on productivity. The
oil shocks did nothing but deepen the long and painful period of economic stagnation and mass
unemployment that marked the 1980s.

In the following Dark Ages of financialization, oil still mattered but the essential resource became
cheap labor, both in less developed locations where it became easier to outsource operations and in
developed countries where a less favorable balance of power forced workers to renounce high wages,
social benefits and overall economic security.

For a time microelectronics emerged as the digital equivalent of oil in the age of the automobile and
mass production or cheap labor in the Dark Ages. Driven by the famous “Moore’s law” , microelectronic
components made it possible to produce ever cheaper and smaller computing devices!2%], But now
Moore’s law is entering a phase of exhaustion. We can finally see that the Entrepreneurial Age’s essential
resource is not the computing devices provided to individuals so much as it is the individuals themselves.

This is what the Entrepreneurial Age is about. In a techno-economic paradigm where individuals are
more equipped and connected than ever, the multitude that they form has become a greater, autonomous
power—one that companies must harness to fuel increasing returns to scale, best their competition and
create even more value.

But joining with the multitude comes with a price. An alliance is necessarily balanced. Individuals do
not lend their active, even enthusiastic support to corporations unless they can find aligned interests. The
terms of this alliance are key to understanding what makes tech companies different and why they are
bound to dominate the global economy in the Entrepreneurial Age.

00

What’s a tech company, anyway?

The publishing of L’Age de la multitude in 2012 caught the attention of the French government. As I
went back to the public sector for a brief period, they asked me to write a report, alongside Pierre Collin
(a respected tax judge in the French Conseil d’Etat), on taxation and the digital economy!29Z, The
engagement letter initially written by the ministers was long and polished. But the subtext was quite clear.
Indeed you could sum it up in two direct questions: “Why don't tech companies pay taxes?” and “What
should we change so that they pay more?”.

Working on corporate taxation in the digital economy was a rewarding experience. It introduced me to
how the current transition redistributes wealth and power at a global scale. The “Collin & Colin” report
was published in early 2013. It became an input for the work on corporate taxation by the Organization for
Economic Co-operation and Development (OECD) and the G20. It also inspired widespread discussions
in the global community of tax practitioners, landing Pierre and I on the /nternational Tax Review’s list of
the ten most influential individuals and organizations in the tax world in 2013. (Admittedly, I believe this
distinction brought me fewer Twitter followers than did the defamation lawsuit I mentioned in the
introduction!)

Considering what the government demanded, Pierre and I had started our work by reflecting on
something basic: the definition of a tech company. And we realized defining a tech company is not as easy
as it sounds. It is not simply a company that uses technology. Every modern corporation uses a lot of
computers and is wired to networks, yet obviously not all corporations are tech companies.

Nor is a tech company just about a business model that presents increasing returns to scale (what



developers, entrepreneurs and venture capitalists call “scalability "1208]). A telecommunications company
also enjoys such returns, and yet such a company is quite different from Silicon Valley-style tech
companies. It mostly sits back and makes a living off its rent while mistreating its customers, whereas tech
companies such as Facebook, Uber, and Amazon seem to remain constantly on edge.

To be fair, Pierre and I were not the only ones feeling our way through the dark. With the emergence of
new models relying on the power of the multitude, new words have emerged to qualify and better explain
them. Jeff Howe calls it “crowdsourcing 2%l Don Tapscott speaks of "wikinomics 219, Yochai Benkler
evokes "co-production” and "peer production”21. Shoshana Zuboff coined the term “distributed
capitalism 12121 whereas Clay Shirky stresses the importance of “cognitive surplus 12131, Yann Moulier
Boutang studies "pollination"2141. And Trebor Scholz denounces the massive use of poorly paid "digital
labor"213], In our book, Henri Verdier and I spoke of the "Age of the Multitude"” in order to evoke the
unprecedented power deployed by networked individualsi216, Tim O'Reilly forged the term which has
become most widely used thanks in large part to its simplicity: "Web 2.0"211, Yet all in all, no concept
has truly stuck to describe the principle of a corporation harnessing the power of the multitude.

The coexistence of so many concepts shows just how far the notion of customers taking a more active
part is from becoming mainstream. But the corporate contract as reshaped by the rise of the multitude has
nevertheless become a source of inspiration for entrepreneurs. A better understanding of this new
paradigm has propelled the growth of tech companies, leading them on a different path than that taken by
the traditional corporate world.

Tech entrepreneurs succeed precisely because they realize the competitive advantages of working with
the multitude rather than embracing a more traditional approach. From startup to startup, initial motives for
inviting users into the supply chain are varied. Some entrepreneurs arrive there by idealism; others by
cynicism; many, in fact, arrive by chance. Through many trials and errors, they end up discovering that
allying with the multitude is the only sustainable way to offer the highest quality at a large scalel218], What
is the point of relying on a traditional business model if you can go faster and increase returns on invested
capital by relying on the multitude?

The evolution of industry-wide value chains illustrates the emergence of the new breed of corporation.
As the current techno-economic transition goes forward, the dominant companies are no longer those that
operate factories in the middle of the value chain, but companies that design applications down the value
chain, gaining the trust of the multitude and forging an alliance with it. The dominant tech companies are
now operating consumer-oriented applications, frequently used by hundreds of millions—if not billions—
of individuals at a global scalel212, Factories still exist and add value, but they don’t command as large a
slice of the total value added as they did in the previous age. Even the emblematic car industry will soon
be less dominated by car manufacturers than by the likes of Google, Uber and Tesla, whose main asset is a
direct and trusted relationship with their end users through well-designed applications[229],

For a long time in the business world, the drive to become bigger was motivated by the pursuit of
supply-side economies of scalel22ll, As centuries of business have taught us, the bigger you are, the lower
your marginal cost. Lowering unit costs is what economies of scale were all about. And yet economies of
scale reach their limits soon enough. Commodities get scarcer, factories reach peak capacity, distribution
routes get longer, and prospective customers become more difficult to convert. At that point scale ceases
to be an advantage and turns into a liability. This is why most traditional companies fail to grow beyond a
certain market share and most markets end up being dominated by oligopoliesZ22],

But tech companies behave differently as they add a key feature to traditional supply-side economies of
scale: network effects. Most digital businesses connect their users with one another, enabling
communication between them either directly (sharing content within our Facebook social graph) or
indirectly (reading another user’s review on an Amazon product page). Such connections turn users into
nodes and trigger the needed network effects. When these are at work, the value created for each single
user increases dynamically223]l (and up to a certain point/224]) as the number of users gets higher. As a
result, the more a tech business grows, the cheaper it is to acquire new users and the easier it is to retain
current users. These demand-side economies of scale, which are exponential up to a certain point, are
critical when it comes to generating increasing returns to scalel223],

As tech companies get bigger, those various positive feedback loops sustain each other!226l, On the one



hand, the stronger the network effects, the easier it is to achieve supply-side economies of scale in
unprecedented proportions. For example, Amazon’s network effects are the main reason why it keeps on
growing and exerts an increased market power on its suppliers, forcing them to bring their prices down.
Conversely, the higher the supply-side economies of scale, the more resources the company can invest in
an improved customer experience that fuels even stronger network effects.

This virtuous circle of supply-side economies of scale and network effects explains why tech
companies so easily challenge our understanding of corporate strategy. Their increasing returns to scale, a
byproduct of the technology they masterfully exploit, is their true competitive advantage. With increasing
returns, those companies’ large scale is synonymous with acceleration instead of exhaustion.

Because of this rare characteristic, the Entrepreneurial Age is governed by the rule of “winner-takes-
most 2211, When several competitors fight to conquer one market, at some point one will come out on top,
distancing themselves from the others and ultimately winning most of their market.

Because of their increasing returns to scale, we would traditionally presume that tech companies will
all act like old networked business such as telecommunication companies and energy utilities: they’ll
cease efforts to innovate and begin preying on their customers.

But this is a key misunderstanding of what is at stake. Because their increasing returns to scale depend
on the multitude, the network effects it generates and the data they collect from it, tech companies must
maintain the trusted alliance with their customers at any cost. Tech companies can’t try to hide like other
corporations did in the past behind tangible infrastructures or regulatory barriers. Rather, they must
innovate on a continuous basis, constantly improving their value proposition and meeting the evolving
needs of every single customer connected to their network.

And so a tech company can be defined as a firm that features increasing returns to scale together with
two other additional criteria. One is that it must provide its customers with an exceptional experience
(high quality at scale), as serving customers well is the only way to inspire trust and retain those users that
are so critical for sustaining network effects. The other is that a tech company must collect user-generated
data on a regular and systematic basis—an additional positive feedback loop that enables it to constantly
improve the experience and, again, sustain increasing returns to scale (notably through machine
learning)[228],

In other words, a tech company is not defined as such simply because it uses technology. A tech
company deserves the label because it uses ubiquitous computing and networks for what they do best:
providing users with an exceptional experience, putting them to work through the collection of user-
generated data, and using all of that to generate increasing returns up to a scale that was previously
unimaginable.

* 00

Key takeaways
e Using ubiquitous computing and networks, individuals now form the mighty multitude. As
empowered customers, they 're gaining the upper hand over both employees and shareholders.
® The reason why tech companies must cater to the multitude is that todays individuals aren't
only passive consumers. Rather, they have become an essential force in creating value.
e 7o sustain increasing returns to scale, tech companies need to collect data from their
customers, which requires trust. Therefore they must provide the multitude with an exceptional
experience.
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Chapter 6

Consumer Power: The Modern-Day Janus

“Diminishing returns hold sway in the traditional part of the economy—the processing industries. Increasing returns reign
in the newer part—the knowledge-based industries. Modern economies have therefore bifurcated into two interrelated worlds
of business corresponding to the two types of returns. The two worlds have different economics. They differ in behavior, style,

and culture. They call for different management techniques, strategies, and codes of government regulation. They call for

different understandings.”

—W. Brian Arthur[229]

We’re all undergoing the ‘Wal-Mart Effect’

Amazon is my favorite example when it comes to explaining the Entrepreneurial Age. After more than
20 years of operations, it is one of the oldest tech companies around. And contrary to most of its peers,
from the beginning it operated a business that included tangible assets (operating warehouses, delivering
stuff) and lots of employees. Headquartered in Seattle, Amazon was reportedly despised in Silicon Valley
for that very reason. Why would an entrepreneur bother founding a low-margin, difficult-to-scale retail
venture when they could make tons of money in the ad-clicking business?

Today, Amazon has become one of the most fascinating tech companies out there. It even sets an
inspiring example for traditional brick-and-mortar companies that are looking to become more digital. If
Amazon can operate a business model that is both digital and tangible, why can’t the US Postal Service,
Ford, or American Airlines?

The problem I encounter while trying to communicate my passion for Amazon is that it also inspires
mistrust and hostility. “That is all very interesting, but why do they treat their employees so badly?” is a
frequent reaction. “Where are the profits?” is another. From union workers to corporate CFOs, everyone
seems to have good reasons to hate Amazon or, at the very least, to refuse to draw lessons from its
success. And this sentiment can be explained by the enduring shadow of one of Amazon’s mighty
predecessors: Walmart.

Walmart was long considered an exceptional company. It earned a lot of money, served its customers
well, embodied proud American values!23%, turned every member of the Walton family into a billionaire,
created lots of jobs all around America, and even helped maintain inflation at record-low levels!23Ll, Yet
in 2005, the reporter Charles Fishman published his best-selling book The Wal-Mart Effect!232, In it he
described in great detail how Walmart also contributed, at its unusually large scale, to the relocation of
American businesses overseas, a lowered quality of manufactured goods consumed in the US, and the
economic inequalities that are still today crippling the US economy.

No one could have foreseen those kinds of impacts back at the beginning. Sam Walton entered the retail
store business in 1945. Then around 1950 he opened his own store in Rogers, Arkansas—certainly neither
the city nor state that one would have predicted to be the home of global economic upheaval. Walmart’s
headquarters are still in Bentonville, Arkansas, even though the company quickly outgrew its roots:
employing more than 1.5 million people, it is one of the largest corporate employers in the world.

Walmart also became one of the first big corporations to use computing and networks at a large
scalel233], The company collected vast amounts of data in its many stores. Then it used that information to
make operations more efficient and push suppliers into constantly lowering their prices. Walmart
ultimately grew so big, in no small part thanks to its advanced information system, that it transformed the
American economy. Charles Fishman’s “Wal-Mart Effect” involves both good and bad features: lower
prices for consumers, but also lower wages for workers and an unbearable pressure on suppliers.

A large part of the Entrepreneurial Age’s future can easily be predicted by those who know Walmart
well. Tech companies resemble Walmart in many ways. They grow at an exponential pace. Customers are
their priority, and the best tech CEOs make sure it stays that way. They obviously use technology
extensively. And they have an ambivalent effect on the economy: as consumers, individuals enjoy the



convenience, wide choice, lower prices, and ever-improved customer experience; but they also worry
about tech companies’ formidable economic power over the rest of economy—most particularly over
themselves as they try to earn a living as workers. Questions abound: Isn’t the tech industry too hard on
workers!2341? Can society stand the pressurel233] of its exponential growth? Are tech CEOs bad? Should
governments ally with incumbents to strike back against tech entrepreneurs? Should the power of
consumers be restrained to alleviate the pressure on society as a whole?

Curbing consumer power would be a sharp reversal from the legacy of the past century. In the US
consumer empowerment became an issue as early as 1906 with the shocking reporting by Upton Sinclair
on the hygiene and working conditions in the meatpacking industry in Chicago, resulting in his landmark
book The Jungle. It took an unexpected alliance between Sinclair and the progressive then-president
Theodore Roosevelt to impose meat inspection as the law of the land and to enact the Pure Food and Drug
Act, which became the cornerstone of hygiene enforcement in the food industryl23¢],

At the time, a distaste for trusts such as Standard Oil Co. already united farmers, laborers, the middle
class, and entrepreneurial business ownersi23Z. This shared distrust was then turned into a powerful drive
for advancing consumer empowerment with the unprecedented intervention of the federal government. This
was all the more necessary because the age of the automobile and mass production led to complex
products hitting consumer markets, not simply raw materials. With these products came frequent technical
hazards, more complex value chains, distribution challenges, maintenance issues, and pricing
uncertainties.

Antitrust, however, was not yet seen as a lever for consumer empowerment like regulations regarding
hygiene and safety. The Progressive Era version of antitrust, that which led to the dismemberment of
Standard Oil in 1911, was not meant to protect or promote individual consumers. Rather its goal was to
empower small businesses against big corporations. Early in the twentieth century, future Supreme Court
Justice Louis Brandeis came to embody the liberal approach to antitrust policy of that time—saying in one
speech in defense of small businesses that “if the Lord had intended things to be big, he would have
made man bigger—in brains and character”, and in another that “thoughtless or weak, [the consumer]
yields to the temptation of trifling immediate gain, and, selling his birthright for a mess of pottage,
becomes himself an instrument of monopoly 12381,

As a result, consumers had to wait until after World War II for antitrust law to be adjusted in their
favor. The new focus on consumers was promoted by advocates such as Ralph Nader. It was made more
critical by the vertical disintegration of the firm that gave birth to longer value chains. The conservative
revolution played a role, too. Under the influence of legal scholars such as Robert Bork and Richard
Posner, conservatives settled for an antitrust policy focused on the consumer because it effectively led to
lighter regulations on corporations up the value chain. Businesses were left alone to fight amongst
themselves so long as they didn’t hurt the end consumer in broad daylight.

Bipartisan consensus led to accelerating progress, with detailed consumer-empowering regulations in
industries as diverse as foodZ3?, healthcare, carsi22), banking, insurancel24l], taxisl242] and so on. The
efforts to maximize the consumer surplus didn’t succeed in every industry: think about housingl243l,
healthcarel2#, or higher education[2%3], for instance. But overall the trend toward empowering consumers
created a lot of value. In some cases, such as Walmart’s, consumer pressure led to lower prices. In other
industries, consumer-friendly regulations and greater competitive pressure rewarded the most innovative
firms and contributed to improving the quality of products and sustaining ever-higher productivity gains.
The case could finally be made, among others by Philippe Aghion, that consumer empowerment and the
resulting competitive pressure favored innovation, prosperity, and economic securityl246],

But this era is over. Now consumers have coalesced into the powerful multitude. Their empowerment
can more and more be seen as a threat for society. Just like Walmart, tech companies such as Amazon and
many others prove that in the Entrepreneurial Age, a multitude hungry for quality at scale beats workers
and society most of the time, inflicting a continuous pressure on income from labor and corporate margins.
This is much to the displeasure of those who wonder if technology really solves more problems than it
creates!22Zl, They express reservations echoing Franklin Foer, who once wrote in the New RepublicZ48
that “if we don’t engage the new reality of monopoly with the spirit of argumentation and
experimentation that carried Brandeis, we’ll drift toward an unsustainable future.”

Today, Walmart is still a formidable player, but it’s suffering. The way it used to treat its employees has



backfired. The pressure it exerts on suppliers has alarmed trade organizations, politicians, and the press.
To try and solve these problems, Walmart decided to drop its “Lower Prices” taglinel2#2l in favor of the
more society-friendly “Save Money, Live Better”. Even more unexpectedly, it has decided to raise the
wages of its many employees, thus contributing to a national debate around the minimum wage[23%,

Yet just as Walmart tries to solve problems coming from the excessive power it provides to consumers,
the Entrepreneurial Age is reinforcing the power of those consumers even more, creating the need to once
again rebalance the corporate contract, especially when it comes to empowering workers against
customers. What Amazon and other tech companies reveal is that in the new age, Internet users want to pay
ever cheaper prices in exchange for ever better products. As the multitude, they also play a critical role in
creating value within the supply chain. To be successful, corporations have no choice but to reward those
customers with an unprecedented consumer surplus. As a result, shareholders have to give up short-term
profits, suppliers have to trim down their operating margins, and already worn out workers seem to be
plunged into a new precariat.

We need to realize that the ‘Greater Wal-Mart Effect’ brought about by Amazon, Uber and other tech
companies is a key feature of the Entrepreneurial Age. In the past, large [T-driven players such as Walmart
were able to bargain for their customers by relying on the power of critical mass. Nowadays, by
harnessing the power of ubiquitous computing and networks and designing business models including what
Tim O'Reilly calls an “architecture of participation 2311, tech companies invite the powerful multitude
to climb up their value chain, take control of resources and contribute to creating even more value. But in
doing so, they have contributed to carving another of the Entrepreneurial Age’s faces: the fundamental
instability of multitude-driven consumer markets.

* 00

Instability is the new normal

Like every technological revolution, that of ubiquitous computing and networks was born in a bubble—
one that burst almost 20 years ago. Its shadow still looms over the heads of entrepreneurs. Often it inspires
the old “here we go again” refrain whenever valuations go higher or the fall of one overhyped tech
company like Theranos or Juicero leads to headlines discrediting all the others.

Not everyone in the startup world has clear memories of the “dotcom bubble”. Most entrepreneurs are
actually too young to have experienced it in their professional life. Conversely, many veterans worked
before, during and right after the bubble, to the point where their vision has been irremediably distorted by
how easy it was for them to make money with less-than-average dotcom companies. Should you value the
advice of someone who sold their obscure e-commerce startup in June 1999 for eight figures? The answer
is no—you should ignore them and focus on your business.

As for myself, I have a vivid memory of the late ‘90s tech bubble as I was a student in computer science
at the time. The tech-related craze on financial markets was giving a lift to everyone on campus. It
provided me and my fellow students with the firm impression that we were in the place to be, and that
whatever we would do after graduating, it would be part of a great adventure!

But then, poof. Right when my classmates and I were about to enter the labor market, it was suddenly all
over with startups and tech companies. Overnight our options dropped down to joining a manufacturer, a
telco, or an IT services business. Most of us were understandably bored by such perspectives. Some even
decided to switch careers. As part of that group, I chose to focus on political science and public
administration and soon joined the French government. It was from there — or so I thought— that I could
make a difference after all. Little did I know that this bubble was only the first of a long series, for the
Entrepreneurial Age is unstable in its very essence.

To be fair, instability has always been the flaw of large markets, especially consumer markets in which
the number of participants is the highest. In the early twentieth century, the unprecedented instability of
larger consumer markets in the nascent Fordist economy almost led capitalism to its death. Whenever
consumer demand went down, businesses had to close factories and fire their workers, fueling
unemployment, poverty, and anger in the process. If they did keep their employees on the payroll, the risk
was producing too much and only delaying hardship instead of preventing it. As written by Nelson
Lichtenstein about the US consumer-oriented industries in the 1920s, “in 1928 and 1929 sales lagged,
inventories rose, factories cut their output, and unemployment rose. Even before Wall Street’s crash in



October 1929, many executives thought their market saturated 232,
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As explained in Chapter 2, most of the Great Safety Net 1.0 was designed to prevent such instability
from recurring. It achieved its goals, albeit in very different manners, in the consecutive phases since
World War II, first during the high economic growth of the post-war boom and then during the Great
Moderation that the Western world entered when it finally managed to defeat the stagflation of the 1970s.
What was left of the Great Safety Net 1.0 even played a key role in alleviating the consequences of the
2008 financial crisis. In France, a broader safety net and higher minimum wage relative to cost of living
made it possible to provide economic security to the majority of households. Even if jobs were destroyed
following the crisis, those who were still employed even saw their real wages going up in the aftermath of
the crisis! Corporate margins took a big hit, but with consumer demand stabilized, France managed to
make its way out of the crisis with less suffering than in the US or the UK.

However, in the Entrepreneurial Age, instability is of an even greater magnitude. In a world dominated
by multitude-driven increasing returns to scale, companies are forced to aggressively race against each
other in the so-called ‘battle zone’, out of which only one will emerge. Victory often depends on
contingent factors, but the winner usually kicks most its main competitors out of the market, until the next
race begins with a new wave of upstart competitors entering the field. With the utter fragility of strategic
positions on markets where the multitude has the upper hand, the Entrepreneurial Age generates, as pointed
out by economist W. Brian Arthur, “not equilibrium but instability 2331,



This is in no way restricted to certain segments of the economy. The high level of instability seen in the
UK following the financial crisis, culminating in the Brexit vote and leading toward an unpredictable
future, is a glimpse of what can happen in a global economy primarily powered by digital technology.
After all, the financial services industry that forms the core of the British economy has been a pioneer in
deploying and taking advantage of ubiquitous computing and networks at a large scale.

Because of the widespread instability, it’s not enough for a business to be the market leader or the most
profitable company. Rather the stake is to take the vast majority of the market!234] at (almost) any cost.
Those who generate superior increasing returns to scale can crush competition and realize a sizable return
on investment over the long term. Conversely, those who put the strategic emphasis on obsolete goals such
as lower unit costs or short-term shareholder returns will end up critically weaker in this new competitive
regime. The reason why tech companies pull no punches is precisely because winning most of their market
is literally a question of their business’s life and death.

Recurring bubbles simply reflect these fundamental economics. In the presence of increasing returns to
scale, companies are not competing with more or less equal players to form a lasting oligopoly. Rather,
they are engaged in a violent battle for total market domination. The result is that there is usually only one
winner (and its happy investors) and many losers (and their very sad investors). No wonder why investors
are willing to invest at any price the moment they sense that they may have picked a winner. The
competition to be part of the best deals is so fierce that it pushes valuations sky-high. The dynamics of the
Entrepreneurial Age look like a perpetual race with financial bubbles as temporary side effects.

In the presence of increasing returns to scale, raising a lot of money is not only a way to finance
operations. It is also a signal to all stakeholders (shareholders, customers, employees, analysts) that a
company is on track to become the leader and grab most of the market. This is why tech companies
advertise their funding rounds so noisily23l, When customers or prospects, who are mostly regular
people, hear that one company raised a lot of money, they don’t reflect on irrational exuberance. Instead,
they’re comforted in the feeling that this company seems to be the market leader and that, as a result, the
quality is likely better and comes at a cheaper pricel239 than that provided by lesser challengers.

A positive aspect of frequent bubbles in the Entrepreneurial Age is that they foster continuous
competition. The absence of a bubble would mean that entrenched positions are impregnable. Instead, the
abundance of capital enables new entrants and existing challengers to raise a lot of money and attempt to
take over a dominant position at the expense of the market leader. Thus bubbles are healthy from an
antitrust point of view. Without them, nobody would enter existing markets to challenge the dominant
position of giant tech companies. Investors’ irrational exuberance, exacerbated by increasing returns to
scale, is part of sustaining a high level of competition on the market (and of redistributing wealth from
shareholders to employees, customers, and suppliers).

Entrepreneurial ecosystems reflect the importance of being able to compete in today’s races. A healthy
ecosystem is designed to concentrate enough capital in a given area. As a result, the ecosystem is able to
fund the occasional, improbable outlier that will then conquer a large global market. Eventually, massive
amounts of capital concentrate in a few tech companies that have the potential to become global players.
And so massive capital influx, far from being an anomaly, is in fact the mark of a strong ecosystem. It
means local startups attract a lot of capital and the balance between supply and demand shifts to the
advantage of the most ambitious entrepreneurst237,

All in all, what Carlota Perez dubs “major technology bubbles” are a good thing because they fuel
innovation. It’s only when investors renounce their rationality and stop demanding short-term returns on
their investments that they are capable of pouring money into long-shot projects that end up transforming
the economy for the better. As once written by J. Bradford Delong, “the irrational exuberance of the late
1800s made the railroads a money-losing industry—and a wealth-creating industry. The more money
investors lost through overbuilding, the lower freight rates became, and the more railroads belched out
wealth for everybody else 28], The likes of Amazon and Google do much the same by empowering
networks of individuals and businesses, constructing pathways through which they can develop activities
in ways that were unthinkable just a few decades ago.

The capital deployed by tech companies is spent differently than the capital that fueled the big
corporations of the age of the automobile and mass production. For dominant corporations in the
Entrepreneurial Age, the multitude, instead of oil, is the essential resource that they must harness. The



Internet is the infrastructure they need to master if they want to succeed. They operate more digital
applications than factories and distribution platforms. Production is about providing an exceptional
experience at a large scale rather than mass producing standardized goods. Their organization has to be
agile and innovative rather than hierarchical and optimized. Their managers must obsess over increasing
returns to scale rather than lowering unit cost of production. Finally, they must see their customers as a
multitude instead of as a mass.
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It all leads to confusion about the economic nature of the multitude: are individuals consumers or
resources? In fact, they’re both, and that’s why the new common sense is all about catering to the turbulent
multitude. Because it’s a factor of production and a consuming force at the same time, the multitude
maintains an ever tighter grip on both extremities of business value chains—which, by the way, is a real
challenge for neoclassical growth theory and its input/output approach to analyzing production. No wonder
companies exert such pressure on workers and markets are now ridden with instability as the demanding
multitude comes and goes.

At the end of the day, what matters is not what happens during the recurrent bubbles, but what comes
next. The price to pay for widespread instability is that some investors regularly lose money because they
didn’t pick the winner, whereas many employees eventually lose their jobs because they happened to work
for the losers. In this context, the stakes are clear: the economy can keep growing only if it has the
institutions to foster resilience in the presence of this instability fueled by the multitude. It’s critical that
both impoverished investors and jobless employees are able to rebound throughout the booms and busts of
an economy driven by increasing returns to scale.

This is precisely what makes the strength of an ecosystem such as Silicon Valley. After the dotcom
bubble burst, most in the Bay Area chose resilience and continued to found startups, to invest in them, and
to seek jobs in the tech industry. Meanwhile, other parts of the world were traumatized and relinquished



all interest in the nascent digital economy. That post-bubble behavior explains most of Silicon Valley’s
competitive edge over other ecosystems.

What is true for the relatively privileged players in Silicon Valley must now be extended to society as a
whole. Instability is the new normal at many different levels. In the Entrepreneurial Age, a larger
proportion of businesses are struggling to find a profitable business model. Employees may still have
long-term contracts, but with employers whose life span is getting shorter and shorter. Workers are
employed by companies that either need to take critical risks to conquer a dominant position on the market,
or for dominant companies that are in danger of being toppled by challengers at every turn. Even for the
winners of the day, a temporarily dominant position on the market doesn’t equal lifelong economic security
for the workers.

And for individuals, this unprecedented sense of instability exists at every level of the income ladder.
Obviously those at the bottom have genuine and pressing difficulties in making ends meet. But as pointed
out by Rachel Sherman, the affluent, too, dread instability because “their single-earner families [are]
dependent on work in finance... earnings fluctuate and jobs are impermanent "122,

And so today's consumer power is a modern-day Janus. Looking in one direction, it allows consumers
to benefit from lower prices and better products in many areas of their lives. But it also looks in the
opposite direction as consumers exert pressure and trigger instability on themselves in their guise as
workers. As such, consumers fuel an untenable situation, whereby the very thing that they love is the same
thing that is destroying them.

With the ‘Greater Wal-Mart Effect’ and the widespread, pervasive instability characteristic of the
Entrepreneurial Age, we shouldn’t let individuals drown in the great ocean of evermore critical risks.
Instead, if we ever want to live through another Golden Age, we now ought to build an upgraded version
of the Great Safety Net and provide greater prosperity and economic security to both households and
businesses—what we could call a Greater Safety Net, or a ‘Great Safety Net 2.0°.
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Getting from Great to Greater

Like most of us working in the startup world and venture capital, I see technology as an opportunity to
create more wealth and make things better. But I also realize that everything I’ve concentrated on during
the past two decades has put me on the winning side of technological change.

I studied at some of my country’s top institutions, which provided me a choice between prestigious
government jobs and lucrative positions in the private sector. I had the means to make the most of
technology in my day-to-day life, where things have become seamless and often less expensive. And ever
since I’ve been working in the startup world (which was still an odd choice in France in 2010),
technology has only risen in importance and visibility. All in all, I’'m among those who are benefiting from
the current paradigm shift. But this is clearly not the case for everyone in the middle class.

On the consumption side, technology provides a better life and more opportunities, with startups and
entrepreneurs harnessing the power of technology to make the world a better place. On the production
side, the rise of technology has reinforced the sense of perpetual crisis given the startups that are primarily



seen as threats for incumbents, the instability that goes with increasing returns to scale, and the ‘Greater
Wal-Mart Effect’. Here, technology disrupts the world and displaces its inhabitants rather than making
things better. Clearly the impact of technology is not the same if you’re part of Richard Florida’s “creative
class” or if you have a mid-level assembly or desk job in an aging organization.

As we’re going deeper into the Entrepreneurial Age, technology has become a constant challenge and a
matter of life and death for traditional employers. Most of them are unable to take the risks required to
make the most of computing and networks. To remain competitive without innovating, they have to cut
costs continuously, thus increasing the pressure on what is now the weakest link in their supply chain—the
workforcel260],

This echoes Clayton Christensen’s argument!26l as to how corporate finance has made it harder for old
corporations to comply with the fast pace of innovationl262l, Disruptive innovation, the one you need to
implement to remain competitive over the long term, employs a lot of capital and creates many jobs. But
corporate executives usually favor efficiency innovation, whose main consequences are the freeing of
invested capital (hence the record-high corporate dividends293] in the recent period) and massive job
destruction. The fact that those executives prefer rent-seeking over risk-taking explains a significant part of
the widening economic inequality gap and increased economic insecurityl2%4, Yet workers in traditional
industries will often point to tech startups as the main culprits for their problems, rather than the feeble and
incompetent management of incumbents in traditional industries.

It’s not that technology is absent from older organizations. Most of them have long since deployed
information systems and equipped their workers with computing devices. Rather the problem is that using
technology to achieve higher efficiency does not solve strategic problems as much as it makes work more
alienating and inspires resentment in workers. Tech companies willing to ally with the multitude have
made a priority out of making life simpler and more seamless for their users. But there is also an entire
generation of older tech companies (what Peter Thiel calls the “Rust Belt of the tech industry ’1263]) that
have made it their mission to serve legacy organizations with ill-designed apps and closed systems. It
certainly doesn’t serve the cause of technology well.

The rapidly approaching spectre of automation is adding to the fear. The twentieth century created lots
of jobs, whether in manufacturing or services, that consisted in executing routine tasks within an integrated
supply chain under the principles of scientific management. Now technology makes it easy to replace
humans with machines that execute those same routine tasks. And it’s no wonder this hurts: for decades,
those routine jobs were extremely attractive. People didn’t need to be highly educated to perform them and
they nonetheless came with good wages and the economic security underpinned by the Great Safety Net. In
other words, those jobs gave rise to the middle class and the very idea of working families (father at a
factory, mother either at home or at an office or retail store nearby). And now they are precisely the jobs
that are being replaced by technology—or, potentially even worse, simply made redundant, inspiring
workers to see their daily labor as what David Graeber calls a “bullshit job 1266,

In many ways, the transition to the Entrepreneurial Age is amplifying and accelerating a preexisting
trend. Robots have been present in factories for decades, gradually replacing workers at various levels of
the income ladder. Predominantly routine jobs have been affected the most. They’re the easiest to replace
with technology and they’re also the easiest to relocate overseas, as technology (and free trade
agreements) made it incredibly easy to build factories in cheap-labor countries and ship manufactured
goods over much longer distances. This has been a concern for decades, but clearly the exponential power
of technology has made the fear of it more vivid—and personal—than ever.

Things are becoming somewhat more urgent because less educated workers are far from being the only
ones affected by technology-driven displacement. The acceleration brought about by the current techno-
economic transition is leading to the replacement process affecting more than just manual routine tasks,
and educated professionals are now being replaced with software. The common point for intellectual
professions currently being eaten by softwarel2¢7] is the mastery of vast amounts of knowledge. Thanks to
advancing artificial intelligence, this knowledge can be mastered by autonomous software, leaving to
humans only the personal service / caring side of the job: think about IBM’s Watson (healthcare) 2681,
Watson-based Ross (legal)2%% or high-frequency trading (finance).

A less understood way in which technology contributes to destroying jobs is that it makes it possible to
replace workers with a multitude of users whose contributions are coordinated by networks. Through these



networks, many tasks previously executed by paid workers are passed over to the multitude itself. This
happens either individually (I can type on a computer myself, a task rendered so simple thanks to software
that no secretarial jobs are needed anymore) or at the aggregate level (entire professions are gradually
overthrown by contributing users: travel guide writers vs. TripAdvisor, encyclopedia writers vs.
Wikipedia, journalists vs. Medium). Professionals are replaced with user communities working for
freel270 on relatively small individual tasks.
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On top of that, we have difficulties in translating the higher productivity and quality brought about by the
Entrepreneurial Age into better working conditions for those who retain a job. As technology makes
progress, most jobs can now be held by less skilled workers2Zl. As observed by Tim O’Reilly,
technology can augment people and enable them to do things that were previously impossiblel2Z2l, But it
also makes it possible to do the same things with less skilled workers. Like Uber, technology can even do
both: employing less skilled workers (Uber drivers don’t know the city map by heart like old fashioned
taxi drivers) while delivering higher quality than the incumbents!23] to ever more demanding customers.

This “downward augmentation” is a promising perspective when it comes to creating jobs for less
educated people in an economy driven by technology!2Z4l—and a radically new way of looking at software
and robots in the context of Schumpeterian job destruction. But it’s also bad news for most workers, as
Marx’s “reserve army of labor” is now larger than ever. In the Entrepreneurial Age, corporations have an
infinite pool of low-skilled job-seekers that they can tap into to replace those who have the nerve to
organize and demand better working conditions. And this can only make the ‘Greater Wal-Mart Effect’
even worse.

All 1in all, technology isn’t changing the world in a day. Instead, creative destruction is triggering
gradual yet massive transitional unemployment due to a radical shift on the job market. On the supply side,
the new economy is taking over without yet creating enough jobs to compensate for the amount of



destruction. On the demand side, it is proving difficult to attract middle class workers into the new, more
tech-driven segments of the job market. If the Dark Ages seem to be lasting so long, it’s because such a
techno-economic transition takes time and inflicts quite a lot of pain on the workforce that finds itself
caught between two eras.

What’s more, with the instability that is characteristic of the Entrepreneurial Age, demand is less steady
than ever. The exponential pressure exerted on workers by consumers allied with large tech companies
(the ‘Greater Wal-Mart Effect’) brings wages lower and lower, which in turn causes consumers to seek
out more savings. It’s a vicious cycle in which individuals are both perpetrators and victims. Even the
financial system doesn’t work anymore since it was designed for a society of salaried workers employed
by big, resilient corporations. Once jobs are more precarious and corporations are more prone to failure,
the financial system is proving incapable of fulfilling the financing needs of either households or
businesses of the Entrepreneurial Age.

This is the challenge we need to tackle today: revisiting every function that was once performed by the
Great Safety Net back when it worked so well. We need to imagine institutions to once again serve the
three goals that we should all be obsessed with: making consumer demand steadier, increasing household
income, and providing access to affordable credit.

It’s not about restoring things as they were in the 1950s and 1960s. It’s not about implementing the
principles of neoliberalism that led us to the 2008 financial crisis. Rather we have to imagine a radically
new mix of social insurance programs, financial innovation, and worker empowerment mechanisms to
better manage risks and increase prosperity and economic security for all. This is what the Great Safety
Net 2.0 is all about—a way out of the Dark Ages and a virtuous macro mechanism to fulfill the promise of
the Entrepreneurial Age.
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Key takeaways
o Consumers gaining power as the multitude is not good news for everyone. Like once happened
with the infamous “Wal-Mart Effect”, it inflicts an ever-growing pressure on workers.
® As the Entrepreneurial Age is driven by increasing returns to scale, it displays instability at
levels far beyond what was observed at the dawn of the age of the automobile and mass
production.
® /t’s time we imagine a Greater Safety Net, or ‘Great Safety Net 2.0, to hedge both households
and businesses against these new adverse features of the Entrepreneurial Age.
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Chapter 7

The Safety Net
in an Open World

“Sometimes simple and bold ideas help us see more clearly a complex reality that requires nuanced approaches. I have an
“impossibility theorem” for the global economy that is like that. It says that democracy, national sovereignty and global
economiic integration are mutually incompatible: we can combine any two of the three, but never have all three simultaneously
and in full.”

—Dani Rodrik[275]

Software is opening the world

One of the most striking articles I read in 2016 was written by Rex Storgatz for the Wired edition of
BackchannellZI6), The piece is about a paradox observed in the small, isolated town of Napoleon in North
Dakota. As remarked by the author, nothing has changed in the appearance of the place where he once
spent his childhood and teenage years: the population is the same, the number of jobs is the same, the same
stores are up and running. Yet as he digs deeper and talks with teenagers who live there, he discovers that
their lives have almost nothing in common with what he experienced twenty years before. For him, living
in Napoleon equaled being cut off from the world. But today, there’s something new that considerably
broadens the perspective of Napoleon’s residents. As remarked by Storgatz, the town “would be trapped
in the amber of time, in a big glass case, if not for one thing: Access to information. ”

Until the 1960s, the main force at work in modern societies were local communities. In the absence of
mass media and with the national government still a loose organization gathering people from different
areas and various backgrounds, action on the ground was key to delivering economic security and
prosperity. Those local systems were more than simply living in the same area. Their primary function
was to provide people with a sense of community. At the local scale, people gathered and bonded working
in the fields and in the factories, walking around the local marketplace where they went for groceries and
communing at church where they congregated on Sundays.

Those tight-knit communities played an even more crucial role because the Great Safety Net didn’t exist
back then. To find a job and cope during difficult times, individuals needed to belong to that community,
which led them to participate in the political process. In the case of the infamous political machines in the
US, people literally sold their vote (and that of their community) in exchange for favors and material
support. Patronage was the lever candidates had to operate in order to bond with individual voters and
their community. Geographic proximity formed the basis for mitigating risks at the local levell2ZZ,

At a larger scale, entire territorial systems were controlled by powerful intermediaries. Their mission,
on behalf of their constituents, was to bargain with power players at the national level. In exchange for
delivering votes for their party, these local leaders obtained public money to facilitate patronage of their
constituents. And like in the case of segregation in the Deep South of the US, they also ensured that there
would be no intrusion from the national level in their own local businesses, sustaining fragmentation and
regional differences in the process.

The way to aggregate the various local systems at the national level was to form loose electoral
coalitions that pulled together different constituencies around tailor-made coalition-building policies. In
the US, one such coalition existed with the first populist movement in the late nineteenth century: it was
driven especially by the farmers’ response to the overwhelming power of the railroads and it led to their
forming an alliance with the urban working class, long before industrial trade unions were even a thing.

The New Deal, which led to building the American version of the Great Safety Net, was another
opportunistic coalition2Z8], In November 1947, the ‘Clifford Memo’, a document laying out the strategy to
be followed by President Truman the following year, reminded its readers that “the Democratic Party is
an unhappy alliance of Southern conservatives, Western progressives and Big City labor... The success



or failure of the Democratic leadership can be precisely measured by its ability to lead enough
members of these three misfit groups to the polls on the first Tuesday after the first Monday of
November, 1948121,

The mass media shift from the 1950s onward definitively weakened those local political systems. Even
in 1947, the aforementioned ‘Clifford Memo’ already detailed how “the old ‘party organization’ control
[was] gone forever. Better education, the rise of the mass pressure group, the economic depression of
the 30s, the growth of government functions — all these have contributed to the downfall of the
organization... They have been supplanted in large measure by the pressure groups” 1280 As soon as the
Great Safety Net of the Fordist age was in place and delivering results, the sense of community became
national rather than local.

Today, the unprecedented connectivity experienced in places such as Napoleon is something that we
should factor in as we try to better understand the nature of community in the Entrepreneurial Age.
Ubiquitous computing and networks enable many things that didn’t exist in the past: you can now learn
anything from YouTube, Facebook, and Medium; you can exchange information with people anywhere in
the world with the help of Twitter, WhatsApp, and Google Translate; you can form new networks of
remote, yet like-minded individuals who will pool their knowledge and power to achieve new goals and
form new organizations.

Thus the redistribution of power from the inside to the outside of organizations and the rise of the
multitude are changing the game. Openness in the Entrepreneurial Age is quite different from globalization
in the Dark Ages of financialization. The global world of the 1980s, 1990s and 2000s was dominated by
giant, bureaucratic corporations. As it constrained nation states, the level at which people tended to
congregate in those times, globalization was a direct threat for people’s sense of community.

But today things are different. The open world of the Entrepreneurial Age is dominated by networks of
individuals equipped with ever more powerful computing devices. Not only do people travel more,
they’re also more connected with one another across the borders that still divide the physical world. It
doesn’t mean that local communities or nation states are now obsolete. But from the point of view of
individuals, they don’t matter as much as they used to. In this new world, people don’t need to live close
to one another to feel a sense of community.

Indeed connections within the multitude are more and more difficult for nation states to capture. A
growing part of the population is mobile at the global level, with young (and less young) people now used
to working in different countries and adapting to local customs. Gone are the days when Western people
working abroad were so-called ‘expatriates’, still relying on their home state and institutions when it came
to employment, banking, social insurance, and various other ties. Today, more individuals, however
privileged, are effectively behaving like emigrants. They leave things behind and convert to the way of life
and institutional framework of their place of residence. Alongside the travelling professional class that
still consumes stereotypical products and experiences from one large city to another!281l there’s another
fringe of the creative class that dives deeper into foreign countries, weakening their attachments to the one
they were born in.

In some aspects, the digital economy is still trapped within borders: Netflix still streams different
movies and series depending on where you watch it; Uber has to comply with heterogeneous regulations
from the US to the UK to Germany to Italy; European citizens have the “right to be forgotten” whereas in
the US the First Amendment makes it most difficult to suppress online speech; most US tech companies
have failed to gain a foothold on the Chinese market, which is mostly owned by Chinese ventures.

But in many other dimensions, we can all sense how the growing power of ubiquitous computing and
networks 1s being translated into the tangible world. In the Entrepreneurial Age, cross-border trade is less
easily measured; the changing geography of value creation casts doubts on traditional macroeconomic
indicators such as GDP; our very understanding of well-being and growth is radically changing. As
underlined by W. Brian Arthur, “we have entered a different phase for the economy, a new era where
production matters less and what matters more is access to that production: distribution, in other
words—who gets what and how they get it 12821,

In this context, there are many reasons to think that the current Entrepreneurial Age could see a retreat of
the nation state and a rebirth of sub-national and trans-national systems. Many signs are pleading for that to
be the case: the fragmentation of society, with individuals increasingly trapped in filter bubbles and



connected mostly to people who share similar views; the rise of individuals as an active multitude rather
than a mass falling prey to the influence of large organizations; the many practical purposes of individuals
as they gather in online communities to form a network; the possibility of tying those online communities
together by harnessing the power of technology to advance a political agenda.

In this new world rendered more open by ubiquitous computing and networks, the current fascination for
the model of the city statel283] is understandable. For Silicon Valley, the idea of empowering cities flatters
the taste for changing the world by founding new ventures—a preference for ‘exit’ as opposed to “voice’,
as pointed out by Balaji S. Srinivasanl284], This is a sentiment that is only being amplified by the repulsion
inspired by Donald Trump[283],

For others, having cities gain their autonomy would be a way to affirm a clearer direction when it
comes to imagining a new socio-institutional framework for the new agel286l, For those with faith in public
policy, the city emerges as the main level for experimentation/28Z) in a world where the the state has shrunk
from its role as a positive agent of change. That’s because most social innovations in history were first
implemented at the local level, either by the authorities, by activists, or by individuals themselves: this
was notably true for the European mutualist movement in the nineteenth century, which anticipated the
Great Safety Net through many experiments within local communities. Later in the US, Supreme Court
Justice Louis Brandeis dubbed the states the “laboratories of democracy” to stress how much the US
federal system provided room for experimenting with new policies at the local levell288],

And so in a way, this temptation of the city-state can be explained by the flowering of the
Entrepreneurial Agel282. Many countries are relying on that model to harness the power of technology-
driven networks. One example is China, which is a large country whose national economic strategy
originated in special administrative regions such as Shenzhen and the Pudong district in Shanghai. Now the
Belt and Road Initiative is providing China with an infrastructure to expand its power along the new
digital trade routes of the day. Another example is Israel, which more resembles a city-state. There the
government-sponsored Yozma program has contributed to forging strong links between the Israeli
entrepreneurial ecosystem and the US venture capital industry, thus helping Israel make the most of a more
digital world. A third example is Estonia, an even smaller country whose famous e-Residency program
enables anyone in the world to access the pioneering, digital, seamless infrastructure that is e-Estonia and
use the nascent ecosystem of business services that is growing on top of that revolutionary platform.

But I believe that there’s another historical precedent that more closely matches the Entrepreneurial Age
than even the city-state. And it is a model that can provide significant insights on how nations can best
position themselves for future prosperity and economic security.

00

The thalassocracies

Although I live in Europe, my first trip to Venice, one of the most famous destinations in the world, was
only in 2013, when I was 35 years old. It was a rewarding experience because I had already read a lot
about the place. I remember having my mind blown by Giacomo Casanova’s legendary memoir The Story
of My Life, which I read one summer during my years as a student. I'm also a fan of a Hugo Pratt comic
series, in which the hero Corto Maltese, a rogue sailor, crisscrosses the world from Central Asia to
Argentina to Manchuria to Switzerland in the early twentieth century. One episode is set in Venice, Pratt’s
home town, and tells the complicated story of freemasons hunting a legendary treasure during the rise of
Italian fascism(229],

Apart from the extraordinary sights, what’s stunning in Venice is the vibrancy that surrounds you, as is
common in such very old places. Even though history is not actually written on the walls, you can feel,
simply by walking along them, the depth, complexity, and violence of a multi-secular historical legacy.
Terrible things happened there. And massive amounts of wealth were accumulated as well.

Back when it was an independent republic, Venice dominated the Mediterranean Sea and the trade
routes for silk and spices through the Bosphorus to the vast plains of Central Asial22l, To assert power so
far beyond its tiny territory, the Stato da Mar needed a unique strategic positioning. The Arsenal, an
industrial facility for manufacturing munitions and galleys, became a platform for experimenting with
assembly-line methods of production, anticipating the Industrial Revolution by several centuriest222l, It



was also in Venice that modern patent law was first enforced, with a 1474 statute designed to make sure
that “most clever minds... would exert their minds, invent and make things that would be of no small
utility and benefit to” the Republic23l. Throughout the centuries, the strength of Venice’s institutions
provided the tiny republic with the sense of urgency and cohesiveness necessary to take bold risks and
affirm its power—from hacking the Fourth Crusade in order to encourage the sacking of Constantinople in
1204 to negotiating a trade monopoly with the Great Khans of Mongolia from 1267 forward.

The Venetian Republic is an illustration of a rare model of power: the thalassocracy, or a state with
primarily maritime realms and the means to defend and expand them. History provides us with only a few
examples of that combination of political, military, and economic resources, from the Republic of Venice
to the Portuguese empire in the fifteenth and sixteenth centuries to Victorian Britain following the repeal of
the Navigation Acts that had previously restricted colonial trade to England[224l, As noted by historian
Fernand Braudel, long-distance maritime trade was the epitome of pre-industrial capitalism223). And
oddly enough, there are many parallels to be drawn between the thalassocracies of the past and the current
Entrepreneurial Age.

A first trait of thalassocracy is that it’s not about the resources you own, but about the resources you
exploit by way of superior strategy. Old thalassocracies didn’t own the sea as much as they used it as a
means of communication and exchange. As put by French scholar Hervé Coutau-Bégarie, this presupposed
“a large and efficient merchant fleet, ports capable of receiving and distributing continuous flows of
goods...but also a system of credit superior to that of the competitors, insurance, information
control "[220] as well as the military seapower necessary to ensure continuity of trade.
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Likewise in the Entrepreneurial Age, tech companies don’t own the multitude to which their users
belong, yet they exploit it as a strategic resource thanks to the superior design of their applications, the
regular and systematic monitoring of their users’ activity, and the increasing returns to scale they derive
from networks. It’s not about mastering the sea through superior maritime power but rather about mastering
the multitude by way of trust inspired in billions of individuals all around the world.

Another trait of a thalassocracy is that, as always with strategic positioning, trade-offs are essentiall227,
Most old thalassocracies mastered the sea because they didn’t have much land to defend. Conversely, most
countries with vast swaths of land had a hard time competing on the sea, because they lacked the focus and
cohesiveness that made it possible for maritime powers to concentrate and occasionally give all they had
to defend their realm. This is what the Republic of Venice achieved when its Genoan nemesis almost
destroyed it during the War of Chioggia from 1378 to 138112281, As for Britain, it took the 1846 abrogation
of the infamous Corn Laws to convert it to international trade at the expense of its domestic agriculture.
Only in the following Victorian era was British maritime power radically reoriented toward global
commerce and mastery of the seal22],

In the Entrepreneurial Age, it takes focus and clear strategic positioning for certain countries such as the
US, China, IsraelB%l and EstonialB%l to prosper in an economy driven by the multitude. Meanwhile other
countries are still competing in a lesser league because they remain trapped in their focus on legacy



industries such as tourism and agriculture in France, finance in the UK, and manufacturing in Germany.
You can’t succeed on the sea if land remains your primary focus.

A third trait of a thalassocracy is that the state cannot succeed alone. Mastering a resource as unruly as
the sea eventually requires the assistance of a thriving ecosystem of entrepreneurs and financiers with
whom the state must share the profits of trade. In Britain and the Netherlands, conquering new trade routes
was an opportunity to organize and enrich a new class of merchants. Conversely, countries in which the
state retained a tight monopoly over trade, such as France and Spain, failed to establish lasting commercial
and financial empires at a large scalel302],

The same can be observed in the Entrepreneurial Age. The US owes its power mostly to the strategic
moves by the US government to lay the ground on which US tech companies are now able to thrive3%3],
Infrastructures such as the Internet and GPS, ruled by principles such as (the now-temporarily defunct) net
neutrality, are the contemporary equivalents of the settlements and trading posts established by old
thalassocratic regimes to secure their trade routes’3%l, Like the modern law of the sea was inspired by the
British to consolidate the superiority of their fleet and maritime postsi3%, the current rules governing the
Internet, such as the limited liability of Internet service providers, were set up by the US government with
the goal of enabling a level of innovation at which only US technology companies could competel306],
Finally, it should come as no surprise that contemporary entrepreneurs are supported by financiers, the
venture capitalists, whose model was precisely inspired by the financing of risky maritime expeditions in
the pastl37,

All in all, old thalassocracies help us understand what it means for a national economy to prosper in the
Entrepreneurial Age. With borders now closing in every part of the world, most big countries are
somewhat blinded by their own size, with their larger domestic market and diversified industries
providing them with the illusion that they can go it alone in a divided world. Meanwhile, other countries
are working hard on their strategic positioning to try and make the most of the new landscape. With a
characteristic sense of urgency and cohesiveness, tiny states and dense cities, but also very large countries
such as China, appear more prone to understanding the shifts in the global economy and taking action3%8],
Drawing lessons from history, they convert to the practice of old maritime empires and try to master the
Internet like the Republic of Venice once mastered the sea.

And so the model of the thalassocracy emerges as the most useful precedent to understand the current
challenges related to the competitiveness of nations. In the Entrepreneurial Age, what matters is less the
enclosed land than the wider sea; less asset ownership than the mastery of non-appropriable resources (the
sea yesterday, the multitude today); and less the crown than the entrepreneurs and financiers that the state
brings along in its effort to conquer and secure new trade routes.

To go beyond simply understanding and move into making the most of a more open world, nations
would be well served by following the thalassocracy model: instead of retreating within national borders,
conquer the many strategic resources that are there to be taken, beginning with the multitude itself; instead
of catering to both the old and the new economy, focus on the opportunities brought about by the
Entrepreneurial Age; instead of relying on the state only, enroll a class of entrepreneurs and financiers;
instead of looking inward, affirm an agenda of economic security and prosperity and imagine a global
order to foster it. Like with the Republic of Venice, it’s about exploiting the global resources necessary to
grow in power and prosperity while building and maintaining strong, inclusive institutions at home. Alas
for the moment that is not the path being taken by most traditional twentieth-century powers.
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A more open world calls for greater economic security

Globalization is old news nowadays. When I grew up, tech companies were not the enemy yet—they
barely even existed. But people were already hating multinational corporations that were relocating their
supply-chain in cheap-labor countries. And the 2016 presidential campaign in the US has only revived this
old fear of international trade as a danger to our way of life.

There’s a paradox here. For most of the twentieth century, free trade was not seen as a danger for the
Great Safety Net. On the contrary, promoting free trade long went along with shared prosperity and
economic security for both households and businesses. In some cases, those advocating a stronger safety



net were promoting international trade with a clear conscience of how much it contributed to providing
their constituents with good jobs and sustained prosperity. But much of the time, the key reason was found
in the mere necessity of forming an alliance with business leaders. In exchange for more economic security
for workers, the corporate world demanded that a practical government should support them in their
conquest of foreign markets and ensure access to cheap supplies wherever they could find themB3%],

US history lets us understand the complicated path through which a part of the political spectrum
unexpectedly came up in favor of both free trade and more economic security. In the nineteenth century, the
new Republican Party had inherited the interventionist ideas of Alexander Hamilton and Henry Clay:
protective tariffs plus direct subsidies for local investments in canals, turnpikes, and then railways. As for
the Democrats, they were largely Southern but also allied with the big urban financial centers at a time
when finance was principally oriented towards foreign trade, and hence they were all for laissez-faire
(except, of course, when it came to enforcing the Fugitive Slave Act).

As a result, the issue of free trade figured prominently in the challenges that led to the Civil War. The
southern slave states, ruled by the Democratic Party, wanted to increase international trade to the benefit
of their largely cotton-exporting economy as well as that of the financial industry. The northern states still
preferred a protectionist regime, one that nourished their still-developing industrial concerns. After the
Civil War, the Northern Republicans, who ruled at the federal level for most of this period, retreated from
interventionist economic policies but stuck to protectionism and installed a series of tariffs. The
Democrats, out of federal power for long stretches, were only able to promote free trade again beginning
in 1932 with the election of Franklin D. Roosevelt.

Under the administration of FDR’s successor Harry Truman, in the early months of 1947 George Kennan
and William Clayton laid out the groundwork for what would later become the Marshall Plan. They
insisted on imposing the principle of free trade between European nations as a counterparty for massive
American aid. Progress would then be made for decades within the framework of the Marshall Plan and
the Bretton Woods compromise. In this favorable context of stable exchange rates and international
cooperation, Western governments were standing on two legs: one which lowered tariffs to stimulate
growth, and one which put in place the Great Safety Net to protect individuals against the more critical
risks that were inevitably found in a more open economy.

In the US, the New Deal was the end of tariffs, but it also put in place the rudiments of a modern welfare
state. It was an agreement with big business as well as a never-before-seen base for unions that could now
better defend workers’ interests. This was a winning combination. Thanks to free trade, America’s
corporations created and captured more and more wealth throughout the world. And thanks to the Great
Safety Net at home, that prosperity turned into more economic security and distributing wealth to the many
rather than holding it entirely in the hands of the few.

The origins of today’s anti-trade mood go back to 1971, the year that marked the end of the Bretton
Woods international monetary system. Advised by the likes of John Connally, then Secretary of the
Treasury, Richard Nixon decided to suspend the convertibility of the dollar into gold21%, The outcome of
what came to be known as the ‘Nixon Shock’, a direct reaction to speculative market pressure against the
dollar, was the end of stability in exchange rates, increasing uncertainty when it came to international
trade.

Until that period, you could be forgiven for thinking that free trade was the key to widespread prosperity
and never-ending expansion. But from the 1970s forward, global competition reached a new level of
intensity31l, Many countries, making the most of US support within the Marshall Plan and lower trade
barriers, were busy completing their catching-up process. As they reached levels of performance closer to
that of the US economy, global markets became more competitive. US car manufacturers found their match
in Japanese competitors producing smaller, more energy-efficient cars. European countries also took
initiatives in leveling up their competition with dominant American firms: this was when the Airbus
consortium started its long journey to toppling Boeing in aeronautics. The post-World War II global
covenant had initially enabled all countries to actively support their national champions. But domestic
industrial policy was only tolerated as long as cross-border competition didn’t pass a certain threshold of
intensity. With the post-war boom slowing down, competition between firms turned into an entirely
different game.

In that context of tension on more competitive markets, the enforcement of free trade had to become



more intrusive. It was not enough for more developed countries to guarantee lesser competitors access to
their domestic markets. As once laggard firms became tougher matches, suddenly it became necessary to
check if their improved competitiveness could be explained by entrepreneurial prowess or rather by
various forms of state support. It all called for reaffirming the principle of free trade by other means,
notably trade agreements and reinforced constraints on domestic policies. Within a more competitive post-
Bretton Woods global market, advocating for free trade became synonymous with constraining nation
states as to what policies they were implementing at home.

The more intrusive international approach to free trade explains the current backlash. More advanced
countries are no longer allowed to enforce their long-term superiority by way of industrial policy. Less
advanced ones, like China or Mexico, are under scrutiny because their efforts to catch up have been so
successful. In this context of rising tension, the backlash against free trade is taking shape on both ends of
the political spectrum.

On the left, it is fueled by the fact that free trade seemingly goes directly against what is left of the Great
Safety Net. It is not only about tariffs anymore, but also about labor law, taxation, public procurement,
social insurance, and even public health: domestic policies in every one of these fields are constrained by
international trade. In reaction, opposition to free trade is mounting. This can be seen in the US with the
rise of lefti-wing leaders such as Bernie Sanders3!2l, In Europe, a clear signal is the growth of left-wing
euroscepticism: the reason why Denmark, Sweden and the Netherlands, for instance, have grown
suspicious towards the European Union is partly because public opinion in those countries now see the EU
as a threat to their generous welfare statel313],

On the right, anti-free trade positions sometimes come as a surprise. Pro-business conservatives are
usually considered fierce supporters of laissez-faire, and neoliberalism was about using free trade as a
lever to break down the political consensus in favor of state intervention. In effect, however, curbing
international trade was always consistent with right-wing positions. For old-school European
conservatives, trade barriers were always a way to preserve the vestiges of an old feudal order. And in
the US, George W. Bush’s 2002 steel tariffl314] showed that the Republican Party was never far from
reconnecting with its anti-trade positions of the nineteenth century—even though it proved a politically
risky move at the time[313), Indeed in 2018, being against free trade has become a sure winner on the right.
It flatters the rent-seeking ethos of entrenched and stagnant corporate interests. And it helps conservative
politicians convince disgruntled working class voters to support them at the polls.

All in all, a key reason for this widespread temptation for protectionism is that the two legs of free trade
and the Great Safety Net have long since lost their balance. When Bill Clinton was elected president in
1992, he signed the North American Free Trade Agreement (NAFTA), but he failed to put in place a
system of universal healthcare. More recently, Barack Obama held to the free trade principles of his party,
but his social projects were blocked or seriously damaged by resistance from Congressi316l, In Europe,
leaders have complied with the demands made in the name of free trade through international institutions
such as the European Union and the World Trade Organization. Yet they also contributed to weakening
what was left of the Great Safety Net through self-imposed austerity measuresB317,

Without social progress at home, the pro-free trade stand is no longer associated with prosperity and
economic security. Rather, it is perceived as exposing workers to instability, lowered purchasing power
and accelerating unemployment in sectors of the economy that are no longer competitive on the global
stage. Thus the image of most politicians is burned to a crisp. Instead of being the supporters of a
prosperous and secure economy, they’re seen as inextricably linked to a laissez-faire attitude, lower taxes
for the rich and powerful, and resignation to a further widening of inequalities. By promoting free trade
without reinforcing the Great Safety Net, today’s leaders ignore their voters’ quest for greater economic
securityl318],

In reality, the social fabric depends less on open borders than on the combination of free trade and
economy security. Some countries, like Hong Kong, Chile or (to a certain extent) the post-Thatcher United
Kingdom, combine a knack for free trade with a very thin safety net for workers. This usually makes for an
open and prosperous economy, with many opportunities to be seized by those who embrace an
entrepreneurial attitude. Yet it also brings about a high level of economic insecurity and market instability
that occasionally fuels a deep and violent crisis.

The conservative anti-trade vision, one that would close borders and further dismantle the Great Safety



Net, is even worse: as can now be seen in Trump’s America, it favors an economy driven by the powerful,
who will increase their rent-seeking activities through tariffs and predatory behavior, all at the expense of
the non-wealthy.

The third option, proposed by left-wing opponents to free trade, is a world of both protectionism and a
preserved Great Safety Net. But this is also not ideal as it is difficult to finance the related policies
(notably social insurance) in a country that closes itself off from the rest of the world and becomes the
victim of scarcity, as has been recently seen in Venezuelal312],

The best option, indeed, is the combination that links an openness to free trade with covering
individuals against the adverse consequences of exposure to the violent winds of the global market. As
Dani Rodrik remarked in 1998, “government spending plays a risk-reducing role in economies exposed
to significant amount of external risk”, which explains the “positive correlation between an economy s

exposure to international trade and the size of its government 13201,
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Alas most governments are now trapped in what Rodrik has otherwise called the “political trilemma of
the world economy 32 they have to trade off between the domestic safety net and their principled
support of free trade as the main source of economic growth. If they choose free trade, they must be
resigned to more economic insecurity. If they choose protectionism to restore the possibility of state

intervention, they have to pay the price of scarcity and the inevitable tensions, rent-seeking and

inequalities that it brings with itl322],

An open world is a more prosperous world, but it is also a world in which both individuals and
businesses must be better protected against critical risks. In the thalassocratic paradigm, instead of folding
in on themselves, countries must continue to defend free trade but with its complement: a Great Safety Net
2.0 that is in sync with today’s economy. This calls for a better understanding of globalization in the
Entrepreneurial Age and of how we can make the most of it while providing individuals with economic
security. If we aim at pursuing individual empowerment in a more open world, we have to account for
how value is created in the Entrepreneurial Age, what new jobs it will bring about, and what critical risks
businesses and individuals are now exposed to.
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Key takeaways
® The Entrepreneurial Age calls for lowering trade barriers. The economy cannot prosper if tech
companies are unable to generate increasing returns at the largest scale possible.
® A historical parallel can be drawn with the old thalassocracies, tiny states such as Venice or
Portugal that prospered not by controlling land but by mastering trade routes through the sea.
® The absence of trade barriers exposes national economies to even more pressure and instability.
Thus the necessary corollary to software opening the world is a broader safety net for all.



Chapter 8
From the Old to the New Working Class

“When the working class shifted from ‘making stuff’ to ‘serving people’, it brought with it lots of historical baggage. The
long-standing ‘others’ in our society—women and people of color—became a much larger share of the non-college-educated
workforce. And their marginalised status in our society carried over into the working class, making it easier to overlook and
devalue their work.”

— Tamara Draut[323]

The old working class has been left behind

I was as stunned as anyone when Donald Trump won the 2016 US presidential election. Not that I
hadn’t seen that something strange was happening. During the entire Republican primary [ was convinced
that Trump had a real shot at becoming the nominee: he was the only one with a direct, powerful
connection with enthusiastic voters. I was also well aware of the weaknesses of Hillary Clinton, a
candidate who I saw as belonging to a bygone era of Democratic politics, that of centrist moderation and
reverence for wealthy donorsB324],

What I didn’t expect was that Trump would owe his victory to a few industrial states in the Rust Belt
that all used to be Democratic strongholds. He won Pennsylvania, the historic steel capital of the country,
as well as manufacturing-rich Ohio and Wisconsin. He even narrowly took Michigan, home of the Union of
Automobile Workers and the automobile industry centered around Detroit. That was all on top of crushing
Hillary Clinton in coal-mining West Virginia—a state that was reliably Democratic until the 2000
presidential election, but that has turned conservative ever sincel322,

This impressive string of victories sounds like a summary of our entire industrial history: the coal mines
of the age of steam and railways; the large mills of the age of steel and heavy engineering; the assembly
lines of the age of the automobile and mass production. It is also a testament to the sad political shape of
the Democratic Party. Democrats used to own those states because their values were all about defending
and empowering their residents. That these voters have turned their back on them is a clear signal, among
others, of the deep and painful transitional crisis that the economy entered decades ago.

Indeed it’s hard to deny the crisis and its impact in those states. While people are still there, most of
their jobs have disappeared. The exhaustion of industrial activities has impoverished those regions and
demoralized their inhabitants. Having lost their jobs and with their purchasing power eroded, workers end
up rejecting immigration and free trade. Their politics change as they’re attracted to populism rather than
issue-oriented ideologies. As Alan Greenspan declared in 2016, “populism is not a philosophy or a
concept, like socialism or capitalism, for example. Rather it is a cry of pain, where people are saying:
Do something. Help! 3261,

In the nineteenth century, most industrial activity and factories were located in large cities. One reason
was the proximity to essential infrastructures. The point of factories was to produce goods, and those
goods had to be transported and distributed through the rudimentary logistics systems of the time. For
factory owners, access to those depended on being located close to rivers and canals, train stations, port
facilities. The further you were from those infrastructures, the costlier it was to distribute goods to
customers.

Cities were also where workers lived. Back then it was difficult to move around due to the lack of
adequate transportation. Laborers didn’t have their own cars, so there were few options. Either both the
factory and the workers had to be located in urban areas where they could rely on the public transportation
system, or workers had to live near the factory, and so some factory owners built homes for their
employees away from the city. In any case, with factories came clustering: it was easier to operate a
factory in a populated area; in turn, the factory attracted even more population. Once it was up and running,
the surrounding area would only become more urban.

But then factories left the larger cities. With the strengthening of the Great Safety Net 1.0, the new age



provided workers with the possibility of buying their own house, which led to the massive relocation of
the urban industrial workforce into less expensive suburban areas. Individual cars powered by cheap oil
facilitated traveling from home to factory and back without the need for public transportation. Cheap land
previously priced for agricultural use was converted to residential use. All of this could only happen once,
but it facilitated a smooth transition to the emerging middle class way of life.

Transportation of goods also underwent a revolution. Early in the twentieth century, cheap oil already
made it possible to rely on trucking to transport whatever came out of factories, thus facilitating their
relocation to less urban areas. Later in the 1950s, the invention of the shipping container radically changed
the logistics system on which manufacturers depended to distribute their productsi32Z, With less
dependence on the large workforce needed to handle goods in traditional logistics facilities, it became
possible to redraw trade routes away from the cities.

Getting rid of urban factories was also a matter of clean air. As happened with the London smog of
195203281 the concentration of factories in dense areas inflicted hazardous pollution on urban populations.
As city inhabitants rose in sophistication and purchasing power, they started to exert pressure on their
elected officials to obtain the removal of factories for reasons of public health. Indeed today factories are
still the main reason why there's such pollution in large Chinese cities, whose density makes it harder to
disperse toxic emissions. But as China is undergoing rapid economic development, it’s only a matter of
time before industrial facilities leave the cities to be relocated further from where people live.

Finally, the constant flow of new inhabitants into cities led to ever more expensive real estate. Thus the
factories relocated simply to escape the higher fixed costs that came with having an industrial facility
occupying prime urban real estate. At first, industrial ventures had clustered in Chicago, Pittsburgh, and
Detroit because only such large cities could provide the necessary labor, financial capital, infrastructures,
and managerial talent. But later in the twentieth century, factories were disseminated across vaster
territories to increase the scale of their operations and reduce the unit costs of production.

With factories relocating away from large cities, attracting them became a new game in which smaller
cities had an opportunity to compete. As observed by Paul Krugman, the prosperity of smaller cities can
be seen as an enigma in today’s world. After all, their traditional function was to serve “as central places
serving a mainly rural population engaged in agriculture and other natural resource-based
activities "321, But when agriculture ceased to be a massive job provider, some of those cities managed to
rebound by welcoming industrial activities in search of a new home.

In some cases, it was through random events that smaller cities were put on a path to becoming
industrial clusters. In others, there was determined action by local officials to woo factory owners and
convince them to settle there. Prompted by anti-labor business leaders opposing the New Deall33%, certain
US states enacted so-called ‘right-to-work’ laws to prevent workers from organizing and then attracted
factories using this argument. It was a setback as far as workers’ rights were concerned, and a direct
consequence of the Taft-Hartley Act of 1948. But it also meant opening factories in less industrial regions,
thus spreading the wealth that came with the techno-economic paradigm of the day. As we are reminded by
Emily Badger, that was a time when the largest industrial firms, with their headquarters still located in
large cities, drew on raw materials and manufactured goods from all around the country!331L],

Factories created quite a lot of value for local communities. In the age of the automobile and mass
production, they were the dominant link of industrial value chains, capturing a large chunk of the total
value added in any given industry. And at a time when large corporations were not yet restructured into
over-optimized global value chains, having a factory in town meant much of that value spilled over
locally: lots of local jobs, both qualified and less qualified; indirect wealth creation through the massive
development of adjacent businesses that served both workers and the factory itself; additional tax revenue
that made it possible to invest in local infrastructures and better public services.

The model was so successful in fact that we’re not used to the idea of a clustered economy anymore. We
grew up in a world in which it was assumed that every city, however small, would have its factories, and
then its retail shops, and many other service businesses.

But now not only have most factories been lost due to globalization and the techno-economic transition;
those that remain (or are coming back due a trend known as “reshoring "13321) do not generate as much
local value. They’re part of global value chains in which factories are not the dominant link anymore, as
most assets, functions, and risks are located elsewhere. And the jobs those new factories provide are of a



lesser quality than in the past—if they provide jobs at all. As Ben Casselman, of FiveThirtyEight, wrote
on the eve of Donald Trump’s election, “today s manufacturing jobs aren 't necessarily the high-paying,
stable jobs that we tend to remember 3331,

With suburban factories now a shadow of their former selves, we’re not even sure that there’s another
way of spreading wealth geographically. The Entrepreneurial Age seems to reward large cities and
nothing else, and old jobs have been radically displaced as a result. As factories are now empty, the
occupied working class is now employed primarily in services—services that are more and more
concentrated in cities. Hence, as Richard Florida puts it, the city has become the “new factory floor"3341,

1 2 2 4

The new factory floor

I’ve spent most of my life in large European cities—except for a few years in my childhood when we
lived in a residential suburb (but not for long, because my mother hated it), and then when I was a
computer science student on a campus near the sea. Only recently did I realize how different these
European cities are from those in the US.

Apart from a few exceptions such as New York, Boston, and San Francisco, American downtowns have
historically been largely inhabited by the poor and lower middle-class, whereas in Europe living in the
city center is an expensive mark of social accomplishment. US cities are also designed to make room for
cars, whereas our European cities are older and denser, providing little room for traffic and thus having to
offer better public transportation. Finally, European cities have long been rather safe, whereas the
decrease of crime in US “inner cities” (as Donald Trump likes to call them) is fairly recent!333],

It's true that American cities grew up in unique historical circumstances. The Cold War saw a push to
decentralize the territory, pushing the populace away from urban centers to counter the potential effects of
a nuclear warl33¢l. Franklin D. Roosevelt himself felt, in no small part due to his youth spent in upstate
New York, that cities were unstable and subject to booms and busts, and thus should be countered with
population growth away from urban centers337,

Throughout the country, development was also guided by zoning laws that strictly separated industrial
and residential spaces. This practice, known as Euclidean zoning, is quite foreign in European cities that
have been mixed-use for centuriesi338l, Finally, there is the racial component of US history. From the
1930s onward, mortgage lending was aimed primarily at the white population, leading to a dream of
suburban homeownership that pulled investment away from what came to be seen as poor, black inner
cities. The federal government encouraged this trend with the redlining practiced by the Federal Housing
Administration, which gave cover to residential segregation practiced by private players332],

And so today, with the unprecedented rise of a more urban economy, the US is becoming a bit more
European. Its cities are safer, with a displacement of crime towards less urban spheres—including the
cyberspherel340, They’re investing in public transportation34ll and innovative solutions such as ride-
hailing and ride-sharingl3#Zl to make it easier for people not to own cars. They’re also confronting the
challenges of higher density, fueled by sky-rocketing real-estate prices, heated discussions on zoning and
construction permitsi343l, and fewer housing options for working families. And so the US is now
discovering the specific problems that affect the working class in large cities. As the transition to the
Entrepreneurial Age makes the economy ever more urban and emphasizes proximity services, it’s high
time we reflect on solutions to these problems.

I use “proximity services” to refer to all sectors in which the work routine is constantly broken by
frequent and direct interactions with customers—be it in retail, hospitality, education, healthcare, personal
care, or last-mile logistics. Because these sectors never become truly routine, the tasks performed by their
workers are difficult to standardize and optimize through scientific management—at least not in a way that
is satisfactory for both workers and customers (remember the “Wal-Mart Effect”, a consequence of ill-
advised Taylorism applied to retail, which led to a vicious circle of demotivated employees and lowered
quality of servicel3#4), In turn, the impossibility of applying the recipes of Taylorism implies that those
particular tasks, and the sectors in which they are performed, were never integrated into the Fordist model
of the large corporation.

As a result, most proximity service sectors have remained overlooked exceptions to the norm, never




fitting into the socio-institutional framework of the age of the automobile and mass production. What
Richard Florida calls the “service class "13%3] has always been there, serving us all every day. But since it
didn’t fit with the dominant representation—that of a stable nine-to-five job in a big Fordist corporation—
we never cared much for those sectors and the conditions of those working in them. It didn’t help that all
the work falling in the domestic or care categories has long gone unmeasured and unrewarded, because it
used to be largely performed for free by women in the private sphere. And in the US specifically, domestic
work has also long gone overlooked because it was first slave work and then work performed by the
descendants of slaves[346],

The reason why we should focus more on proximity services now is that in the Entrepreneurial Age they
are the industry with the biggest potential for creating future jobs. The rise of ubiquitous computing and
networks will lead to the disappearance of many routine jobs in services as well as in factories. But at the
same time less routine jobs, those whose tasks cannot be performed without interacting with customers,
are on the rise in a familiar process of Schumpeterian “creative destruction”. Since jobs in proximity
services rely primarily on human interactions, they are harder to automate—Ilike they were harder to
Taylorize—and almost impossible to relocate overseas.

As a consequence, workers are being redeployed from the suburban industrial class of the twentieth
century to the urban service class of the twenty-first century. Tamara Draut’s book Sleeping Giant
describes the growing strength of that new American working class that doesn’t fall within our
representations of work. Unlike factory workers or those occupying desk jobs in large corporations, who
fought for and obtained higher wages, better working conditions and more political representation, this
new working class has never been able to achieve much progress. Throughout the age of the automobile
and mass production, proximity service workers have had to make do with low wages, unattractive
working conditions, and unaffordable housing34Z,

The government took over certain proximity sectors, for without its intervention there simply wouldn't
have been enough supply in densely populated areas. Thus a part of the service class eventually managed
to climb up the social ladder by joining the public sector, with the rather higher wages and economic
security that came with working for the government. These luckier proximity workers include the likes of
teachers (education), nurses (healthcare), police officers (law and order), drivers (logistics and
transportation), firefighters (public safety), and trash collectors (waste management).

Other proximity sectors populated by the service class were deemed not critical or distorted enough for
the government to take over, including retail, food, hospitality, private security, cleaning and maintenance,
logistics, and a large part of child care and elderly care. Because the government didn't take charge and
Taylorism couldn’t be effectively applied by the private sector (at least not without terrible side
effectsi348]), those sectors didn’t generate productivity gains and subsequently saw little progress in
working conditions. They still inflict long and unconventional hours, low wages, harsh management, no
collective bargaining, and long commutes. And this explains why proximity services are still populated
with workers with the least bargaining power. As opposed to the old working class, which was generally
white and rather concentrated in the now Trump-voting Rust Belt states, the new working class includes
more women, people of color and immigrantsi3#2] (including undocumented ones), all living and working
in European-style large cities.

This realization provides us with a hint of the current institutional challenges. The rise of the new
working class is accelerating, and the problems that it encounters are only getting worse. The current
transition contributes to the clustering of everything (people, wealth, businesses) in large citiesi33%,
Entrepreneurs best succeed in dense cities where it’s easier to emulate fellow innovators, access critical
resources and rebound following failure. And then there’s what economist Enrico Moretti calls the
“multiplier effect "33 absent frictions and obstacles such as a cluttered housing market, the urban
service class in proximity services grows at the same pace as the “creative class "—the highly qualified
and entrepreneurial workers that dominate the Entrepreneurial Age.

Alas we can't simply replicate what once worked for factory workers. Indeed the industrial working
class and the proximity-service working class have little in common. One is peri-urban (living near
factories), the other is urban (living near the customers they serve). One is still unionized332, the other
never has been. One pulls together while working next to one another on the assembly line, the other is
dispersed and lacks opportunities to bond with other employees in the same sector. One is visible in our



understanding of work (working class pride, overalls, picket lines), the other is right in front of us and yet
invisible. One is relatively homogeneous in sociological terms (because of union-enforced agreements
which unified status and pay333! and geographic clustering in suburbs around factories), the other is much
more diverse (from taxi drivers to Tamil and Guatemalan cooks, from receptionists and fast-food
employees to bicycle delivery workers, from nurses to waiters, from child care specialists to policemen,
from security guards to cleaning persons in the hotel industry). And so the way we once provided
economic security and prosperity to the suburban industrial class is simply not replicable for the urban
service class.

But things are changing. On the political side, Democrats are in the process of completing a radical
electoral shift between the old working class and the new working class—not unlike the painful shifts
made when they drifted away from the farmers, crafismen and small business owners of the nineteenth
century to embrace the cause of laborers in the new industrial world of the twentieth centuryl334],

The reshuffling is not without adverse consequences, as the unprecedented urban concentration of the
new working class contributes to polarizing the electorate between city and country—a phenomenon that
Richard Florida dubs “the most disruptive transformation in history "333 1t is also made more difficult
because the Democrats’ new urban focus leads them to shifting too much into courting the economic elite
that is as concentrated in large cities as the service class[336],

The new working class was already at the heart of the coalition that brought Barack Obama to power in
2008 and 2012. His consecutive wins prove that this urban service class now has a certain weight in the
electoral process, with the ability to make or break elections. Its members form a “silent majority "B,
dominated by women(338], that generally prefers Democrats. And it’s now consolidating as young people
flee unemployment-ridden manufacturing areas to settle in larger citiesl33?l—the reason why Hillary
Clinton handily won Illinois in 2016, which includes the large city of Chicago, while losing the
neighboring, less urban Rust Belt.

Things are also changing on the social side. As part of emergent collective initiatives known as ‘alt-
labor’, workers are attempting to secure bargaining power vis-a-vis both employers and customers—who,
again, are now the most powerful party at the corporate table. Recent victories on the minimum wage front
in the USB%, although limited in terms of effective purchasing powerB%l, were obtained through an
alliance between workers and consumers. For the first time in history, service workers seem to be gaining
some influence over improving their working conditions, for instance through the National Domestic
Workers Alliance. Likewise, freelance workers, the upper segment of the new urban working class, are
exploring new ways of organizing with the pioneering effort of Sara Horowitz’s Freelancers Union[362],

Will these prove to be hollow victories or do they foreshadow the terms of a Great Safety Net 2.0
tailored for the Entrepreneurial Age? If the city is to be the new factory floor, then we have to go through
our entire social history again, with the service class organizing and bargaining with employers, the
government, and customers to conquer economic security and a decent way of life. Because it's a radically
different world, it calls for radical imagination—something all the more difficult because the old working
class still dominates our representation of the corporate world and because it proves very hard to create
good jobs in proximity services.
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The problem with proximity services

There are multiple reasons why most people find it so difficult to switch from one working class to the
other. A frequent argument is that skills are different in the two worlds, so people have to train for the new
jobs and learn how to become better at performing the non-routine tasks that dominate work in the urban
economy (essentially, learning to be better and more caring service providers36l). And whatever their
skills, older workers find it difficult to enter a new economy: it’s a different culture, and starting at the
bottom means a loss of revenue3%. This is all a challenge on the front of workforce development—one
that is currently better tackled in a country such as Germany, with vocational training in the education
system, than in the other countries such as the US and France where execution of such training is poor and
funding is inadequatel363],

What’s more, the new jobs for less educated workers are found more in large cities than in suburban



areas. They come with harder work, long hours, seasonal hiring, off-peak hours, long commutes, and a lack
of recognition. It's not that workers from legacy industries are lazy. But there's a mismatch in expectations:
most simply don't see themselves doing such jobs. They prefer to stay far away from large cities as they
dread harsher conditions in terms of wages, hours, housing, and transportation3%], Why jump into the new
economy if jobs there lack social recognition, strong unions, decent wages, and social benefits?

None of this even addresses the stigma for male workers that comes with entering a traditionally
female-dominated fieldB3Z), Most have not been trained, culturally speaking, for jobs that are less about
making things and more about caring for people. Would a coal worker from West Virginia switch to
elderly care in Pittsburgh or Washington, DC? For someone with a previous career on an assembly line or
behind a desk, becoming a nurse, a child carer or even a delivery person simply doesn’t match their
representation of what work is about.
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During periods of transition, there has always been a mismatch between what workers expect and what
employers offer. Every techno-economic paradigm produces jobs that didn’t exist before or multiplies
jobs that weren’t valued in the past. Historically, because those jobs initially come without economic
security and good wages women and immigrants tend to be the only ones ready to take them. In doing so
they enable innovative ventures to take off and grow at a larger scale. In time, broad progress eventually
makes it possible to improve the quality of jobs for the next generation of workers.

Indeed mass migration and then women joining the workforce are two reasons why the US economy has
been unusually prosperous since the middle of the nineteenth century. During every techno-economic
transition since then—to the age of steel and heavy engineering, to the age of the automobile and mass
production, and to the age of ubiquitous computing and networks—, the US surmounted the difficulties of
succeeding in a techno-economic transition by welcoming new participants into the workforce: women
who had previously stayed at home and immigrants from other countries, especially those with less
education who would take the lousy jobs brought about by the transition.

When the US economy transitioned to the age of the automobile and mass production, most of the new
jobs on assembly lines weren’t taken by American workers, but rather by laborers who had recently
immigrated from Germany, Poland, Ireland, and Italy (or were the children of immigrants from those
countries). Those diligent workers willing to take any job were critical to succeeding in the transition.



Had the US locked down its borders before the Immigration Act of 1924, it probably wouldn’t have
become the prosperous center of gravity of those new ages[368],

The same is true in today’s China. Though it isn’t particularly welcoming to immigrants from other
countries, immigration is nonetheless a massive phenomenon within China, a huge country with disparate
levels of development between the coastal cities and the hinterland. The online commerce and urban
logistics boom there wouldn’t be possible without the many work-hungry, less educated workers made
available by massive internal migration. But it’s not easy, as regulatory restrictions to workers’ mobility
turn migrating from poor Yunnan to prosperous Shanghai or Hangzhou into a challenge comparable to
emigrating from Africa to Western Europe and looking for a job—any job.

Our effort at imagining a Great Safety Net 2.0 for the Entrepreneurial Age must be focused on today’s
very different context. Women are now part of the workforce, hence they no longer constitute a reserve
army able to fulfill the new jobs of the day. As for less educated immigrants, the closing of borders in the
West makes it impossible for them to help us succeed in the current techno-economic transition. Unlike
during the previous great surges of development, we in the West don’t have a pool of workers entering the
workforce with a readiness to fill the radically new jobs of the day.

On top of that, many new jobs are simply unsustainable (if not plainly illegal) due to regulations
rendered obsolete by technology but that endure nonethelessi39, The taxi industry has become an infamous
example of corporatist resistance against the creation of new jobs. We could all renounce our personal car
and be driven around through ride-hailing and ride-sharing platforms which would create many jobs and
radically change urban mobility. But how do you create those jobs when confronted with the obsolete
regulations that we inherit from the past and fierce resistance of the taxi industry? There are many cases,
across many industries, in which the corporatism of existing professions slows down job creation in
proximity servicesB3Z,

Beyond industrial regulations, what’s left of the Great Safety Net 1.0 also contributes to slowing down
job creation in the Entrepreneurial Age. Continental Europe is the best illustration of how many jobs in
proximity services are not created because of the lack of a favorable institutional context. In the US and the
UK, there are many workers in market-operated proximity services. But their condition is so miserable
that generous tips (and food stamps) are barely enough for them to make ends meet. In continental Europe
the market has been led down a very different path: due to the higher minimum wage and more worker-
friendly regulations, all of which are part of the Great Safety Net 1.0, low-skilled workers in proximity
services are much scarcer than in the US or London.

The result can be felt in the day-to-day experience of using proximity services in large European cities:
higher prices, longer lines, and a high propensity to seek help through illegal channels (such as hiring a
nanny, often an immigrant, without a formal contract and with all earnings paid in cash). Coming from
France, I quickly noticed the differences in 2015 when I moved to London. There, market-operated
proximity services (that is, restaurants, delivery, cleaning services, child care, and ride-hailing) are
relatively cheap as compared to continental cities such as Paris, Munich, and Amsterdam.

The conclusion, I must say, is not that we should lower the minimum wage and remove all regulations.
Rather the different landscapes seen in the US and continental Europe reveal the extent to which
everyone’s Great Safety Net 1.0 is ill-fitted for the Entrepreneurial Age—and how much institutions from
the past always stand in the way during the transition toward a new techno-economic paradigm.

Because the US has been weakening its own Great Safety Net at a faster pace, it creates more jobs in
proximity services. Alas these are too lousy for the coal miners from West Virginia or the factory workers
from Michigan to take them. Many positions remain unfilled because too few workers are able or willing
to settle in the large cities where those jobs are, as reflected by the extremely low unemployment rate in
cities such as San Franciscol3Z1, And so the hastened transition in the US doesn’t mean it can afford to not
build the Great Safety Net 2.0 for the Entrepreneurial Age. On the contrary, if it fails to do so, it is certain
that the lack of economic security will harm prosperity and cause the US to lag behind. Inequalities will
rise, standards of living will plummet, agitation will grow, and illiberal politics will continue in their
corruption of democracyB372],

As for the stronger Great Safety Net 1.0 in continental Europe, it makes the labor transition more
difficult yet no less necessary, as the technological trends of the Entrepreneurial Age do not stop at
national borders. Continental Europe isn’t creating enough jobs in proximity services, which is leading to



a higher unemployment rate, a lesser quality of life for those inhabiting large cities, and fewer
opportunities for those living elsewhere. Many potential jobs matching a demand for better proximity
services are simply never created. And many business leaders and policymakers don’t even realize that
those jobs could exist if only we had a better version of the Great Safety Net.

Everyone—the US, the UK, continental Europe—needs a Great Safety Net 2.0 tailored for the new
working class. This is what it is all about: creating many jobs in proximity services while improving the
condition of workers in the related sectors and making the services they perform more affordable.
Participating in this segment of the job market must come with enough purchasing power, economic
security, and a sense of social recognition. Jobs in proximity services must become more attractive not
only for those who have nothing and enter the job market for the first time, but also for workers that are
already part of the workforce. Unlocking that potential is key for the Western world to maintain a high rate
of economic development. The urban service class must become the new middle class.

It’s difficult to say whether the US or continental Europe is best positioned to achieve such a goal. In the
US, the Dark Ages of financialization have been a powerful drug. They have blinded many of the elite to
the fact that new institutions are needed to make the most of the Entrepreneurial Age. Meanwhile in
continental Europe, having maintained more of the Great Safety Net 1.0 makes for more economic security
—but it also makes the current transition feel more radical and thus more difficult.

That being said, my bet is that Europe’s lagging behind in dismantling the Great Safety Net 1.0 reflects a
deeper attachment to economic security, which could eventually lead to more swiftly building the Great
Safety Net 2.0. The only problem, as seen in Chapter 3, is that Europe lacks the economic power to do so.
Conversely, the US is already enjoying returns on their earlier actions (notably under the form of more
jobs in proximity services). Alas it can give them the illusion that they’ve already succeeded and thus
don’t need to run the second half of the race—mnamely the harder, imaginative, counter-intuitive
institutional work required to resume the economic security and prosperity of the past.

1 2 2 4

Key takeaways
o The displacement of the old working class has many explanations: globalization,
financialization, automation, but also the concentration of economic activities (and most jobs) in
large cities.
e Cities as the new factory floor aggravate problems that were previously overlooked. Improving
the condition of the new urban working class is the main social challenge of the day.
® /magining the Great Safety Net 2.0 is critical for creating good jobs in proximity services. It's
not about deregulation but about replacing old mechanisms that don'’t fit today’s world.



Chapter 9

The Lost Art of
State Intervention

“Liberalism has spent the better part of the past century attempting to prove that it could competently and responsibly

extend the state into new reaches of American life. With the rollout of the Affordable Care Act, the administration has badly
injured that cause, confirming the worst slurs against the federal government. It has stifled bad news and fudged promises; it
has failed to translate complex mechanisms of policy into plain English; it can’t even launch a damn website.”

—Franklin Foer[373]

The state as the solution to many problems

I was once drawn to working for the government because [ wanted to make a difference in the world. It
helped that in France becoming a senior civil servant is still the opportunistic dream of many ambitious
students. Entering such spheres is the French equivalent to joining the ‘Oxbridge’ establishment in the UK
or receiving an Ivy League education in the US. The state grand corps 1 joined, the Inspection générale
des finances, is an exclusive society of about 250 living souls which in the last few decades has given
France two presidents (including Emmanuel Macron, who was once a colleague of mine), several prime
ministers, and many top executives in France’s largest corporations. But there was also a more altruistic
reason for my choosing that path: in the past century, government came to be seen as a mighty force you
needed to harness in order to solve critical problems.

The history of how the state emerged as a positive agent of change is often unappreciated. In 2004, the
late Michael C. Janeway, former executive editor of the Boston Globe, published The Fall of the House
of Roosevelt, a book tracing US politics from the New Deal through Lyndon B. Johnson’s presidency374l,
In one way, his work was an intimate portrait of his parents, Eliot and Elizabeth Janeway, who played a
role throughout this period. But it was also a wider picture of the complex games played around Franklin
D. Roosevelt and his successors by an improbable entourage of men (yes, all men) who were neither
politicians nor businessmen, but middlemen: Tommy Corcoran, the corporate lawyer who became the
ultimate Washington power broker; William O. Douglas, the Yale professor turned Supreme Court Justice;
Abe Fortas, another lawyer who then became Lyndon B. Johnson’s closest confidant.

All were part of a tight network that turned the New Deal into reality. They spread ideas, aligned the
interests of conflicting parties, and became masters in the art of wielding power to advocate their big idea:
the state taking over from the market. As written by Janeway, “these ‘presidents men’... executed a
broad-based professionalization of policy making marked by strong departures in theory and practice
—such as in governmental intervention in the economy BBl Far from being the people overtaking the
elite, the New Deal was in fact the elite coming together, from politics to academia to business, and
making the case that government should take a more active role in social and economic matters.

In a world still impregnated by the nineteenth-century ideology of /aissez-faire, this was not easily
done. Indeed in the context of the crisis of the 1930s, state intervention was not imposed to comply with
principle. Rather it was prompted by a national emergency. Because they were the first of their kind to do
business on large consumer markets, the industrial corporations of the time were confronted with
unprecedented market instability, a macroeconomic setback that led them (and the entire economy) into the
Great Depression. It fell upon the state to save them: only the government could face the critical risks that
came with the nascent age of the automobile and mass productionl376],

Another trend that contributed to favoring state intervention was a growing demand for fairness and
social justice. As the labor movement intensified calls for worker empowerment and economic security,
the private sector alone was unable to deliver such outcomes. Market imperfections made it impossible for
a laissez-faire approach to hedge people against risks such as old age, sickness, and unemployment. Either
those risks were too critical, with the probability or magnitude of a loss higher than average, or the market



to cover them was ridden with imperfections, such as moral hazard or adverse selection. Thus such risks
were better covered at the scale of an entire country rather than on a local or individual basis. As market-
based solutions and even small-scale mutualist schemes fell short, only the state could deploy adequate
programs and fulfill the needs of a complex and diverse society.

As governments experimented with a more interventionist approach worldwide, an intellectual and
practical framework was provided and consolidated by figures as diverse as Teddy Roosevelt and Louis
Brandeis (the father figures of the Progressive Eral37), Woodrow Wilson (the founder of administration
as a sciencel378l), John Maynard Keynes (who made the scientific case for public spending as a preferred
way to sustain the economy), and the military (where advanced progress in operations research and large-
scale management served as models for large government organizations).

For a time, there was no agreement regarding the need for state intervention to overcome large-scale
problems. Consensus was only built over time and reinforced by rallying the reluctant majority to the
principle of the government’s taking over. It was not Franklin D. Roosevelt, the popular wartime
president, who inspired that consensus, but the equally popular post-war Dwight Eisenhower who,
despite belonging to the opposite party, decided against dismantling Roosevelt’s legacy3Z2. Likewise, in
the workplace it wasn’t the victory of state-assisted unions over industrial employers that clinched victory,
but rather the employers’ reluctant (and temporary) discovery that submitting to the rule of the Great Safety
Net was in fact good for business since it led to stabler consumer demand, better morale, improved
quality, and higher productivityl38,

In sum, consensus emerged as the state succeeded in implementing the policies needed in the new age.
All over the world, a call for radical imagination led to governments laying out a new social contract more
in line with the age of the automobile and mass production. In some countries such as France and Germany,
success was facilitated by the pre-existence of an effective command-and-control bureaucracy. In other
countries such as the US, deep-rooted skepticism toward the state forced liberals such as Roosevelt’s men
to demonstrate the value added by delivering results.

But opponents of state intervention didn’t lay down their arms. Fueled by ideological fervor, the fear of
communism, and in-depth works by prominent economists, the ideological warfare against state
intervention began again right after World War II in the form of neoliberalism B8L, It gained steam because
of major societal changes. The rising aspiration for individual emancipation culminated in 1968, when
counterculture activists denounced bureaucratic authority as an enemy of imagination. The shift in favor of
a more individualistic perspective—as was also seen with the birth of personal computing—eventually
muddied the view of the state as a provider of economic opportunity and an agent of social justice and led
to discrediting state intervention.

The fact is that public policy is complex, even frustrating. In most fields where state intervention is
needed, it is not enough to levy taxes on some and pay a monetary benefit to others. In many cases, the state
also has to supplement the market with government-sponsored entities such as hospitals, job agencies,
child care facilities, retirement homes, social centers, utilities, independent authorities. And all those must
be overseen by a gigantic, centralized bureaucracy—at least so far.
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How bureaucracy reached the point of irrelevance

For a time, I enjoyed working for the government. It provided unrivaled proximity to power and I was
confronted with intricate, stimulating policy problems. But in the end, like many of my peers, I felt a sense
of disappointment. You have to believe in grand possibilities to endure the pain and difficulty of the
selection process to join the French civil service at a senior level. Only once inside do people open their
eyes and realize it’s more complicated than expected: the state’s bureaucratic structure, the lack of
imagination, the obsession with the short term, the resistance to change, the scarcity of resources, the
frightening pusillanimity of politicians.

This explains why many young people, after having worked for the French government for the inaugural
years of their careers, leave to join the private sector. For them, something has been lost along the way.
There was a time when you could make a difference by working for the government. Now it appears the
action is taking place elsewhere, far from the stuffy spheres of government. And the agony of an exhausted
state bureaucracy explains a lot of that feeling,



The quintessential state bureaucracy is the British National Health Service (NHS), which operates both
the single-payer insurance system and most hospitals and medical practices in the UK. The advantage of
such a system is fairness: it guarantees everyone access to affordable and professional care no matter their
location or income level. The problem is that in today’s context characterized by tax revolt, hatred of
government, and fiscal austerity, the quality of the experience provided by the NHS has declined, with
longer waiting lines and less customized care. Ultimately it has fallen into a vicious circle in which
everybody loses, patients as well as professionals.

For a long time, the problems associated with bureaucracies such as the NHS were tolerated for the
sake of operational effectiveness at a large scale. While it was far from perfect, the state was able to act at
a larger scale than non-governmental entities. Hence quality could be sacrificed for the benefit of scale
and affordability. In healthcare systems, waiting lines and one-size-fits-all were accepted as the only way
to access and afford competent doctors and expensive treatments. In postal services, the mother of all
public services, the rigidity of the postman’s daily rounds was traded against the service’s availability all
the way out into the country’s remotest areas.

But the economic crisis that started creeping forward in the 1970s affected the strength of state
intervention. The Bretton-Woods monetary system went down in flames; the consecutive oil shocks broke
the balance of many markets; the unprecedented phenomenon of stagflation led to higher unemployment and
skyrocketing interest rates. This period also marked the time when many developed countries caught up to
the US. Under increased competitive pressure, corporations started working on their strategic
positioning382l, cutting costs, and pushing in favor of a more globalized economy.

As a larger version of the big corporations of the time, the state experienced its own setbacks during that
period: fiscal revenue went down; new policy challenges erupted; individuals demanded support in a time
of crisis. But the responses in the public and private sectors were different. Corporations were aided by a
new breed of consultants who helped them level up their operations for the Dark Ages of
financialization383], Meanwhile, the state was ultimately seized by neoliberal politicians who saw the
government merely as a problem and had no interest in improving its performance. As a result, that
performance kept on going down. Neither quality nor affordability could be achieved anymore, at least in
the eyes of ever more demanding citizens. The consensus was finally broken.

Thus state intervention came to be discredited by a value proposition that was no longer aligned with
individual aspirations. The laissez-faire approach was never attractive: it deprived the poor and even the
middle class of access to affordable essential services. But the interventionist counter-offer ended up
looking not that attractive, either: with heavy bureaucracy, quality was now bound to go down, prompting
the rich to escape the system altogether while everyone else had to deal with a frustrating, one-size-fits-
all, paperwork-ridden experience (leaving aside the pain of the occasional incompetencies, inefficiencies,
and even corruption that can develop in large bureaucracies).

It took a new generation of liberal politicians to try and rehabilitate state intervention. US Democrats
had been the first struck by the conservative revolution, losing badly against Republicans from 1968
onwards. In reaction, some among them decided to strike back with the goal of reaching out to middle
class voters and making the case for a new kind of state intervention.

The federal nature of the US made things easier there. Following the shock of the Watergate scandal in
1974, many young Democrats, among them Michael Dukakis (the Democratic presidential candidate in
1988) and Bill Clinton, launched political careers at the state level. As young governors, they seized the
opportunity to use their states as “laboratories of democracy 383, exploring new ways to design and
implement state-led public policies. The whole idea was to restore the fairness and effectiveness of state
intervention, all while falling in line with the more demanding requests of middle class voters.

The race to reinvent government accelerated in the 1990s. Several trends were at play. Transformative
leaders, such as Bill Clinton in the US and Tony Blair in the UK, won national elections at about the same
time. Austerity in the face of rising interest rates forced every government to reduce public spending and
reform interventionist policies. Above all, a progressive intellectual framework finally emerged to support
the idea of reinventing the government and restoring the power of state intervention. It went under the name
of new public management38), and it was all about improving the way government was organized and
functioned386],

One lever for that was experimentation. Like the New Dealers of the past, the progressives of the 1990s



decided that experimenting at a small scale was key to discovering new models in an adverse political
environment. It was promising in principle, but experimentation was limited by the new political and
economic context. The scarcity of resources and the tax revolts of the 1970sB387) made it difficult for the
state to undertake new programs and cover new risks at a large scale. What’s more, the absence of a major
economic crisis deprived progressive governments of the urge to take radical action. Some experiments
did advance, particularly in the fields of zero-based budgeting, performance management, delivery of
public services, and public-private partnerships388], But few led to convincing results at a national scale.
In the end, a highly resilient bureaucracy neutralized innovative efforts and state intervention was scaled
back down to business as usual.

Another lever was accountability. As the governor of Arkansas, Bill Clinton was confronted early on
with an impossible equation whereby his constituents wanted more public spending, but they hated any
politician that raised taxes to finance that spending. Clinton experienced the bitter results: after becoming
governor in 1978, he lost his reelection bid in 1980 because of his tax hikes.

Yet instead of renouncing the attempt to improve public services in Arkansas (one of the least
developed states in America), he chose to focus on education and offered taxpayers what became known
as a “New Covenant”’: he would raise taxes to invest in Arkansas’s failing school system; in exchange, he
would hold teachers accountable using performance indicators. After his defeat in 1980, Clinton went on
to win the governorship again in 1982 and every subsequent election until he ran for and won the US
presidency in 1992. Education policy in Arkansas became a landmark example of what liberals needed to
do: state intervention had to be based on accountability and improved performance. Voters were willing to
pay more taxes; what they demanded was value for their money382],

Problems arose when the virtuous principle of accountability was extended beyond public agencies and
civil servants and onto the private citizens who happened to be recipients of taxpayer money. Following
the same reasoning, the idea was that in exchange for social benefits, welfare recipients should prove that
they were doing everything possible to find their way out of poverty. What happened afterwards—namely,
the widespread discrediting of welfare policy in the eyes of middle class voters—revealed the weakness
of the accountability approach. Most liberals were advocating accountability because they held public
service to high standards. But nurturing the idea that individuals further down the social ladder may be
undeserving of benefits effectively contributed to weakening the idea of state intervention. Accountability
proved to be a double-edged sword.

The main problem, however, was of the symbolic sort. The state has always complied with the
dominant organizational model of the twentieth century: that of a cathedral, a large, monolithic, resilient
organization. During most of the twentieth century, this form inspired consensus since the cathedral was a
techno-economic optimum at the time. In the age of the automobile and mass production, it was the surest
way to maximize long-term returns on invested capital and deliver an affordable service at the largest
scale possible. All the major players in the private sector were cathedrals, too, with corporate executives
scientifically managing a giant bureaucracy dedicated to maximizing economies of scale—all without
much innovation. You couldn’t criticize the state for being a gigantic bureaucracy when all big
corporations were bureaucracies, too!

Thus it didn’t matter that for much of the twentieth century, the cathedral of state didn’t work so well.
Nobody, even in the mighty business world, could come up with an alternative: other models simply didn’t
exist for them. The entire world of large organizations was dominated by malfunctioning and suboptimal
cathedrals(32%, The state had no choice but to comply with that model—even if, like every other large
organization, it was trying to turn it into a better, more effective cathedral.

What changed with the transition to the Entrepreneurial Age is that the idea of the cathedral as an
optimum is no longer valid. A new breed of technology-driven, entrepreneurial venture is proving that in
the Entrepreneurial Age you can provide a more affordable service with a higher quality at a larger scale
without being a cathedral. As the state remains a cathedral, it is losing the symbolic legitimacy that once
came with embracing that form.

This is the challenge that we need to tackle today. Can we imagine a new art of state intervention for the
Entrepreneurial Age, with a new organizational form? Or should we look beyond the state and turn to the

mightiest forces of the day: entrepreneurs and the multitudel321?
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Reviving the state

Reinventing state intervention for the Entrepreneurial Age is not an easy task. As a cathedral, the state
experiences the usual problems of large organizations, including sluggishness (particularly when the
economy is moving faster) and inefficiency. It is ill-fitted to be relevant, let alone add value, in the age of
ubiquitous computing and networks. While it managed to solve many problems in the past, the state has
now become an obstacle to solving the problems of the twenty-first century.

Obviously the state could transform itself, from a Fordist cathedral to an organization designed to
deliver performance in the Entrepreneurial Age. The problem is that like many big, dominant corporations,
it experiences a version of Clayton Christensen’s “innovator s dilemma”B%]. One reason is the rule of
law, which in many cases prevents innovation and experimentation at the margins since it’s difficult to go
through a trial-and-error innovation process if every step in that process has to be enacted by law. Another
reason is that the state’s growth in the twentieth century has turned it into a corporatist power in and of
itself. As civil servants become more numerous (currently up to 20% of the employed workforce in



countries such as France), they also become an electoral constituency on whose support politicians rely.
Elected officials are now dependent on civil servants as an electoral force—and civil servants, as
stakeholders, tend to push against change instead of favoring it.

The wake of the financial crisis didn’t make things easier. Here in Europe, austerity has been the main
answer to tightening economic conditions. It has seen European states renounce their traditional mission of
countering cyclical downturns with higher spending or lower taxes. It has also deprived them of the means
to invest in their own reinvention, precisely during an accelerating paradigm shift which should have seen
the state undertake unprecedented efforts at imagining and building new institutions. Instead, backwards-
looking European leaders have decided to tighten the bolts even more, often seizing the crisis as an
opportunity to implement the same old neoliberal reforms that were better designed for the 1990s than for
the 2010s.

The US could have put itself in a better position as it didn’t embrace austerity as overarching policy.
Rather it chose to implement fiscal spending and quantitative easing, embracing the traditional Keynesian
response to a sharp downturn and even making inroads into institutional innovation by implementing
Obamacare. Indeed, early on during the Obama administration there were signs that perhaps the US was
undergoing what Michael Grunwald dubbed a “New New Deal "B%],

Almost one century ago, economic security and prosperity were restored thanks to decisive initiatives in
building what became the Great Safety Net 1.0. For a time, the Obama administration appeared as if it was
about to replicate that feat. There was the American Recovery and Reinvestment Act of 2009 that
prompted a vast effort of public investment in cutting-edge technology, then the JOBS Act of 2010 that
upgraded the financing of new and innovative businesses, as well as the Dodd-Frank Act to strengthen
regulation of the financial industry. And of course there was the Affordable Care Act, also of 2010, which
aimed at providing all Americans with affordable healthcare insurance. All those legislative achievements
were reminders of the sweeping ambition that came with the Second New Deal of 1935.

However, a series of circumstances made things difficult. The Democrats lost their majority in both
houses of Congress only two years after Obama’s election. With the rise of the Tea Party, the aftermath of
the financial crisis led to a surge of rebellion against the very principle of providing Americans with
universal healthcare insurance. Instead of bringing the US together, Obama, much like Bill Clinton a
decade earlier, unwillingly contributed to polarizing it even more. He didn’t lead the Republican Party to
rally toward a new consensus, but instead saw it drift even further to the right, all the way to nominating
Donald Trump for President in 2016. And so the cause of restoring the legitimacy of state intervention to
provide economic security and prosperity seems to be more desperate than ever.

Making matters even worse, the state is too often captured by special interests that simply don’t want it
to change, preferring to use it to preserve the status quo. In the US, influencing the state and submitting it to
special interests is a discipline that dates back to the 1970s, when the conservative revolution was
accompanied by the development of the lobbying sector on K Street in Washington, DC[324], It has now
gained even more strength with the ability of entrenched interests to finance the campaigns of candidates
dedicated to their cause. In their book The Captured Economy, Brink Lindsey and Steven Teles document
the influence of industry interest groups in great detail and analyze how this distortion of the democratic
process contributes to widening the inequality gap3%3l. Can we still trust the state when it is captured by
special interests to such an extent?

But just as we see with the most successful entrepreneurs, the state could regain its effectiveness by
sealing an alliance with the most potent party of the day, the multitude. Building this alliance starts by
providing the multitude with what they want: fairness and quality at scale. And the problem is that instead
of improving, the quality of public services has gradually decreased due to the long economic crisis of the
Dark Ages, the neoliberal response to the crisis, and a general lack of imagination. It’s not only that the
fiscal context is adverse to improving the quality of state-provided services. It’s also that government
leaders, whether elected officials or civil servants, remain mentally trapped in a paradigm in which
quality always has to be sacrificed for the sake of affordability at scale.

Furthermore, customer expectations regarding quality are in fact relative, depending on the level of
quality individuals experience in other parts of their lives. If you’re accustomed to being mistreated by
rude salespeople in every bank, store and call center, you might look fondly upon the altruistic, slightly
quaint sense of dedication found in most civil servants. The problem is that we now live in a world in



which ever-increasing quality and personalization have become the normB320 thanks to the shift to the

Entrepreneurial Age. As entrepreneurs now manage to serve individuals “at the highest level of quality
and scale, simultaneously”B21, scale is not an excuse for less-than-average quality anymore. This
impacts large, exhausted corporations that have failed to transform themselves during the current techno-
economic transition. It also impacts the state itself.

As the performance of state-provided services goes down, the day-to-day frustration the state imposes
contributes to fueling anger and populismB28l, Thus citizens are eventually moving against the state
because they don’t want to pay taxes without receiving any benefits; because they (in some cases,
rightfully) see the state as unfair; because the level of quality they expect is increasing over time. When
they’re so well served, on a daily basis, by tech companies such as Amazon, Uber, and Deliveroo, citizens
have a hard time understanding why the state is incapable of providing that same high level of quality. As
Franklin Foer, then the editor of The New Republic, wrote in 2013, “the onus was (once) on liberals to
prove the concept of government. And while their ideas for what the state could accomplish were often
quite vague, they made confident claims about their capacity to implement them "321. As of today, state
intervention is a lost art. If the state is to remain a positive agent of change, it must rediscover that art and
reinvent it for the new age.

This won’t be easy. Many people, myself included, think that the state in its current shape is incapable
of delivering on radical imagination. We are still misled by the power the state accumulated in the past age
of the automobile and mass production. But as my colleague Youn¢s Rharbaoui once wrote, “government
is a process that only works backwards by validating what exists "2%, The state can be useful when the
time comes to accelerate and reach a larger scale. But before the state can act, the field must be marked by
a first generation of pioneers. Innovators and activists are the only ones capable of doing the hard work at
the early stage, namely spotting the new economic and social challenges of the day and discovering the
basics of the new mechanisms that can effectively tackle them. The state can then take inspiration from
what works and design the policy framework to make it more sustainable at a much larger scale.

Indeed most of today’s government programs found their roots in local, entrepreneurial efforts. The first
attempts to implement social insurance were not made by the state, but by individuals that took part in
fraternal societies and the mutualist movement and organized their own pooling of risks at a small scale. In
the US, fraternal societies were among the most successful associations in the nineteenth century because,
as put by historian David T. Beito, “in contrast to the hierarchical methods of public and private
charity, fraternal aid rested on an ethical principle of reciprocity” . In France, the fraternal benefit
societies that pooled risks within certain communities or professions succeeded the Ancien Régime
corporations that were abolished by the revolutionaries in 1791. The same bottom-up approach was seen
in the US with the rise of cooperative banking, mutual savings banks, and credit unions.

The reason why the state had to take over was that back then the self-organizing efforts of individuals
could not extend up to the point of covering the entire population. A large part of the fraternal benefit
societies’ success was due to the strong bonds their members forged by living in the same area or
belonging to the same profession, being workers from the same factory or industry who pooled their
resources to cover risks such as occupational accidents, old age and illness; regional farmers did the same
to cover the risk of crop loss. That sense of community proved difficult to replicate at the scale of entire
nations in a fast-spreading Fordist economy with limited networking capacities.

But today things are different. One path to reinventing government through a more entrepreneurial
approach has been brought forward by Tim O’Reilly, who coined the notion of “government as a
platform 40, The vision is inspired by the strategy of the most successful tech companies. The likes of
Amazon, Facebook, and Apple do not only operate applications designed for end users. They also operate
platforms that provide resources and enable other companies to design their own applications and serve
specific segments of the market. In O’Reilly’s compelling vision, government should no longer be a
cathedral, but an infrastructure and a marketplace on which a multitude of suppliers are invited to seize
state-provided resources to design better public services for ever-more demanding citizens.

Like new public management in the 1990s, government as a platform remains an attractive idea in
theory. It has been rendered somewhat more concrete by initiatives such as Code for America in the
US[#02] - Estonia’s impressive government-deployed platform[4%], and the work of government chief
information officers such as Italy’s Diego Piacentini, a former senior vice-president of Amazon!4%4l, and



my friend and co-author Henri Verdier in France!#%3], In practice, however, the implementation of

O’Reilly’s vision has so far proved too difficult in the face of fierce resistance from many parties, a lack
of interest from politicians across all segments of the political spectrum, and mere indifference on the part
of the citizens themselves. It seems that in such spheres, we’re still lacking what makes new ventures
successful in the Entrepreneurial Age: the support of the multitude.

Another approach is that of Mariana Mazzucato. In a highly praised book published in 2013, The
Entrepreneurial Statel#%l, she makes the case for once again empowering the state as a player in the field
of innovation. Like at the time of the New Deal, the state must lead in experimenting, exploring new
approaches, and discovering the socio-institutional framework of the new age. Now at the head of the
Institute for Innovation and Public Purpose (IIPP) at University College London (UCL), Mazzucato
promotes a mix of antitrust policy, government support for certain companies and industries, and
entrepreneurship by the state itself so as to make the economy more prosperous and more secure. In other
words, an industrial policy for the Entrepreneurial Age.

I have mixed feelings about the very concept of industrial policy. For one, I’'m not certain the state still
has the capacity to work in the general interest. We’re not at the end of the nineteenth century, when the
state was still small and could be shaped from the ground up. Today is also different from the 1950s and
1960s, when the Cold War focused Western leaders on the goal of ensuring technological domination over
the Soviet Union. Now the state is simply lagging behind and is widely influenced by corporate interests
that have learned to harness its power to serve their goals instead of the public’s.

Furthermore, as argued by Rainer Kattel, who’s working with Mariana Mazzucato at the IIPP, it takes a
certain organizational form to support innovation in the economy#?Z, And based on my experiences as a
senior civil servant, I highly doubt that the current form of the state allows it to impose what Carlota Perez
calls a “direction for innovation ”—one that would lead us all to a Golden Age of ubiquitous computing
and networks.

I believe that in truth the current techno-economic transition does not call for more or less state
intervention. Rather it should lead us to redraw the map denoting the respective perimeters of the market
and the state. There are areas in our economy, such as housing, where the rise of technology calls for more,
not less state intervention. Conversely, there are other areas, such as urban transportation, where new
technology-driven models end up correcting imperfections that long rigged the functioning of the
market!408]; with those imperfections now gone, state intervention becomes a nuisance rather than a value-
creating institution.

Redrawing the map must evaluate the areas where state intervention in a world of ubiquitous computing
and networks will be beneficial and where it will be detrimental. In the next part, I want to take a look at
what I believe to be the most pressing of those areas. I'll also discuss how a more entrepreneurial
approach, from both the state and the private sector, can lead to imagining and building the Great Safety
Net 2.0.
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Key takeaways
® The idea that the state is best positioned to solve problems is hardly clear. However, that case
was successfully made in the wake of the Great Depression and it led to the post-war boom.
® State intervention entered a period of crisis from the 1970s onward. Initiatives in reinventing
government mostly failed and so today’s state is ill-fitted for the Entrepreneurial Age.
e Now we must revisit both the form and the missions of the state. If the state is to once again
become a positive agent of change, it must seal an alliance with entrepreneurs.



Part 4

A Greater Safety Net



Chapter 10
Always Be Rebounding

“In The Persian Wars, Herodotus describes a feared people known as the Scythians, who maintained a horticultural-

nomadic society unlike the sedentary empires in the “cradle of civilization.”... With no fixed cities or territories, this “wandering
horde” could never really be located...The fear inspired by the Scythians was quite justified, since they were often on the
military offensive, although no one knew where until the time of their instant appearance, or until traces of their power were
discovered...They wandered, taking territory and tribute as needed, in whatever area they found themselves. In so doing, they
constructed an invisible empire that dominated “Asia” for twenty-seven years, and extended as far south as Egypt.”

— Critical Art Ensemble[409]

Education is no longer the magic bullet

One of the first books that inspired my interest in technological change was Robert Reich’s The Work
of Nations!*1%, In this work first published in 1991, the future US Secretary of Labor envisioned the
current polarization of the job market. Reich identified three groups of workers: “routine producers” (the
predominant category of the old working class), “in-person servers” (what Richard Florida calls the
“service class”), and “symbolic analysts”, who manipulate symbols for large profits (e.g. the “creative
class ). Needless to say this book had an impact on my career. I remember that after reading it in 1993 (in
French), I really wanted to become a symbolic analyst!

Obviously Reich’s influence went way beyond just me. Alongside other authors such as Anthony
Giddens and Jeremy Rifkinl42] he was instrumental in crafting the message of a new generation of
progressive leaders that the era of the steady, lifelong job was over. In a more global and unstable world,
lifelong education was the new key to providing workers with economic security. In the US, that vision
was at the heart of Bill Clinton’s promoting a fundamental upheaval in the American economy. As written
in 2001 in the Washington Post, “tuition tax credits to encourage lifelong learning [were] the
entitlement of Clinton's era 14131, In Europe, the “Lisbon Strategy” was adopted in 2000 with the aim of
turning the European Union into “the most competitive knowledge-based economy in the world”.

Alas Western voters, both in Europe and the US, have never been convinced that the problems brought
about by globalization and the techno-economic transition would be solved by education alone. In the
absence of a suitable system of lifelong training with large-scale, proven results, disillusionment has taken
hold among voters. Great declarations on education, career shifts, and equal opportunities end up inspiring
indifference, even irritation. Elected officials themselves are unable to put their discourse into perspective
and fail to explain the channels through which lifelong learning can deliver value. What they usually come
up with are chosen statistics and international rankings, almost entirely unrelated to the personally lived
experience of their constituents.

Some, like French president Emmanuel Macron, think that the good idea of lifelong education has failed
only because it was implemented too pusillanimously. Others, including Paul Krugman[#14l (and myself),
think that the case for lifelong training has been blown out of proportion, overshadowing the many other
problems that explain workers’ difficulties in rebounding in the Entrepreneurial Age.

The mark of the Entrepreneurial Age is greater instability at every level. It leads to permanent
fluctuations in households’ sources of income. Today’s workers alternate overlapping periods of training,
wage-earning, starting a business, looking for a job, working as a freelancer. With this intermittent
working life, the income structure of households evolves at a much faster rate, not without transitional
periods that present many challenges for individuals.

The impact of such instability is multiplied by the changing structure of working families. With the
higher frequency of divorce and the fact that both parents working has become the new normal, the
probability that a family is facing adverse economic events is now much higher than in the past. And so
economic insecurity has been on the rise while lifelong education has been systematically touted as the
magic bullet to counter it.



It’s true that with such instability on the job market we need more lifelong education. But while the need
for acquiring new skills is becoming more widespread, learning resources are also more and more
commoditized. In the past, when most of the workers’ education happened early in life, not having the right
skills to find a job was a critical risk. If a worker missed out on an education when they were young, there
was little way to save them from long-term unemployment later in life. Today, however, not having the
right skills for the economy of the day is a much more common situation. Know-how becomes obsolete
faster with the ever-accelerating progress of technology. The decreased longevity of firms!413! pushes the
workforce into more frequent professional switchingl#l6l. These trends combine to make training more
common all along one’s working life, including for Robert Reich’s “symbolic analysts”.

More lifelong education doesn’t mean that initial training has become useless. Quite the contrary
actually: early education is becoming critical as we need to provide young workers with the tools,
methods, and state of mind that they need to approach a life of constant occupational change. But that’s
very different from the training provided by today’s education system. Most schools and universities tout
the practicality of what they teach. Yet initial learning should in fact be less about practice and more about
abstract frameworks. What matters when you’re young is fundamental, imperishable knowledge such as
reading, writing, counting, reasoning, learning history, and practicing foreign languages. It’s also about the
people you get to know. In an economy dominated by networks, the group formed by people you're
connected with early in your life becomes a key personal asset that creates value over the long term.

Technology only accelerates this redistribution of goals between initial training and lifelong training.
For instance, the work environment is increasingly augmented by software that constantly adapts and
informs workers about the quality of their work. Thus technology makes it easier to train workers on the
spot and to adapt their workplace and assignments to their specific skillsi414,

What’s more, the pool of trainers is broadening beyond the narrow segment of professional educators to
all experts and practitioners who have something to share about their knowledge or their craft. With this
ever larger pool, training resources have become commonplace. Most of them are even freely available on
Wikipedia, Facebook, Medium, Quora, and YouTube—all platforms where networked learning
communities are here to provide answers to any question regarding any skill. As a result, the approach to
education during one’s career becomes more short-termist. Experienced workers invest less in general
training with the expectation of a decades-long return than in practical training for immediate application.
In the Entrepreneurial Age, learning new skills and embracing a new occupation is becoming cheaper and
easier than ever.

The problem is that this changing landscape in skills and education is not translating into greater
economic security or lower unemployment rates. And so if the ease of learning new skills is not enough to
counter growing technology-driven unemployment, there must be other barriers to switching careers. And
we need to lower these if we ever want to provide individuals with a greater ability to rebound.

00

Occupational licensing for amateurs

One barrier against moving from one occupation to another is vestigial regulations from a previous age.
In theory, technology contributes to better matching supply and demand on the job market. It provides
workers with adequate training resources and helps beginners find work in their new chosen occupation.
In particular, technology-driven platforms make it easier for unemployed people to embrace a new
occupation, find their first gigs, and hone their skills through hands-on work with an early run of employers
or customers. Thus far from creating more problems and destroying even more jobs, technology should
lead to minimizing transitional unemployment as we go further in the current paradigm shift.

In practice, however, there are many jobs that could be created but simply aren’t because the law
forbids it. And the main culprit is the constant rise of occupational licensing. As observed by The
Economist, “in 1950 one in 20 employed Americans required a licence to work. By 2017 that had risen
to more than one in five”. This includes most legal, medical, and financial professions, but also
occupations such as hair stylists, bartenders, and makeup artists/418],

In most cases, the existence of occupational licensing reflects the government’s past willingness to
guarantee consumers a certain level of quality. But today, its rise is also a reaction to the harshness of the
Entrepreneurial Age. Technology augments less skilled workers and makes it possible for them to deliver



higher quality services at a larger scale. Thus corporations now have an infinite pool of less educated job-
seekers that they can tap into to fill positions in many occupations. Marx’s “reserve army of labor” being
wider than ever leads to a vicious circle: because they can be replaced in an instant, workers don’t have
bargaining power; and because the jobs remain lousy, they don’t attract the most demanding workers.

The traditional approach to improving workers’ bargaining power would be to impose the set of
institutions that in the twentieth century became the Great Safety Net 1.0: social insurance, a financial
system designed to boost working families, and collective bargaining. But those institutions are now in
retreat—to say nothing of their never having existed for the new urban working class. This is why workers
at many skill levels#!2 have held onto occupational licensing as the last resort to maintain their standard
of livingl#20, Many professions have organized themselves not to enlarge their ranks or embrace radical
innovation, but rather to defend the status quo, preserve supply scarcity, and live off their rent.

The problem is that legally imposed scarcity of supply is not sustainable in the Entrepreneurial Age. If
there are not enough professionals to match the occasional (and predictable) peaks in demand at a
reasonable price, there are two possible outcomes. Either the prices occasionally go way up dynamically,
as with Uber’s surge pricing or, more likely, the prices are fixed at a high level by default, which leaves
many consumers perpetually unserved (usually those with fewer means, as is the case on the US healthcare
market). The taxi industry is a case in point; it constantly raises prices due to ever more expensive
medallions[#21]; at the same time it leaves entire neighborhoods unserved#22],

In the Entrepreneurial Age, that kind of suboptimal imposed scarcity is ill-advised. Most licensing
mechanisms were imagined long before the emergence of new business models made possible by
technology. As they don’t account for the new possibility of higher quality at a larger scale, they end up
pitting workers against the more powerful consumers. And in an age in which the multitude is the most
potent party in the economy, pitting workers against consumers tends to end badly for the former!423],

It’s no wonder why Uber and Lyft had such a rapid rise in competing against the taxi industry[424], They
opened a breach through which amateur workers could burst onto the market and contribute to providing
higher quality at a larger scale. Thanks to those companies, being driven around by a chauffeur suddenly
ceased to be the privilege of rich tourists or businesspeople. Now it was made affordable for a larger
segment of the market, solving real problems in many people’s daily lives. And the same conflict between
legacy regulations and the rising multitude exists in many other sectors, albeit to a lesser magnitude.

Amateurs are frightening competition for professionals23. They have lower capital costs because there
are certain assets that they don’t need to invest in to do a good job (like an office or...an occupational
license). They also have other sources of revenue, so they’re willing to cut the prices down since it isn’t
like their entire income depends on that activity. By the way, amateurs also voluntarily lower prices
precisely because they see themselves as amateurs and they don’t feel legitimate enough to command
higher prices. Finally, some (not all) amateurs actually do a better job than professionals because they do
it with heart and a spirit of craftsmanship. These many competitive advantages all lead to a common
response, with licensed professionals often deeming amateurs “unfair competition”.

Yet supporting amateurs trying to embrace a new occupation should be the norm in an economy where
the ability to rebound is the worker’s most critical need. In the past, we had to switch from one occupation
to another with a clean cut between the two. In the Entrepreneurial Age, the norm should be that we go on
with our current job while giving a new occupation a try. It should be a smooth transition between two
overlapping experiences rather than an abrupt switch from one job to another.

To encourage this new approach we should explore the idea of how amateurs could become allies of
licensed professionals instead of foes. In my view, technology is showing us ways in which it will be
possible to put a ceiling on the number of workers while satisfying consumer demand even in the most
extreme circumstances. The stake is to prevent rent-seeking and ensure that demand is always served at the
highest quality and the largest scale. The goal should be to impose occupational licensing to professionals
in exchange for certain benefits...while simultaneously using amateurs as a backup.

In this approach, professionals would reach out to the consumers to better understand their needs and
make sure that these are met within a legal framework that satisfies everyone’s interests. If an additional
workforce is needed to match certain peaks in demand or serve particular segments of the market, the
solution is there: inviting amateurs so that they focus on those slots and segments where demand cannot be
met by the professionals alonel#26l. If contained on this part of the market, amateur supply can reinforce the



professional workforce instead of weakening its bargaining power. The reserve army of labor that is
normally such a threat can thus become the workers’ most potent asset.

Indeed in this framework, instead of being the enemy, amateurs could serve many goals matching the
professionals’ interests. First, they would backup the professionals to help keep the consumers happy,
actually increasing these consumers’ propensity to pay a higher price. Second, by sharing data they would
help professional workers gain better, real-time knowledge of the market, making it possible to build a
strong alliance between workers and consumers over the long term. Third, amateurs would form a pool
from which new professionals could be hired, based on their record as amateur workers, their appetite for
becoming professionals, and their support of the values underlying the profession’s social contract. In an
even more sophisticated version, professional unions could form cooperatives, like a farmers’ co-op, to
invest in supplementing sharing economy platforms, thus grabbing a share of the value added on the
amateur segment of the market.

Many industries have become battlefields because the transition to the Entrepreneurial Age has pitted
licensed professionals against startups allied with the multitude and harnessing the power of amateurs
workers. But professionals shouldn’t be waging a war against such a coalition2Z, Winning it would come
with too high a cost for society in the form of destroyed value, unserved needs, and ultimately a rebellion
by the multitude.

Instead, licensed workers should forge an alliance with amateurs participating in the market through
platforms. This is the way in which we should imagine a new kind of occupational licensing for the
Entrepreneurial Age: not one that empowers occupied workers at the expense of consumers and outsiders
seeking to give their profession a try, but one that fits an economy in which career shifts are the new
normal and satisfying the mighty customer is the one nonnegotiable rule.
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Affordable housing for hunters and settlers

One of my most rewarding intellectual experiences in recent years has been reading a 2014 article by
then-TechCrunch journalist Kim-Mai Cutler on the housing crisis in San Francisco—an article with a
particularly entertaining title: “How Burrowing Owls Led to Vomiting Anarchists” [428], Cutler’s piece
narrated the origins and implications of the housing crisis in the Bay Area. It demonstrated in the most
convincing way how housing is both a factor in rising inequalities and a contributor to many jobs not being
created.

There are two reasons why I’m now relentless in praising Cutler. One is her inspiring personal story
(and talent at telling it)[422), The other is that her chosen topics of urban planning and housing explain a
great deal about why individuals have difficulties rebounding in the Entrepreneurial Age. In my eyes, Kim-
Mai Cutler is a pioneer (and one who merits many more followers) in crossing institutional and policy
ideas with a deep understanding of technology. In fact, ever since I read her article, I’ve been reflecting on
how we can imagine a new housing market for the Entrepreneurial Age.

It’s not that urban housing as a pressing social issue is a new problem. For most of the nineteenth
century, the workforce flocking to urban industrial areas was a strain on tense real estate markets and the
construction sector. Most of those leaving the countryside for the city were escaping raw poverty, but they
still had to settle in what were effectively slums. For working families who could find better
accommodations, it was not unusual to welcome a lodger in the spare room to make ends meet!43%,

In other cases, employers themselves had to shelter their workers, like was the case for the large
department store described in Emile Zola’s Au Bonheur des Dames. Already at that time real estate was
spotted as one of the key factors in rising economic insecurity for most of the population. As the self-taught
economist and activist Henry George declared about unequal land ownership in 1892, “some get an
infinitely better and easier living... others find it hard to get a living at all "#31],

Later in the twentieth century, making housing more affordable was a key outcome of the Great Safety
Net 1.0. It was achieved mostly thanks to affordable cars fueled by cheap oil. But there was also the
contribution of many institutional innovations: the rise of salaried work; the deployment of social
insurance mechanisms; a banking system serving the needs of working families; the stronger bargaining
power of trade unions. Equipped with cars and backed by the Great Safety Net 1.0, many Western families
in the age of the automobile and mass production could finally achieve what was once the privilege of rich



people: settle in their own house, even one surrounded by a piece of land. Obviously not all could afford
the dream of suburban homeownership. But the backup plan of subsidized social housing made it possible
to accommodate most of those who didn’t earn enough, faced discrimination, or simply had no choice but
to live in denser urban areas.

The benefit of the Great Safety Net 1.0 didn’t mean that housing in the twentieth century was never
subjected to the occasional crisis. Dense, prosperous cities have always struggled to provide affordable
housing to most households, as can be seen in the cases of New York City, London, Paris, or the even
more extreme cases of Tokyo and Hong Kong. It has also been documented that urban sprawl, although it
contributed to serving the needs of the middle class, was accompanied by environmental damage, longer
commutes, and racial segregation—sometimes, as is the case in the US, even supported by the government
and the banking system({432],

There have been cases in which governments have been particularly successful in tackling the housing
challenge. Germany, for instance, has long made the radical choice of promoting renting at the expense of
ownership, making housing more affordable in the process. The rate of possessing property there is one of
the lowest among OECD countries: less than 46% in 20114331, compared to now almost 63% in the US
and 65% in the UK.

The continuous existence of a quality, affordable rental market in Germany can be explained by various
factors. Laxer zoning regulations favor a satisfactory housing supply. Tenant-friendly rules provide for
price moderation and protections for those who comply with their lease. The structure of the more
decentralized German banking sector results in a more cautious approach to mortgage lending, which
discourages many households from pursuing homeownership. Most importantly, the German approach must
be understood in the broader context of homeownership not being the sole source of economic security for
German households. Their Great Safety Net works well enough to distract individuals from an obsession
with owning real estate.

Housing challenges are increasing now that the global economy is once again clustering in cities, as it
did in the nineteenth century. A balanced housing market demands that wealth, jobs, and houses coexist in
the same geographic areas. Absent that coexistence, market imbalances pave the way for a variety of
economic, social and political problems. One resulting issue is that it is difficult to create jobs in
proximity services because those who would do them cannot afford to live where they’re needed434],
Housing problems also crowd out inhabitants such as artists and entrepreneurs who contribute value as
members of the creative class but don’t have the financial security to find proper housingl433l, Above all, a
tense housing market widens the inequality gap between those living in cities and those who are trapped
far away from them and can’t move because they simply can’t afford the upfront cost!43¢],
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Indeed housing has become a major factor in today’s increasing economic insecurity. In the
Entrepreneurial Age, a booming urban economy is bound to experience a crunch when rising real estate
prices make living in the city unaffordable for most. No wonder why Kim-Mai Cutler struck a chord
writing about it. Among many social topics, she chose to focus on the very one which I think resonates the
most with individuals and workers all around the world, from Shanghai to Paris to San Francisco.
Imagining a new approach to the housing market has become urgent.

Harnessing the power of regulations to make housing more affordable is a particularly daunting task.
Real estate is highly dependent on the state of other parts of the economy such as the financial system,
local transportation, and proximity services. Interference by the government is often met by fierce
resistance from many players with conflicting interests—and those who have patrimonial or business
interests tend to have the upper hand on those who are desperately pushing for lower prices. Above all,
any regulatory move on the housing market can only bear fruits over the very long term, usually while
simultaneously revealing many unintended, adverse effects. This is a reason why radical change on the
urban planning and housing fronts has usually happened under quasi-authoritarian rule and at a great social
cost, like was the case with Robert Moses in New York 437 or the Baron Haussmann in nineteenth-century
Paris.

Most current debates are not very helpful. Yes, we need to build more and make large cities denser [438],



We should also explore mechanisms to slow down increasing rents. Charity and public housing still have a
role to play in alleviating the pressure for those in the most dire situations. And why not, as suggested by
Social Capital’s Chamath Palihapitiya, explore the idea of an Equality Fund to redistribute wealth from
successful local tech companies in order to finance affordable housing on the real estate markets they’re
contributing to drying up#32, But all those ideas sound like they don’t account for the magnitude of the
current paradigm shift. The usual systems of subsidizing construction or imposing rent control are, to say
the least, rudimentary in relation to the scale and variety of housing needs in the Entrepreneurial Age.

As for me, it took me a while but I recently came up with what I think is the right framework to reflect
on housing in the Entrepreneurial Age. I think most of today’s problems exist because, as Clayton
Christensen once put it, “we have the categories wrong "% We’re used to visualizing the housing
market in terms of owners vs. tenants, or rich vs. poor, or housing vs. hotels vs. retail vs. office space.
Those categories preside over most government interventions on the housing market, notably through
zoning rules and household subsidies. But in the age of digital nomads, coworking, coliving, and short-
term renting of personal residences, we can see that those categories are no longer sufficient.

My thinking is that in the Entrepreneurial Age the housing market should be analyzed through a
categorization scheme that simply separates two groups. On the one hand are what my wife, Laetitia
Vitaud, calls the hunters: people who spend a relatively short amount of time in a particular area because
they’re hunting for money (as workers), knowledge (as students), or experiences (as tourists). On the other
hand are the settlers, those who need to have a fixed place of residence for the longer term, one that is
attached to a steady job, their kids’ school, or simply their taste for a particular neighborhood that they
eventually decide to call home.

Each group is indispensable for the prosperity of a given geographic area. Hunters bring the energy,
diligence, new ideas, and money that help large cities thrive. Settlers provide the “eyes on the street 441,
the density of proximity services, and the underlying trust (the “ties on the street’”) that make the local
culture richer and more welcoming. What’s more, the two groups have many things that they like to share.
Settlers can serve hunters, for example by hosting them through platforms such as Airbnb, while hunters
can give settlers new connections to the world beyond their neighborhood.

In the past age of the automobile and mass production, the default way of life was that of the settlers.
The majority of workers had a job for the long term, which delineated an optimal area in which they
should locate a permanent residence. They could then decide on the school their children would attend and
buy a home that complied with this set of constraints.

Hunters, on the other hand, were the minority. Their way of life was not regarded kindly. Hunting was
tolerated as long as it was a passing phase. You could only be a hunter as a student, then for the first years
of your professional life, and then occasionally as a tourist visiting other places.

Some people chose to hunt over the course of their entire lives because they had the money to hop from
one 5-star hotel to another. But many others kept on hunting simply because they didn’t have a choice. This
was notably the case for many low-skilled immigrants, and their condition was miserable as a result:
submission to predatory landlords; the impossibility of reassuring an employer or a bank; being constantly
away from their family. This terrible fate of most perpetual hunters explains why settling was the preferred
way of life in the age of the automobile and mass production.

The Great Safety Net 1.0 was thus designed to convert hunters to the settling way of life, because only
the latter was in line with the techno-economic paradigm of the day. Then during the Dark Ages of
financialization even more households felt a need to buy since homeownership became the main source of
economic security, with urban real estate appreciation clearly outpacing wage gains (as it is bound to
continue doing if we remain in our current environment).

But as for the Great Safety Net 2.0, that of the Entrepreneurial Age, it should have the opposite goal: to
help settlers reverse back to the hunting way of life that provides them with the best jobs and the most
opportunities. That’s because in the Entrepreneurial Age, the urban world has been turned upside down.
Nowadays our working life has become a constant hunting trip, with the many switches, overlaps, and
unexpected events that you can count on in such an experience. And those who thrive and win in the
Entrepreneurial Age are precisely individuals who embrace hunting as a way of life.
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Technology is easily harnessed to help people become better hunters, as shown by businesses such as
WeWork (which can provide an office desk in many cities), TransferWise (for seamless cross-border
money transfers), Airbnb (to find shelter wherever you travel), and obviously Facebook (which has the
power to connect you with almost anyone in the world). Technology is also a way to solve the loneliness
problem that used to affect hunters in the past. Now they can hunt as a pack, connected through the
networks that turn lone individuals into the powerful multitude.

Settling, however, is here to stay. Many hunters, however successful, will eventually be subject to
constraints that will lead them to settle. One such situation appears when people get married. Having a
spouse greatly multiplies your set of constraints. Your partner now counts on your steady income. And
whenever you want to move and take up hunting again, it means that your spouse has to give up their
current job if they want to come along. Then obviously the next set of constraints that reinforces the need
for settling comes with having children.

One way to mitigate the risks that come with the need to settle would be drafting zoning rules that favor
the constant mingling of hunters and settlers, rather than doing the opposite (as they currently do). There
wouldn’t be a crisis of suburban housing if suburban areas were attractive for hunters—which they aren’t.
Likewise, there wouldn’t be a crisis of urban housing if it was easier to settle in such areas.

The stakes are high. New legal frameworks should make it possible to harness technology and achieve a



radical upheaval of the way of life for both adventurous hunters and settling families at every level of the
income ladder. If they fail to accommodate both populations, the danger is for every large city to be
inhabited only by very rich hunters and very old settlers.

For hunters, housing should function more like the hospitality industry. Like hotels and Airbnb rentals,
real estate professionals should approach hunters more as customers. They should provide them with the
agility they need while being frequently in motion—all according to their preferences and their earning
power. As a diverse group, hunters need lodgings of all sizes, targeted at the various ends of the market.
Some would want a place of their own while others could want to share with others. They could opt for
something impersonal or a place with character. They could be there on a part-time or full-time basis.

The convergence between housing and hospitality is already happening. Young professionals form a
hunting vanguard, as they have a more nomadic life and frequently adopt alternative mechanisms such as
co-tenancy, coliving, remote work, and even plain nomadism. But this trend hasn’t yet translated into an
upgraded regulatory framework for the entire housing market. We continue to regulate housing like it’s
only meant to provide permanent shelter for stable families. Meanwhile what hunters need is a well-
furnished place where they can reside as long as they have a reason to be there, where they can have
access to many relevant services, and that they can leave in an instant when they’re called elsewhere.

A market like that is easier to regulate with the goal of affordability, because the interests of workers
and employers are very much aligned. Hunters could get used to finding housing through dedicated, data-
driven marketplaces targeted at professionals. Employers could also take charge by providing their
employees, including less educated workers, with affordable housing—just like some employers did back
in the nineteenth century (this practice, by the wayj, is still widespread in the public sector).

As for settlers, they have very different needs from the hunters. For them the goal should be to harness
technology to recreate the spirit of community that was once found in villages. A village is people
knowing and, above all, trusting each other. In turn, this trust enables the pooling of resources so as to
cope with certain needs in a more customized and affordable way. For settlers, technology can be
harnessed to make energy more affordable, to improve the quality of transportation, and to provide access
to proximity services such as schooling, childcare!##2] elderly care, cleaning, maintenance, and at-home
delivery—all services that mitigate the adverse consequences of having to settle.

Embracing the new categories of hunters and settlers is in the interest of real estate operators. For them,
it’s a matter of diversifying their revenue model. Hunter housing is a high margin/high capital employed
business because hunters expect quality and won’t themselves invest in repairs or refurbishing
Meanwhile, settler housing is more of a positive cash flow/low investment business because the residents
themselves tend to invest in maintaining the asset. And so from a financial point of view, providing
housing for both categories in the same lot is a financial optimum.

Likewise, mixing hunters and settlers is in the interest of local governments. In 2016, Kim-Mai Cutler
aimed at reviving Henry George’s idea of a land tax. As she explained, “if an owner wanted to develop
their property to make it more useful or productive, George argued that they should have the right to
keep the value from those efforts. But increases in the value of underlying land were created by — and
ultimately belonged to — the public at large "1##3]. The idea is that in the more attractive areas, the higher
land tax would generate public revenue to invest in more amenities, better infrastructures, and denser,
more affordable housing. With a well-functioning land tax, attracting a diverse population composed of
both hunters and settlers would be not only a matter of inclusiveness. For local governments, it would also
be a matter of maximizing business revenue derived from local real estate, and getting hold of a slice of
that revenue.

Ultimately we must imagine a new approach and encourage a more mission-driven housing market.
Today’s approach to urban planning and housing is upside down, as are many institutions designed in the
age of the automobile and mass production. And so we should radically revisit our understanding of the
categories on the housing market. Now there should be the land, and the land tax we should levy upon it.
And there should be the things constructed on the land: buildings augmented by technology-powered
networked services, with the goal of providing agility for hunters and a sense of community for settlers.
We’re still lacking a broad-based political coalition for such an approach. Thus it will take radical
imagination, and a great deal of entrepreneurship, to make these ideas more tangible in the political debate
as well as in people’s daily lives.

Yes, there are social problems outside of big cities that will persist. But they will be dwarfed by the



systemic issues of the Entrepreneurial Age, which take place in urban areas. In those cities, no single land
tax, zoning reform or way of harnessing technology will be enough to provide affordable housing for the
many in the thriving cities of the Entrepreneurial Age. As in the twentieth century, what is made possible
by the new technology of the day (cars yesterday, computing and networks today) needs to be
complemented by new institutions—those of the Great Safety Net 2.0.
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Key takeaways
® When it comes to work displacement, most of the attention in the past two decades has been
focused on lifelong education. Yet although it’s important, it is no magic bullet.
® [n an age of constant career shifts, we must make it easier to enter regulated professions. It
calls for reinventing occupational licensing based on an alliance between professionals and
amateurs.
e Urban housing is the main problem when it comes to dealing with instability. Its time we
redesign the housing market around the more relevant categories of settlers and hunters.



Chapter 11

Institutions for Hunters

“We need to democratize finance and bring the advantages enjoyed by the clients of Wall Street to the customers of Wal-

Mart. We need to extend finance beyond our major financial capitals to the rest of the world. We need to extend the domain of
finance beyond that of physical capital to human capital, and to cover the risks that really matter in our lives. Fortunately, the
principles of financial management can now be expanded to include society as a whole. And if we are to thrive as a society,
finance must be for all of us—in deep and fundamental ways.”

—Robert J. Shiller[444]

A new breed of consumer finance

My partners and I at The Family are constantly rooting for old incumbents to become more like tech
companies. The reason is simple and very much in line with our mission of supporting entrepreneurs:
startups cannot succeed in Europe until everyone in the business world is convinced that tech companies
will win in the end in every industry. A healthy ecosystem requires that startups and entrepreneurship are
taken very seriously by all participants.

Obviously, the financial services industry is one that has yet to convert fully to the new paradigm. And
in the spirit of inspiring this industry to reposition in the Entrepreneurial Age, I often talk about innovating
in finance in front of various audiences—corporate executives, entrepreneurs, policymakers. My key
message is always that the revolution in finance is not about big data, machine learning, chatbots, or crypto
protocols. Rather it is about the current paradigm shift and how the financial needs of businesses and
households are changing as a result. The financial powerhouses of the Entrepreneurial Age won’t be the
firms using the most cutting-edge technology. Rather the winners will be those who design financial
products more in line with what the Entrepreneurial Age is about.

Take the case of consumer finance. An entire system has been designed to finance the typical middle
class household of the age of the automobile and mass production: a married couple of salaried workers
with 2.2 children whose financing needs are related to owning a suburban home and one or two cars, and
occasionally borrowing money through a credit card to cover peaks in their consumption. This decades-
old mechanism involves central banks, retail banks, payment processors, state subsidies, and various
government-sponsored enterprises designed to complement the market.

But the Entrepreneurial Age requires a different mechanism for consumer finance. Widespread
instability and constant pressure on workers make households’ financing needs different from what they
used to be. How can an employed person ensure the continuity of their income when they found their own
business? How can a self-employed person smooth out their income if their business is seasonal? How can
a worker borrow money over the long term if they’re subjected to the impoverishing ‘Greater Wal-Mart
Effect’? The value propositions of traditional players in consumer finance do not meet these needs which
are only becoming more typical—the needs of hunters rather than of settlers.

Ballooning student loans in the US are a sign of the current system's inability to meet today's challenges.
Investing heavily in initial training is relevant if the goal is to settle in one particular profession. But it is
poor preparation for a career during which an individual will frequently switch jobs. In addition, entering
one’s working life burdened with debt means ruling out entrepreneurial ambitions from Day One. The gap
between the level of student indebtedness in the US and uncertainty in their future careers explains the
diminishing rate of young people starting up new businesses and the related exhaustion of the US
prosperity engine. It also inspires the hypothesis of a student loan bubble.

Housing is another example of the exhaustion of legacy consumer finance. Today this field is dominated
by the model of homeownership, which has become a strong marker of middle class status and a
cornerstone of the Great Safety Net 1.0. It relies on foundational institutions such as Fannie Mae and
Freddie Mac, which were founded following the Great Depression with the purpose of securing the
financing of home mortgages and raising levels of homeownership.

But in the Entrepreneurial Age in which hunting becomes the norm and settling more of the exception,



the stake is not merely to buy a flat or a house close to the factory or office where an individual will hold a
job for years. Rather, as previously discussed, it is to be able to move in and out without any hassle and
without the upfront costs and potential asset depreciations that come with frequently switching jobs and
changing your domicile.

The problem is that banks have not developed products beyond granting home-buying credit to
households with savings and a high probability of a stable, single-source income in the future. Despite
their purportedly high knowledge of the risk profile of their customers, banks are unable to guarantee rent
payments to a landlord or attribute a high credit score based on an individual’s future earning power. The
consumer finance we’ve inherited from the past has become irrelevant in an age marked by permanent
instability and frequent career shifts.

Thus the financial system needs to deploy more capital in a new breed of consumer finance, one that is
designed for hunters rather than for settlers. New value propositions should be to the Entrepreneurial Age
what mortgages were to the age of the automobile and mass production.This means not a loan to buy your
own house, but rather a loan to make it easier to switch careers in a world where economic security
depends on one’s capacity to rebound#43], As of this writing, hundreds of startups (some obviously more
successful than the others) are providing us with an overview of what consumer finance could look like in
the future, from paying for higher education with a fraction of your salary once you’re hired#4l to
diversifying your assets beyond the home you’re living inl441,

But there are many institutional prerequisites for these new approaches to succeed. First, we need to
innovate in the manner in which we assess individual creditworthiness—and on that front ventures such as
LendUp!##8] or Marcus by Goldman Sachs (a consumer-facing subsidiary of Goldman Sachs)#42l are
aiming to help. Second, we should bring the government along, like once happened with Fannie Mae and
Freddie Mac, to be the guarantor of a new kind of financial product—not one focused on expensive higher
education or suburban homeownership, but one that covers the needs of the fast-growing population of
hunters in the Entrepreneurial Age.

The usual objection is that if we give individuals credit to take a sabbatical and make a career shift,
most of them will squander it on useless things and end up more miserable as a result. But we need to
realize that this imperfection already existed in the times when mortgages were the pillar of consumer
finance. Some people used mortgages to make wise investments on dynamic real estate markets; others
squandered them buying a house in poorly chosen locations where the value of their asset could only go
down. The 2008 crisis itself is the result of the housing economy running amok and enabling people to
invest in overvalued assets that neither they nor their bank could recover at face value.

What would be the equivalent of mortgage origination in the case of a career shift credit? I think that the
abundance of data creates value that makes it easier for banks to reach better allocation decisions. Much
like Amazon in retail and Facebook in design/®% banks need to learn to exploit data so as to turn
everything, including failure, into value-creating information. Beyond that, the more comprehensive
tracking and predicting of individual income thanks to technology will make it easier for banks to claim
loan reimbursement over longer periods of time.

This could appear as a nightmarish vision of crushing lifelong indebtedness, much like exists with
student loans today. But it’s precisely where the government can make a truly beneficial difference once it
realizes that this new approach to consumer credit should be an integral part of the Great Safety Net 2.0.
As proved by mortgages in the past, there has never been a problem with many households borrowing lots
of money over the long term. The real problem is the obsolescence of the old system: nowadays most
households are borrowing money for obsolete or overpriced assets (such as a house in a sagging suburban
area or too expensive a college education) or merely to compensate for the dissolving Great Safety Net of
the past (Colin Crouch’s “Privatized Keynesianism”#311, the policy of sustaining consumer demand
through the rise of private debt rather than public spending).

For the state, the goal should be to approach consumer finance in a more entrepreneurial way, starting
with the needs of the fast-growing population of hunters and reshuffling the cards between the various
players—including between the state and the financial system.

Take the case of unemployment insurance. In the past, when settling on the job and housing markets was
the norm, unemployment was the dreaded exception. And as that risk struck mostly those who lacked a
proper education, there were problems in covering it: potential insurers would have been tempted to



practice adverse selection and cover only the more educated, while those with enough education simply
wouldn’t have worried about purchasing such insurance. In that imperfect context (adverse selection
against risky customers and lack of interest from the others), it was almost impossible for the market to
sustainably cover the risks of career shifts. That’s why the government had to take over by providing
unemployment insurance with a mandate, a fair price, and a single-payer mechanism.

Today, however, intermittent unemployment is no longer the exception but more and more the norm. It is
a state through which most individuals will frequently pass in their professional life. As it becomes a
common transitional situation for more intermittent workers, it also spreads the risks over a much larger
population. And so it makes more business sense for bankers and insurers to develop products to address
those who are exposed to that risk, providing them with the means to learn a new craft, move into a new
home, or simply take the time to regroup and prepare their rebound.

We can find inspiration in various historical precedents, including in the business world. At the
beginning of the twentieth century, Henry Goldman (the son of Marcus, the ‘Goldman’ in Goldman Sachs)
found a way to underwrite securities for a new breed of companies that didn’t own tangible assets of
substantial value: retailers and manufacturers of consumer goods. As recounted by Charles D. Ellis in The
Partnership, his voluminous history of Goldman Sachs[452],

“The public securities markets, both debt and equity, had always been carefully based on the
balance sheets and the capital assets of the corporations being financed—which is why railroads
were such important clients. Henry Goldman showed his creativity in finance: he developed the
pathbreaking concept that mercantile companies, such as wholesalers and retailers—having
meager assets to serve as collateral for mortgage loans, the traditional foundation for any public
financing of corporations—deserved and could obtain a market value for their business franchise
with consumers: their earning power.”

Now is the time to reinvent consumer finance with the same spirit of creativity. We should learn to do
for hunting individuals in the Entrepreneurial Age what Henry Goldman did for retailers a century ago:
provide them with access to capital not based on what they own (the old paradigm of homeownership for
settlers), but on what they might earn in the future (the new paradigm of assessing the future earning power
of hunters).

As technology makes it easier to enter the banking market, we can count on entrepreneurs to radically
shake up the financial system and imagine this new consumer finance for the Entrepreneurial Age. In the
old days, being a commercial bank provided a firm with access to the infinite pool of household savings.
But it came with a serious price tag. If they wanted to attract household savings, such banks had to operate
a vast, dense, and costly network of local branches and comply with tight regulatory frameworks. This is
why bankers who had a taste for inventing new things were forced to renounce large consumer markets and
fall back on the narrower segment of investment banking—a part of the financial system that, for better or
for worsel433], was much more welcoming to financial innovation.

Today, this trade-off between serving households and innovating in banking has all but disappeared for
two reasons. First, it has become easier for innovative new entrants to comply with the industry’s
regulatory framework, notably because most of the old rules, particularly the separation between
commercial banking and investment banking[434], have been dismantled and replaced by prudential rules
that simply force banks to tie up capital in proportion with the assets they hold.

Second (and this is where technology truly makes a difference), operating on larger retail markets
doesn’t require physical branches anymore. This leads incumbents to close down many branches!433
(suppressing jobs in the process). But it also makes it easier for new entrants to serve customers through
digital channels and to design new products that meet the needs of the day. We can see this in the
innovations in retail banking brought about by Western startups as well as the widespread disruption of
asset management orchestrated by WeChat and Alipay in Chinal#39],

With adequate institutions, households can be better and better served by a financial system tailored for
the Entrepreneurial Age rather than for the age of the automobile and mass production. It only needs a
helping hand from the state and the complementary contribution of other pillars of the Great Safety Net,
including social insurance.
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Dealing a new hand in insurance

We are all exposed to risks in our daily life. And in some cases, they are critical enough that we hire
insurers to do the job of covering them. The business of an insurer is to collect premiums in exchange for
the promise to compensate its customers for a possible loss. A claim can lead to a payment linked to the
temporary lack of income (“I have to stop working due to illness”) or the destruction of an asset (“My
house burned down”). It can also lead to providing much-needed services operated by a third party or the
insurance company itself.

The reason why governments are involved in insurance is because, as seen above with unemployment
insurance, not all risks can be covered by the market in a fair and effective way. In fact, the market of risk
coverage is widely affected by many imperfections. Moral hazard is one, as it leads to people taking more
risks because someone else supposedly bears the cost of potential damage. Another imperfection is
adverse selection. If given the choice, an insurer will refuse to cover those who present individual signs of
wider risk exposure. It leads to a somewhat absurd situation: insurance is provided only to those who
eventually don’t need it.

The primary level of government intervention on the insurance market is when it makes it mandatory to
buy a policy covering a certain risk. In the presence of a mandate, everyone is expected to find an insurer,
pay premiums and be covered in case of damage. Car insurance is a well-known example. The existence
of a mandate is a guarantee that if an accident occurs, any damage to the cars and their occupants can be
paid for—even if, as is often the case, the damages exceed the capacity of the one who provoked the
accident to pay them. Insurance mandates exist in real estate as well, notably to cover the risk of fire, and
in certain professions subject to occupational licensing, such as law. The outcome of such a mandate is
clear: it makes coverage universal and thus broadens the market considerably, attracting many insurers and
(in theory) stimulating competition.

The reason why mandatory car insurance is not called social insurance is that insurers are allowed to
practice selection. As a result, individuals with a long history of damages are forced to find specialized
insurers covering only the riskiest drivers and to pay very high premiums to comply with the mandate.

However this selective approach is not acceptable for every risk. In the case of healthcare, for instance,
all individuals will at some point be exposed to terrible situations of distress. The associated cost is so
high that an insurer will typically refuse to cover a person who is already ill or likely to become so due to
a pre-existing condition. And the problem is that if exclusion (or price-hiking) is an option for insurers, the
market is flawed. Most insurers will prefer to exclude potential customers rather than incur the risk of
having to pay in case of illness. This is the reason why a cornerstone of the Affordable Care Act of 2010
was to forbid insurers from refusing customers with pre-existing conditions.

In many ways, the mandate and the non-selection rule are two sides of the same coin. The mandate
(which makes the insurance universal) provides insurers with the guarantee that everyone will seek to
purchase insurance. The no-selection rule (which is an extended version of mutual insurance) unhitches the
price from the individual risk profile and makes insurance affordable for everyone instead of only a few.
Insurers can afford to not select customers only because the mandate is a guarantee that they’ll have lots of
them, collecting enough premiums to cover the losses of those more exposed to risk. Conversely, the
mandate is effective because thanks to the non-selection rule everyone, whatever their risk profile, can
afford to be insured against a given risk. In the presence of both a mandate and a non-selection rule, the
insurance can rightly be called a social insurance.

The next stage of government intervention is when this social insurance function (or a part of it) is taken
over by the state. This provides the whole system with one main advantage: cost reduction. When insurers
competing on the market are replaced by a single payer, there are few marketing and distribution costs
because there’s only one payer and it’s mandatory for everyone to be insured by it. And so single-payer
systems (like those that exist in most European countries and in the US with Medicare) provide the great
advantage of making social insurance more affordable.

Additionally, a single payer can also pressure or regulate providers to make sure the prices of services
designed to mitigate losses are commensurate with the premiums paid by the customers. The downside of
single-payer systems, obviously, is that the absence of market competition deprives customers of its
virtuous effects on the innovation front. As an insurer, the state can lag behind when it comes to covering
new risks or inventing new ways of covering old risks. This is especially true in the context of tax revolts
and constant fiscal austerity such as we have seen in recent decades.



Finally, the ultimate stage in the world of social insurance is when the state takes over both insurance
and providing services to those who’ve been confronted with a loss—as is the case with the British
National Health Service (NHS), which is effectively both an insurer and a care provider. The state’s
vertical integration of the two functions makes it easier to make the whole system affordable both for its
users and from a fiscal point of view. But as seen in Chapter 9, in the age of mass production this usually
comes with a top-down bureaucratic approach, leading customers into a frustrating one-size-fits-all
experiencel®7,

Now, why go through this tedious social insurance 101 discussion? Mostly it’s because the techno-
economic paradigm of the Entrepreneurial Age has a major impact on this whole architecture. State
intervention in insurance was originally developed in certain sectors such as healthcare and agriculture to
protect individuals against the most critical risks: professional hazard, old age and illness for employees;
illness and crop loss for farmers. Because those risks were so critical, it was worth it to deploy the
complex mechanism of pooling resources, imposing constraining rules such as a mandate and forbidding
selection, and adequately compensating those confronted with a loss. But today technology makes it easier
to incentivize the market towards an approach resembling social insurance, this time without the top-down,
one-size-fits-all approach.

One contribution of technology is the possibility to induce network effects. Ubiquitous computing and
networks make it easier to create relationships between the customers of a certain insurer, eventually
turning them into a multitude. This enables peer pressure so as to prevent moral hazard and free riding,
which is one of the major flaws on most insurance markets. It also contributes to virtuous group dynamics
when promoting good prevention practices (not smoking is easier done together) or following a loss
(groups of patients covered by the same insurer can stick together and help each other as they undergo
demanding and painful treatment).

With more intensive monitoring of user-generated data, technology also provides insurers with the tools
to implement better prevention at a much larger scale. It makes it possible to collect more data, which in
turn makes it easier to target prevention measures. Data can be used both at the individual level (to know
us better and influence our lifestyle in a virtuous way) and at the aggregate level (to assess statistical
results and improve the capacity to predict both individual losses and the insurer’s underwriting margin).

Hence technology provides private insurers with the unprecedented capacity of scaling up to the point of
universal coverage in a more beneficial manner. Contrary to a traditional insurer, an entrepreneurial
insurer needs as many people as possible, well-behaved or sick. In the presence of technology, a new
customer, whatever their risk profile, contributes to maximizing returns on marginal input, which
encourages the insurer to welcome as many customers as possible. This is just how Google Search
performs better as its application is used by a growing community of individuals, even if most of them
don’t click on sponsored links and thus don’t directly generate revenue for Google.
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With the proper infrastructure and legal framework, the Entrepreneurial Age could therefore be
conducive to an unprecedented universalization of insurance benefits. It doesn’t mean that everyone will
be served the same way. Rather, it means that there will be less incentive to practice adverse selection.

A traditional approach to health insurance invites selection based on signal, leading to a careful
screening of pre-existing conditions and a widespread exclusion process. Conversely, a multitude-driven
approach triggers different dynamics. Because each new customer contributes to increasing returns to
scale, the insurer has an interest to be more welcoming to the many. In the new world of health insurance, a
customer is not only a potential loss that you need to exclude or rob with high premiums so that they cover
the cost of future compensation. It’s a new node in a network that over time will create value for the entire
community of insurees through aggregated data, behavioral influence, and peer-to-peer work. Overall, the
bet is that network effects beat selection effects most of the time.

Up to now, social insurance systems have been designed and managed under the old rules of top-down
bureaucracy. You needed to reach critical mass in order to make an average, standardized experience
affordable for the masses. We all count on the healthcare system to be treated when we need it. But we
also hate it for the complexity and endless frictions of its user experience.

Many startups, notably in the US, are trying to change that. A first generationl438], among them Oscarl43%,
has been lifted by the regulatory disruption of Obamacare. But now that the Democrats have lost power,



the new generation will have to be even more radical. Fortunately, it doesn’t look as if the tech industry is
avoiding that challenge. Q Bio, an Andreessen-Horowitz-backed startup, is aiming to reinvent preventive
medicine in the age of ubiquitous computing and networks 6. Watsi, an impressive Y Combinator-
backed non-profit, is working to deploy the infrastructure to operate universal health insurance in less
developed countries[461],

From a regulatory point of view, it’s becoming clearer how the current approach to social insurance
should be upgraded. A mandate still seems necessary in every field where individuals are confronted with
critical risks. Like in the case of car insurance, this is clearly the key to making insurance more affordable.
As for exclusion, more data-driven regulations should be designed to make sure that insurers don’t
practice exclusion or eviction through pricing, effectively nudging them into welcoming new customers as
part of the multitude and harnessing the related increasing returns to scale rather than selecting their
customers based on personal data.

Beyond that, the key advantages of a single-payer system are effectively replicated by the winner-takes-
most dynamics driven by increasing returns to scale. Indeed a major overhaul of the system should be
made with regards to bargaining with providers or even having the insurers deliver certain products
themselves instead of relying on third parties. Instead of restricting insurers from bargaining with
providers, governments should support the superior market power of those lifted up by increasing returns,
using this new breed of insurers to force the overhaul of entire industries through full-stack integration
(rather than enacting prohibition on Medicare negotiating drug prices).

Clayton Christensen has worked a great deal on how to make healthcare more welcoming for disruptive
innovation[4%2] which will go through retrofitting the old care providing industry by diversifying the way
prevention and treatment are provided. As he wrote, “Hospitals have become extraordinarily capable of
dealing with very complicated problems. But in the process of adding all of that capability and its
attendant costs, the hospital has overshot what patients with straightforward disorders can utilize
when they are admitted %3], Like in consumer finance, we can count on entrepreneurs to tackle the
challenge of imagining new ways to serve individuals in the field of social insurance.

This vision for social insurance is indeed optimistic. It can only be realized if the right institutions are
not only imagined but are actually established for this purpose. Two dangers must be identified and
prevented: the first is the temptation to focus on an obsolete approach to social insurance, one that doesn’t
account for the radical changes brought about by ubiquitous computing and networks. The other would be
neglecting to implement a policy designed to encourage the birth and development of a new breed of
insurers and providers. Not taking advantage of the transition in the insurance industry would be a serious
industrial policy mistake and a terrible missed opportunity. If we are committed to the principle of hedging
people against most risks, then dealing a new hand in insurance must be a key part of building the Great
Safety Net 2.0.
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We should all be taxed like Donald Trump

During the 2016 presidential campaign, the press was abuzz with information on Donald Trump’s
income history — and the conclusions we could derive from his taxes (or lack thereof). According to a
widely read New York Times articlel#¢4 Trump recorded a net loss of almost $1 billion in 1995, which
could have enabled him to offset his income taxes for a very long time afterwards.

The reason why Trump was able to do so is that he records his income not like any other ordinary
citizen or household, but instead as a kind of individual entrepreneurial venture. The net loss was probably
generated by various business partnerships that he was part of, notably in real estate and casinos!463],
whose expenses that year were (much) higher than income.

As opposed to a corporation, which is governed by the fundamental rule of limited liabilityl46) a
partnership’s shareholders are usually accountable for both the profits and the losses. When the
partnership generates a profit, it can be transferred to the partners and will be taxed at a personal level.
But when the partnership generates a loss, it will also be transferred to the partners who, due to the
business nature of that negative income, are able to spread the loss across multiple years to cancel out
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future taxes on earnings. This is called a “loss carryforward”, “an accounting technique that applies the



current year’s net operating losses to future years’ profits "147],

Assessing a loss on one’s personal tax returns doesn’t necessarily mean that one is a bad entrepreneur
(although it clearly appears as if Trump is precisely that!48]) Say that your partnership spends $2 million
this year to build a business that begins generating revenues in the coming years, with the corresponding
expenses generating a loss for the initial fiscal year. Carrying that loss forward means that the first $2
million generated will be tax-free, as they're making up for the previous ‘loss’ which is actually an
investment and the only reason that the partnership was able to generate those future returns. It seems quite
normal that the initial investment can be recovered before you start being taxed on the profits, doesn’t it?

Yet many denounced the Trump tax situation, claiming that we should close those tax loopholes that only
profit millionaires and billionaires. And it’s true that no ordinary person, whose sources of income are
mostly wages and any interest earned in their savings account, belongs to a business partnership for which
they’re accountable for both profits and losses. When ordinary households’ expenses exceed their income,
they borrow money and the interest they pay is certainly not deductible from their next tax bill (except it
it’s for buying a home, but that’s another storyl462).

Should someone choose to replace their labor contract with a partnership that bills their employer in
exchange for their services and thus claim the right to adjust for the difference between income and
professional-related losses? After all, many expenses that are directly related to work (such as
transportation, business lunches, devices such as a laptop and a mobile phone, and even some clothing and
services like childcare) could be subtracted off their personal income so that, like a corporation, they’re
only taxed on their profit instead of their gross income. Why don’t we all do that?

Two reasons, mostly. First, we still live in a world of settlers rather than hunters. For most of us
operating like Donald Trump would mean losing a lot of benefits that are attached to being an
employee#7% notably health insurance, the right to a pension, and the security that is generally provided to
an employee under labor law. Unlike some salaried workers, a contractor can always be fired without
cause and is solely responsible for anything related to covering risks such as illness and old age. For that
reason, people usually prefer a labor contract as opposed to structuring their work as a partnership. (And
moreover up until now most employers would probably refuse to hire someone as a contractor instead of
an employee.)

The second reason why we don’t all use tax loopholes like Donald Trump is that it is too complicated at
the small scale of a middle-class household to account for all the needed information related to income
and expenses. Anyone wanting to do that would have to perform double-entry accounting on all their
personal finances so that they’re only taxed on what more or less corresponds to their savings (the amount
available for future personal investments).

Yes, that would allow individuals to subtract expenses as well as interest and depreciation from income
so as to calculate their personal profit. But it is awfully hard to keep track of all those tiny expenses in
their everyday life in the world of what Venkatesh Rao calls “paperware ”#111. The tax authorities could
simply refuse their accounting since an ordinary household wouldn’t likely have the robust information
system, accountants and auditors to certify that they’re providing a true and fair view of their finances and
operating results. Right now, you need to be wealthy to deploy the necessary infrastructure and hire the
accounting and law firms that keep track of your personal finances.

Donald Trump wasn’t punished by voters for his tax situation—not during the campaignl472l, nor,
obviously, on election day. Meanwhile, many among his opponents and critics called to close that tax
loopholel#73], But allow me to play the contrarian here. Instead of closing that particular loophole that is so
well exploited by billionaires, why not expand it for everyone else? After all, in the Entrepreneurial Age
more individuals are seeing a growing porosity between household spending and professional expenses,
for the simple reason that there are more and more self-employed workers and entrepreneurs who have to
buy equipment and draw on their savings to finance daily expenses when they start a business.

As we’re converting to the hunting way of life, shouldn’t we all be allowed to subtract more expenses
from our personal income—expenses that in a broad sense are directly linked to our professional life? In
the Entrepreneurial Age, aren’t we all confronted with a more unstable professional life that, at various
points, will see us dedicate a substantial part of our resources to personal training or founding a startup?
As Peter Drucker once wrote, the “entrepreneurial society” 1is one “in which innovation and

entrepreneurship are normal, steady, and continuous 1414,



It’s true that there are already some mechanisms that favor that approach. There’s the 401(k) account,
which enables individuals to exempt income set aside for retirement from taxation with the potential for
matching by employers. And there are tax credits to pay for tuition if you go back to school. But those
mechanisms don’t really account for the radical paradigm shift of the Entrepreneurial Age. For hunters,
retirement doesn’t happen only once in today’s life: it happens many times, every time you switch jobs. As
for learning, as we’ve seen in the previous chapter, it can’t be reduced to going back to school—in fact, it
could simply involve watching videos on YouTube, joining a learning community on Facebook, or giving
gigs a try on a platform.

In the Entrepreneurial Age, we should have a hunter-friendly tax system that allows for a broader
interpretation of earnings and losses over time. We need a system more like the one that's used by Donald
Trump, not one designed for people who generally have a stable income from one year to the next
throughout an entire career.

This would have been a crazy idea in the world of “paperware”®l, in which fraud and
mismanagement would surely be widespread. But in the world of software, every transaction can be
tracked and documented in the cloud, as illustrated by Intuit’s solutions for the self-employed!4Z% or, in a
more un-Western way, by the intriguing Chinese system of government-sponsored social credit!4ZZ, In
most cases it will become ever easier to separate business-related expenses from personal ones, thus
opening the possibility that we all use that famous loophole: we wouldn’t pay taxes, and would even be
able to spread potential losses out over multiple years, if our business-related expenses exceed our
income in a given year. On the other hand, taxes would be due when our personal “startup of you 48]
becomes profitable over the long term.

Overall, my sense is that the vast majority of people are under the illusion that the tax system is a given.
But like is the case for many institutions, this is far from being true. Most components of our modern tax
system were imagined as recently as in the twentieth century, in line with the specificities of value creation
in the age of the automobile and mass production. Personal income tax was invented to account for the rise
of salaried work, which made it easy to assess what people earned in a given period and then apply a tax
rate to it. Its proponents were progressive politicians like Woodrow Wilson in the US, who helped pass
the 16th Amendment to the US Constitution in 1913, and finance minister Joseph Caillaux in France (one of
my inspecteur des finances predecessors in the French government).

Corporate tax levied on corporate profits was then tailored by economists working for the League of
Nations following World War 1. The idea was to support the development of multinational enterprises
while making sure that their profits wouldn’t be taxed more than once by the various countries where they
had a permanent establishment. As for value added tax (VAT), now a major source of fiscal revenue, it
was invented in 1951 by French senior civil servant Maurice Lauré (another inspecteur des finances!) to
make it easier to tax value added in the presence of the lengthening value chains of the post-war boom (and
of widespread cheating on income taxes). VAT was soon adopted by all developed countries in the world
except for the US, which continues to rely upon a distortion-prone sales tax system.

In essence, our modern tax system was invented in reaction to the development of a now-exhausted
techno-economic paradigm. Now that we’re entering a new paradigm, that of the Entrepreneurial Age,
there’s no reason not to imagine a new tax system that accounts for the dominant way of life and earning
income—that of hunters rather than settlers. It is true for businesses, with the rise of tech companies
calling for radical change in the fields of both corporate tax and value added tax. It is no less true for
individuals, whose taxes need to be also upgraded to account for the current shift of household income. As
we pass from a world of stable salaries to a world marked by instability at every level, income taxation
should contribute to stabilizing personal income over time and hedging hunting individuals against the ups
and downs of careers in the Entrepreneurial Age.
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Key takeaways
® The shift to the Entrepreneurial Age calls for a new breed of consumer finance, one that is
focused on facilitating career shifts rather than buying physical assets like houses and cars on
credit.
® Ve need to harness technology to provide better insurance against critical risks. With adequate



regulations, the market has the potential to deliver outcomes similar to those of social insurance.
® The tax system, too, must be upgraded to account for the ups and downs of the Entrepreneurial
Age. We need to align personal income taxation with principles that govern corporate taxation.



Chapter 12
A Hedge for the Networked Individual

“Providing protection against... risks is a way of ensuring that the dynamism of our economy is politically sustainable and
morally defensible. It is also a way of ensuring that Americans feel secure enough to take the risks necessary for them and their
families to get ahead. Corporations enjoy limited liability, after all, precisely to encourage risk-taking. But while today we still
have limited liability for American corporations, increasingly we have full liability for American families.”

—Jacob Hacker[479]

The corporate world in retreat

One of the major changes of our time is how the corporate world has moved from the center to the
periphery of the economy. We’re leaving a world in which the large corporation was the epicenter of our
lives. We’re entering one in which more and more shots will be called by an even stronger party: the
multitude.

Why were corporations so central until recently? Venkatesh Rao, of Ribbon Farm, has an interesting
take:

“In the 1780s, only a small fraction of humanity was employed by corporations, but
corporations were shaping the destinies of empires. In the centuries that followed the crash of
1772, the power of the corporation was curtailed significantly, but in terms of sheer reach, they
continued to grow, until by around 1980, a significant fraction of humanity was effectively being
governed by corporations 1480,

Indeed the reach of the corporate world increased greatly during most of the age of the automobile and
mass production. In the techno-economic paradigm of the day, the corporation proved a superior
mechanism when it came to delivering certain outcomes. In many cases, it was simply more efficient and
more effective than either the state and the market. It was so effective, in fact, that the state used the
corporation as a proxy for implementing the Great Safety Net 1.0: social insurance was mostly provided
through employers; most of labor law was effectively bargained for at the company level; consumer
finance relied on corporations providing steady, salaried jobs.

An entire discipline, corporate strategy, was developed to help corporations consolidate their position
in the economy. Most people assume that the corporation’s edge is derived from simply being bigger, as
the bigger the size, the more value it can create and capture. But we tend to overlook the fact that scaling
up demands difficult trade-offs. In practice, a corporation can grow in size only if it offloads some weight
by outsourcing certain assets, functions, and risks to other businesses. This is what corporate strategy is all
about: helping corporations expand their reach and scale up without becoming overweight.

Today we’re way past the time when large corporations were vertically integrated. The Standard Oil
Co. was one large corporation that was present all along its industry’s value chain, from upstream
(extracting crude oil from the Lima-Indiana fields in Ohio) all the way to downstream (selling gas to
consumers) 8L, Rockefeller’s empire was a precedent suggesting that a corporation could successfully
address large consumer markets while operating each line of business in the industry.

Following the Standard Oil example, Henry Ford designed the Ford Motor Company to be just as
integrated, with the assembly lines at the core and the company selling directly to consumers through
department stores, mail order, and sales representatives. But then General Motors, Ford’s nemesis, broke
with that model. As discovered by its CEO Alfred P. Sloan, it only needed to control a few strong links in
the value chain to impose conditions on third parties operating the other links. Owning certain strategic
assets, the ‘one ring to rule them all’, was more than enough for GM to dominate the car industry.

Corporate strategy grew more sophisticated during the following decades, helping corporations such as
GM make the many trade-offs that would allow them to scale even more. Following Bruce Henderson’s
“Experience Curve”*821 and “Growth/Share Matrix 1483 corporations started to divest non-core
businesses. Then came the time of Michael Porter’s “strategic positioning "#84, with which large firms



realized that focusing on one line of business made it very difficult to achieve a competitive advantage.

As a compromise, it became common practice for large firms to pick two or three links in their value
chain while leaving the rest to others. Car manufacturers had the assembly lines and the brands that they
marketed to the public; the rest (manufacturing parts, selling cars) could be abandoned to weaker links
submitted to their willpower. Large publishing houses had the editing and the distribution, but they
obviously let authors write manuscripts and preferred that books be sold to the general public through
independent bookstores. Insurance companies had the balance sheet to underwrite most risks, but they let
insurance agents and brokers do the hard work of selling policies to businesses and consumers. Likewise,
McDonald’s had the trademark and, famously, the real estate 483, while most other assets, functions, and
risks were carried out by its franchisees.

The idea that corporations are now in retreat may sound odd in a world so obviously dominated by
large tech companies. And it's true that the story of the corporate world is still all about scaling up—at
least in terms of market capitalization and number of customers served. But something has changed since
we left the age of the automobile and mass production and entered the Entrepreneurial Age. With
ubiquitous computing and networks, the strategic trade-off of the day is that corporations offload more
assets, functions, and risks not to other businesses, but to us—the users.

This is a radical shift from the corporation’s point of view. First of all, consumers are simply more
powerful thanks to technology. They are not scattered, non-coordinating agents anymore. They’re equipped
with increasing computing power and connected with one another, forming the multitude—a networked
organization whose exponential power eventually exceeds that of most corporations, however large and
tech-savvy.

A recent example of that unprecedented pressure from the bottom up is how the #DeleteUber hashtag
initiated the takedown of Uber’s Travis Kalanick in 2017486, Another is how a revolt of Netflix’s
customers in 2011 led the company to renounce splitting its DVD-by-mail and streaming businesses into
two separate entitiest®8], Even traditional, brick-and-mortar companies are feeling the heat of consumers
being empowered by technology, such as when Gap chose to cancel its ill-fated brand redesign in
2010488] or when Delta had to rescind its partnership with the National Rifle Association following the
Marjory Stoneman Douglas High School shooting in Parkland, Florida in 2018482,

But the shift is about more than mere consumer empowerment. Again, in an economy in which
production and consumption are increasingly blurred, we users are more than consumers. As we provide
data, capital, and labor that is reintroduced into the supply chain, we’re also an essential resource that
large firms rely on. As a result, we now have a grip over corporations because we control two points of
their value chain: as customers at the bottom, and as suppliers somewhere at the top. With those two points
of support, individuals within the multitude can begin to apply Michael Porter’s strategic positioning and
secure a sustainable competitive advantage. And this further changes the balance of power between
corporations and individuals, with the former retreating to the periphery while the latter take center stage
in value creation.

We can draw many conclusions regarding prosperity and economic security from this. In the age of the
automobile and mass production, the corporate world was so central to the economy that the main risks of
the day could be mitigated by simply providing stability to corporations. Firms had to change and rebound
at the pace of market competition. But the Great Safety Net 1.0 was there to help them absorb the shock
and thus preserve households from the adverse effects of market instability. By making corporations more
stable and resilient, the Great Safety Net 1.0 provided most individuals with opportunities to resist the ups
and downs of the economic cycle.

Today’s Entrepreneurial Age creates a new range of problems. There’s the overall pressure on
workers’ income—the ‘Greater Wal-Mart Effect’. With the rise of multitude-driven increasing returns,
instability is of such magnitude that it has become impossible to count on corporations to absorb shocks
for individuals. We need to imagine new ways of empowering individuals in a world that exposes them to
more risks but also where technology provides them with unprecedented capacities.

The center of gravity of our entire economy has irreversibly moved. It is no longer the corporation and
the rigid, stable relationships it entertained with individuals as shareholders, workers, and consumers. It is
instead the individual as an entity, connecting with others (mostly individuals) on borderless networked
markets. It is worth re-reading the prescient and lasting words of the Cluetrain Manifesto: “Networked



markets are beginning to self-organize faster than the companies that have traditionally served them.
Thanks to the web, markets are becoming better informed, smarter, and more demanding of qualities
missing from most business organizations 1429,

Many twentieth-century institutions were set up with the underlying thinking that individuals were a
faceless mass, incapable of self-organizing. But in the Entrepreneurial Age individuals are active, not
passive. They’re organized, not blended away into the mass. They’re constantly on the move, not stuck in
one place. In the Entrepreneurial Age, it becomes more and more difficult to fit individuals into rigid
categories. The Great Safety Net 2.0 has to comply with this unprecedented difficulty in fitting any one
individual into a particular box.

This explains the idea of promoting a Greater Safety Net for networked individuals rather than for
corporations—a hedge designed to cover us against all critical risks and empower us in our many
interactions with other economic agents, all without the intermediation of the proxies (large corporations,
the state) on which the Great Safety Net 1.0 had to rely in the age of the automobile and mass production.
In a world where corporations are now prospering at the margin rather than the center of the economy, the
corporate world alone has neither the power nor the influence to initiate designing and implementing the
Great Safety Net 2.0.

If the connected individual is now at the center, with everything constantly moving around them due to
the features of the Entrepreneurial Age, then this calls for grounding economic security in the new
paradigm: not institutions designed to manage the balance of power between individuals and corporations,
but institutions designed to hedge individuals in the many connections they constantly make and break with
organizations and other individuals in their various capacities.

This calls for radical imagination when it comes to harnessing the power of the multitude in the interests
of the many instead of the few. Technology-driven capacities are now available for individuals in various
guises: as voters, as users of public services, as self-employed workers, and even as employees. The
multitude explains the adverse consequences of the Entreprencurial Age, the widespread instability, the
‘Greater Wal-Mart Effect’. Can it also be a dynamic positive force, like trade unions in the past, using the
power of technology in the interest of economic security and prosperity?
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The new frontier in collective bargaining

One issue with technology is what I have previously called “downward augmentation”: the fact that
technology compensates for a lack of skills when executing many tasks. The more technology there is, the
less educated you need to be to provide high quality services in a more productive way. For less educated
workers, this is good news indeed. It means that the barriers will be lower when they try to access the job
market. And once they have a job, they’ll be able to deliver a greater output and will (in theory) be
rewarded with an accordingly higher wage.

But there’s a catch. With more people being able to occupy many jobs, technology also contributes to
Karl Marx’s “reserve army of labor” becoming wider than ever. Thanks to technology, employers tend to
have an infinite pool of job-seekers into which they can tap to replace those who have the nerve to
organize and demand better working conditions. How can workers restore their bargaining power in the
presence of both increased consumer power and this infinite reserve army of labor?

As is often the case, there are many lessons to be drawn from the past. The rise of assembly lines at the
end of the nineteenth century was similarly seen as a major threat for the well-being of workers. Since
working on these assembly lines required less skills than traditional craftsmanship, factory bosses could
maintain pressure on wages and force their employees into accepting degraded conditions. Union leaders
answered by breaking with the corporatist approach of the old craft unions and organizing industrial
workers no matter their skills or the sector in which they worked#21,

To create a sense of shared destiny between their heterogenous members, innovative union leaders had
to inspire their troops with radical messages and, in some cases, revolutionary views. But above all, they
designed a new value proposal: joining a union was no longer about entering a closed corporation of
skilled craftsmen; rather it was about taking a path towards inclusion in society. Thus much like the
infamous political machines?2], industrial unions in the US were a preferred destination for minorities
and immigrants since they provided their members with services covering critical risks and taught them the



soft skills necessary to find their place in an otherwise antagonistic society.

My view is that such a cooperative model (call it a union, a guild, or a federation) is bound to rise in the
future as the most effective way to empower workers in the Entrepreneurial Age. But a paradigm shift is
needed in terms of what the goals are and what kind of methods and tools should be used by those trade
unions of the Entrepreneurial Age.

Indeed the great Albert Hirschman told us about what it takes to move the needle: voice and exitl423],
Voice is obviously about making your voice heard: participating in a town hall meeting, demonstrating on
the streets, or demanding to see the shop's manager. Exit is about taking refuge in the other option: you vote
for the other candidate, or go to that other shop across the street where prices are cheaper, inventory is
larger, and employees are nicer.

Historically, trade unions have been concerned mostly with supporting workers so that their voice is
heard by employers. This was consistent with what jobs were all about in the settling model of a
continuous career spanning decades. Because workers had the same employer for years, voice was their
preferred option, with quitting their job the solution of last resort.

But now jobs have radically changed to the hunting model. We switch jobs more often. Some, notably
many high-skilled workers and millennials, are even enjoying it. And as pointed out in 2014 by Adam
Davidson, in our current “Failure Age 1424, businesses close down at a higher frequency anyway, so you
can’t plan on spending your entire career with one single employer anymore.

As a result, exit has become less frightening than it used to be. Quitting your current job is about
precipitating the inevitable and switching jobs is the new normall#23], This changes the relative opportunity
of the two Hirschman levers: exit is not the last resort anymore. And with more of us becoming hunters in
the Entrepreneurial Age, it has even become the more desirable.

So how come unions keep on supporting workers on the voice front only—bargaining with employers,
going on strike, demonstrating, doing everything they can to save their members’ jobs? I think it’s time we
imagine unions that support workers as they switch jobs, unions that would provide their members with all
the resources necessary to find inspiration (“What should I do?”), train (“How can [ acquire new
skills?”), find a new employer ( “When do I start?”), relocate ( “I need an affordable house close to my
new workplace”).

I can hear your doubts: that's not what unions do, they should stick to what they know. And yet it won’t
be the first time that unions reinvent themselves. Again, in the US, they once went from defending skilled
(mostly white) craftsmen to defending the interests of all industrial workers whatever their skills, sectors,
and origins. The industrial union paradigm was so different that a new entity had to be founded (the
Congress of Industrial Organizations, which only later merged with the old craftsmen’s American
Federation of Labor).

So why not convert to supporting the growing population of workers for whom exit has become a viable
and desirable option? The job of those new ‘exit unions’ would be to make employers feel the pain of their
employees leaving instead of bargaining. They would support workers in their transition from one job to
another, ideally at the pan-industrial level. They would organize the draining of entire industries that treat
workers badly: good luck with retaining workers in low-quality jobs (e.g. coall26l) when powerful unions
orchestrate their switching to a more attractive, faster-growing industry (e.g. solarl427),

More generally these new unions will invest heavily in professional training to attract and convert
individuals willing to enter the profession. As explained in Chapter 10, they will become instrumental in
attracting amateurs and growing the pool of future members willing to defend their collective interests.
They will also complement these activities with insurance mechanisms designed for their members: mutual
insurance against critical risks such as illness, platforms to make it easier for hunting workers to afford
housing in the dense urban areas where most jobs and opportunities are now concentrated, services
facilitating childcare and elder care.

Indeed ‘exit unions’ would carry a great deal of weight in the endless debate on affordable housing[4%8],
With strong, innovative unions joining the fight, my guess is that many obstacles to building more housing
lots, loosening zoning rules, and maintaining rents at a sustainable level will disappear.

This new form of union will also be able to bargain directly with consumers—the most powerful party
—to better establish the terms of the Great Safety Net 2.0. Recent victories on the minimum wage front!422]
in the US, however limited, were obtained through an unprecedented alliance between workers and



consumers, all connected individuals pursuing a common agenda rather than a corporatist group seeking to
advance its own interests. Indeed for the first time in over three decades—admittedly before the advent of
the Trump administration—, workers seemed to be regaining some of their long-lost influence thanks to the
new alliances enabled by ubiquitous computing and networks22,

This new approach to organizing workers need not serve only the interests of one kind of worker. As
proven in the retail and food industries, you need motivated and caring employees at every level of the
income ladderBYL. This is especially true in an economy dominated by proximity services (food, retail,
hospitality, healthcare, personal care, last-mile logistics), where the majority of jobs will be about caring
for people rather than making thingsi3%2],

Relying on networked organizations to implement the Great Safety Net 2.0 would not be unprecedented.
Individuals trying to solve their own problems on the ground happened many times before, even in the
recent past. One well-documented episode came when those who were dying of AIDS in the 1980s and
‘90s hacked a system that ignored and rejected them2%], They eventually forced healthcare professionals
to make the patient an active player in their own treatment, imposing a paradigm shift that had an impact
far beyond that particular disease. A less well-known story is that of the Black Panthers and how they took
charge of providing affordable healthcare to African-American families in Oakland, California, and many
other places instead of waiting for the government to overcome its racial and social prejudicesi2%l,

It is true that it is generally difficult to grow larger communities without weakening the bonds that tie
everyone together. Public choice theorists have long demonstrated why special interests, when conflicting
with the interests of a larger group (such as the entire middle class), tend to win in the end—namely,
because it’s easier to organize a small group of determined people with an acute realization of their
common self-interest. Conversely, it is much more difficult to organize a larger group, as coordination and
management becomes a practical challenge and the number of people involved increases the chance of
marginal divergences that eventually affect morale.

There are various reasons why things could change in the Entrepreneurial Age. The first is lower
barriers to entry. Harnessing the power of ubiquitous computing and networks makes it easier to cover
many kinds of risks. This was an argument made in 2003 by Robert J. Shiller, a winner of the Nobel Prize
in Economics, in The New Financial Order, a book dedicated to explaining how a “an electronically
integrated risk management culture” could be “designed to work in tandem with the already existing
economic institutions of capitalism to promote wealth "%, Shiller’s proposal was somewhat obscured
by the financial crisis that followed. But now various factors—increased processing power, regular and
systematic monitoring of user activity, the strength of peer-to-peer networks—suggest that pooling
resources at the scale of the multitude has become easier and less costly than in the past.

What’s more, communities that were impossible to organize due to geographic distance have become
viable as the basis of a new system thanks to today’s technology. In the old days, people needed to live
close to one another to form the bonds of a solid socio-institutional framework. Today they can connect
with one another via the Internet and form a network that is as tight and resilient as a community of fellow
villagers. This has practical consequences on the process of building the Great Safety Net 2.0. Suddenly,
collectively organized networks can rapidly form around issues and interests for which it was previously
impossible to advocate due to the distance between potential members. Distance and geographic frictions
are no longer standing in the way of organizing.

A third factor is, once again, increasing returns to scale. As the multitude organizes to pool risks or
offer shared services, individuals can be far away from each other while being very similar in terms of
profiles and interests. As compared to self-organized communities in the past, “cloud communities "3%I
have a major advantage due to their networked structure: the power of networks tends to increase instead
of diminishing as the underlying community grows. In the past state intervention was needed to deploy
institutions beyond a certain scale; in the future increasing returns to scale could be enough for technology-
based initiatives to reach a universal scope. When it comes to discovering and imposing new institutions
as part of the Great Safety Net 2.0, there could be cases in which technology-driven network effects
replace and even surpass the authority of governments.

I’m convinced unions played the most critical part in building the middle class in the past age of the
automobile and mass production. Now we have to reinvent unions so that workers gain leverage in the
current age of ubiquitous computing and networks. Designing policy to do so will be one of the most



critical political challenges of the coming decades—and just like collective bargaining was critical during
the post-war boom, it is absolutely necessary to creating the Great Safety Net 2.0.
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The equation for creating good jobs

Today’s inertia can be explained by one simple fact: most people who genuinely care about promoting
economic security and prosperity are looking backward instead of forward. Their dream is to ‘make the
safety net great again’, as it was during the post-war boom, rather than imagining a new kind of safety net.
Alas their pining for the Great Safety Net of the past cannot be converted into beneficial action. We’re in a
new paradigm now.

Today’s challenge is not about securing the old working class of the age of the automobile and mass
production. Rather it is to create more, better jobs for the new working class in urban proximity services.
It consists in making those jobs more attractive while making those services more affordable for a larger
number of customers. The solution will not come from the government simply subsidizing supply or
demand. Rather it will be in designing a macro mechanism that helps the market find a new balance, with
institutions that better fit the needs of today’s workers and a new breed of unions as the dynamic force to
make it all grow. It’s about constructing a virtuous circle like once existed with the post-war boom.

What Zeynep Ton and Roger L. Martin call the “good jobs solution Y concerns the entire economy.
But if it is to have a significant impact on the job market, including for less educated workers, it should
start with creating more value in proximity services and reinvesting that value to create those good jobs.
Conversely, if there is no additional value created in proximity services, then no surplus can ever be
shared with proximity workers so as to turn them into the new middle class.

Creating additional value rarely happens by letting the private sector off the hook. Rather, businesses
need to be pushed into using technology. In many cases, pressure comes from an increased level of
competition. This is why a sound antitrust policy, one that aims to counter rent-seeking, is so important.
Pressure can also be imposed by making inputs more expensive. This is one reason why the Great Safety
Net 1.0 contributed so much to increasing productivity. Because it made labor more expensive, it
eventually became an incentive for business leaders to try and produce more with fewer workers, thus
creating additional value that helped pay for the whole mechanism!

This worked especially well in one particular part of the economy: large corporations ruled by
scientific management. Meanwhile, the proximity service industry has resisted efforts to embrace such
practices. In sectors taken over by the government, such as education, proximity workers secured middle
class status because wages were decoupled from productivity, with the difference paid for using taxpayer
dollars. But in other sectors such as hospitality and personal care, the preferred option has always been to
exert pressure on workers so that they work longer hours and consent to lower wages.

And so in a typical feature of William Baumol’s “cost disease”, most proximity services have been
made into a zero-sum game that hasn’t translated into either higher wages for workers or better services
for customers. On the contrary, the absence of additional value in proximity services has been a self-
reinforcing phenomenon. Business owners don’t pursue higher quality at scale. In turn, consumers don’t
expect improvement in terms of the quality or the positioning of the service rendered. As they themselves
are subject to the ‘Greater Wal-Mart Effect’, they only seek one thing: ever lower prices.

Absent high quality at scale, workers in proximity services are not expected to get better at what they
do. Instead, they are dispensable, replaced in the blink of an eye while management keeps the business
afloat. This explains the high employee turnover in most proximity services (think about restaurants, for
instance). These sectors have always functioned without counting on more qualified and productive
workers. And if anyone can be inserted to do the job at what is considered to be an adequate level, it
becomes difficult for those already working to bargain for a higher share of the value added.

Fortunately, a radical change is happening. As we go further into the Entrepreneurial Age, technology is
finally providing us with levers to create more value inal/ proximity services. The corollary is that it
makes it possible to improve the quality of jobs in proximity services, even if they’re not operated (and
paid for) by the government. Clearly this is where entrepreneurs can make a difference by harnessing the
power of technology and forging a bond with the multitude.

It takes time. Tech companies with an entrepreneurial approach don’t serve large markets yet. As



explained by economist James BessenP®l productivity always slows down at the beginning of a
technological revolution: entrepreneurs must experiment with the technology of the day and discover the
new markets that it contributes to opening. Then those markets grow larger, triggering a virtuous circle as
higher demand leads to a higher level of investment, which increases labor productivity, brings down

prices, and sustains an even higher demand.
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One early step to enter that virtuous circle is using technology to augment workersP%l, It makes it
possible to generate higher productivity and quality while requiring less training for the job. If you
increase output while relying on less qualified workers, you can employ more of them and pay them more
as compared to what they earned in previous jobs, all while serving more consumers at a cheaper
pricel21%,

This “downward augmentation” doesn’t mean that everybody, however unskilled, will be good at their
job. Rather, it means that more workers will be able to execute the routine tasks required for many jobs in
proximity services (for instance when real-time geolocation spares a driver from having to know the map
of the city by heart). As for qualitative differences, they will be found in non-routine, human capabilities
such as punctuality, attention, memory, kindness, empathy, literacy, energy, and warmthl31L,

Beyond this “downward augmentation”, entrepreneurs can radically improve resource allocation by
harnessing the power of the multitude. In a way, it’s what Ikea has long done by putting customers in
charge of assembling furniturel3!2l thus generating a surplus that could then be redistributed. Only now
harnessing such power can be done at a much larger scale, powered by network effects and vast amounts
of user-generated data. That’s because in the Entrepreneurial Age the multitude contributes to creating
value through three complementary channels: auxiliary amateur workers (as discussed in Chapter 10), free
peer-to-peer contributions (as when people submit reviews on TripAdvisor), and casual user-generated



data collection (performed by all tech companies, as explained in Chapter 5). All contribute to increasing
and diversifying the output in proximity services. This creates an economic surplus to be redistributed
according to the socio-institutional framework of the day.

This is why institutions must be designed to bring together the Great Safety Net 2.0. The stake is to
shape the corporate contract in proximity services in a more favorable manner for workers. This can’t be
done by going against the mighty multitude. Rather it consists in harnessing its power to change the
equation and align the interests of workers with those of the multitude. If the socio-institutional framework
is favorable to the development of proximity services, then the multitude-driven surplus will be allocated
to expanding the business by lowering prices and/or improving the quality. It will make it possible to
address a larger market thanks to a classical supply-side multiplier effect. In turn, greater, more diverse
demand will require hiring more workers. And because of the augmentation facilitated by technology,
those workers’ higher productivity will make it possible to pay them more.

Creating more, better-paid jobs will also trigger a typical Keynesian demand-side multiplier effect as
those numerous, better-paid workers consume more proximity services themselves. The city of Seattle is a
case in point. Its fifteen-dollars-an-hour minimum wage has made proximity service jobs more appealing
and revitalized the city’s economy313]. With higher pay, proximity service workers become consumers of
other proximity services, triggering a positive feedback loop and leading the economy towards prosperity
and increased economic security.
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The goal of using technology in proximity services is not to standardize tasks, repress workers’
initiative, or ignore their individuality. On the contrary, in proximity services, technology should make it
easier for workers to take charge, make their own data-driven choices, and add value in their preferred
approach, creating a partnership with customers that much resembles the spirit of craftsmanship. We must
remember that such services are all about frequent and direct interactions with customers214], Connecting
workers with customers makes a difference because it is then possible for businesses to be even more
sensitive and responsive to the demand-side. With empowered proximity service workers, customer
relationship management can be converted into a constant, data-driven dialogue. Demand can be managed
and oriented based on the collected data and available resources, and high quality services can be
supplied at scale by harnessing the additional power of the multitude.

For example, how do you provide affordable 24/7 service in personal care? By doing two things:
having well-equipped workers come to the customer’s home every working day while also complementing
those workers with a call center, instant messaging, amateur workers as backup, and a social network of
other customers. The stake is to have all those involved rely on an information system that shares
knowledge, improves resource allocation, and provides customers with a seamless, customized
experience. In this more favorable context, proximity workers can get better at what they do, manage their
activity in a sound manner, and enjoy higher wages and better working conditions.



All 1in all, technology doesn’t make jobs irrelevant—far from it, as suggested by the uninterrupted
growth of proximity services in expanding urban areas. But with the Entrepreneurial Age comes the new
working class that we discussed earlier, and this new working class calls for a Great Safety Net 2.0. Two
things are at stake: hedging networked individuals against the critical risks of the day and providing
businesses with the steady, growing demand they need to invest. Will we be up to that challenge?

00

Key takeaways

o The Great Safety Net 1.0 used to be built for and around the corporate world. But now our
economy revolves around the networked individual: this is a Copernican revolution.

e With individuals harnessing the power of networks, its time to reinvent trade unions. As
workers convert to the hunting way of life, bargaining becomes less about voice and more about
exit.

® The institutional stakes are clear: we need to create more jobs in proximity services and make
them more attractive and rewarding. This is what the Greater Safety Net is all about.
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Conclusion



Basic Income
Isn‘t Enough

“I came to believe that Monsieur Teste had managed to discover laws of the mind we know nothing of. Certainly he must

have devoted years to this research,; even more certainly, other years and many more years had been set aside for maturing his
inventions, making them his instincts. Finding is nothing. The difficulty is in acquiring what has been found.”

—Paul Valéry[515]

In September of 2016, I published an issue of our in-house series The Family Papers, for which I
chose a splashy title: “Enough With This Basic Income Bullshit”316]. Thanks to the piece being touted by
Tim O’Reilly2Z and then discussed on Hacker News318l, 1 was pulled into heated arguments around the
future of the safety net. And while my paper was initially written rather hastily in reaction to something I
had read219, the subsequent discussions helped me clarify why exactly I have so many misgivings about
universal basic income.

One of my criticisms concerns the idea that universal basic income would be simpler. It’s true that
simplicity exerts a welcome fascination on tech entrepreneurs. After all, entrepreneurship is the art of
making things simple. But we shouldn’t forget that the safety net is complex for a reason, namely because it
must provide economic security at the scale of entire nations to both households and businesses. And I still
don’t get how distributing a fixed amount of money to everyone can cover the entire economy against the
many adverse consequences of the Entrepreneurial Age. The main problem, after all, is the difficulty most
households have in coping with the rising and oftentimes unpredictable cost of healthcare, housing, higher
education, and other critical expenses.

Another criticism derives from political history. The strength of an institution such as a social insurance
program can be measured in its capacity to withstand the inevitable conservative backlashB320 A
retrospective of redistributive government programs suggests that universal basic income wouldn’t pass
that test. If a liberal government put it in place, soon enough the conservative opposition would succeed in
discrediting it (along the lines of “It makes the poor lazy and the rich don't need that money anyway”),
dismantling it as soon as they were back in power.

A third argument in my piece was echoed last year by Vox’s Matthew Yglesias: “Silicon Valley s basic
income fans should spare a minute to defend the actual safety net 1321, Like Yglesias, I think that the
heated (and abstract) discussions around universal basic income distract powerful voices in the tech
industry from considering the more pressing social challenges of the moment. And as those in power in the
US seem to be busy dismantling what’s left of the safety net of the past, the most pressing challenge in the
US seems to be defending the very principle of the existence of a Great Safety Net.

Because really, where are tech entrepreneurs and venture capitalists when it comes to weighing in on
safety net issues? Apart from discussing universal basic income, I find that they’re nowhere to be found,
heard, or read. I suspect there are several reasons for this. For one, they don’t feel personally concerned.
Well-educated white men from privileged backgrounds working in a rapidly expanding part of the
economy have no reason to express an interest in the complicated and rough world of the welfare state or
trade unions. Also, many entrepreneurs and venture capitalists, especially in Silicon Valley, mistrust the
state as a matter of principle and have long preferred to stay away from industries as highly regulated as
healthcare, consumer finance, or housing. Finally, there’s the reluctance to join a public conversation that
is so polarized on both sides of the political spectrum.

But let me lay out at least three reasons why US entrepreneurs and venture capitalists—in fact, the entire
US tech industry—should very much care about building a Greater Safety Net for the Entrepreneurial
Age.

First, consumers need purchasing power. As US Senator Elizabeth Warren explained in discussing
Obamacare at the 2017 Wall Street Journal CFO Network conferencel22Z once individuals lose



healthcare coverage, it drives costs up and creates problems for the entire economy. If people spend all
they have on healthcare (or don’t spend because they’re worried about the potential for a future
catastrophe), how can they subscribe to the tech industry’s latest product, however cheap and convenient?
Less healthcare coverage eventually means less revenue flowing to all businesses, including tech
companies, that aren’t in the insurance and healthcare industries. And the same is true for many other parts
of the Great Safety Net.

Second, there are benefits in people’s switching jobs and founding startups more easily. As former
Obama economic advisor Jason Furman explained in a 2014 blog post, again discussing Obamacare,

“Access to health insurance outside the workplace allows people... to take risks that further
their careers and benefit the economy as a whole, like going part-time in order to go back to
school, leaving a job in order to start a business, or moving to a better job, perhaps at an
employer that does not offer coverage 1323,

Third, it’s actually caring about what matters for people and society. As of today, as revealed by the
“tech backlash”, Silicon Valley has a major image problem with ordinary people who fear that they’ll
lose their jobs or won’t be able to make ends meet. I’'m not sure that a bunch of billionaires discussing the
singularity and immortality provides the best impression when millions of ordinary people are feeling the
inequality gap widen, their sense of economic security plummeting as most of their safety net disappears.

Above all, it’s about truly shaping the future. Whatever the outcome of the current administration, many
people expect the Democratic Party to strike a determined counter-attack, polarizing the debate on the
safety net even more. Instead of looking back at the past with nostalgia, the opportunity that we must all
seize together is to imagine a Great Safety Net 2.0 that is more in line with the Entrepreneurial Age. Doing
that well requires serious, determined input from many parties, including tech entrepreneurs and venture
capitalists. The world will remain open and business will flourish only if pro-business policies go hand-
in-hand with building the Great Safety Net 2.0. Once again, it’s about making what Will Wilkinson calls
“the freedom lover’s case for the welfare state "1324],

Now, the Great Safety Net is a complex solution to a complex set of problems. And as stated by John
Gall in his landmark (and fun) book Systemantics, we can’t try to design a complex system from the start:

“A complex system that works is invariably found to have evolved from a simple system that
worked. A complex system designed from scratch never works and cannot be patched up to make it
work. You have to start over with a working simple system. 15231

It’s easy enough to draw the Great Safety Net 2.0 on the back of a napkin. But once the overall concept
becomes clear, the challenge isn’t to build the entire macro mechanism in just one round. Rather it is to
invent solutions to an infinity of simple problems in fields as diverse as lifelong training, occupational
licensing, housing, transportation, consumer finance, insurance, the tax system, collective bargaining, and
many others.

Entrepreneurs have a lot to contribute in that regard. Their obsession is not with expressing ideas but
with implementing them. Many good entrepreneurs are unable to easily explain what they do because their
primary focus is on building things. Why not harness that unrivaled capacity to build things and have
entrepreneurs build the Great Safety Net 2.0 one piece at a time?

It doesn’t mean that governments have no role to play—quite the contrary. But my overall impression is
that we’ve witnessed a sharp reversal in who has the capacity to explore, discover, and deliver. In the
past, only governments could break the constraints and pull it off at a large scale. Now it looks like
governments (at least in the West) are stuck in bureaucratic inertia and partisan gridlock at the very
moment when entrepreneurs allied with the multitude are best positioned to harness the power of
ubiquitous computing and networks.

The US is probably the most saddening case. It’s both unable and unwilling to explore the path to
building a Great Safety Net 2.0. At best, a significant part of the US electorate is deluded into thinking that
they can restore the Great Safety Net of the past. At worst, as in the case of Donald Trump and the
Republican Party, it’s actively working on dismantling it. Only in certain limited if large parts of the
country such as California can we see the signs of radical imaginationl328], It’s a reason for hope, but
hardly a sign that the US as a whole is ready for a collective radical effort.

Europe is another story. I think my continent is marked by a genuine attachment to the idea of promoting
economic security and prosperity simultaneously. However the absence of a thriving local tech industry



makes it difficult to promote the narrative of Europe leading the way into the socio-institutional phase of
the Entrepreneurial Age. Not only is it not forward-looking enough, it’s also encumbered by the remains of
the Great Safety Net of the past. We Europeans were once the most advanced in sustained prosperity and
economic security. But now it’s as if we’re condemned to lag behind as the new great surge of
development forces us to revisit our entire socio-institutional framework.

Meanwhile, China is making progress in building its own version of the Greater Safety Net for the
Entrepreneurial Age. The Chinese government may not be interested in embracing Western liberal
democratic values. Yet the flourishing of the People’s Republic depends on the majority of citizens sharing
the fruits of prosperity with a reasonable level of economic security. So just as the American Republic
saved itself with the New Deal from 1933 onward, China has a vital interest in deploying a Great Safety
Net 2.0, as it is a necessary condition for the perpetuation of the Communist Party and the flourishing of the
People’s Republic. And the Chinese government knows itB27,

Why does it matter for us Westerners? Because as discussed in Chapter 3, China is racing ahead in
making the most of the techno-economic paradigm of the day. The Chinese version of the Great Safety Net
2.0 could very well serve as a precedent and inspiration for all countries interested in combining
economic security and prosperity in the Entrepreneurial Age. The problem is that it would lead to a very
different global socio-institutional framework in terms of liberal democratic values than most in the West
would find desirable.

Having ideas is not enough to create the durable and lasting institutions that would form a new Great
Safety Net. Building such institutions is usually a long and painful fight, rooted in a clear and intimate
understanding of what the new techno-economic paradigm is about and led in a strategic manner over the
long term. We owe the Great Safety Net of the past mostly to the labor movement, which fought for more
than a century to force both employers and governments to provide workers with economic security and a
fair share of value added. The key players in that fight were not the intellectuals who wrote books and
spoke at conferences. They were union leaders and activists who lived and worked at the forefront of the
new age, organized against powerful adverse forces, established a balance of power with other parties,
and sacrificed a great deal over the course of this long quest—including, in some cases, their own lives.

What’s more, the violence and destruction didn’t stop with clashes between unions and various forces
of the established order. The consensus around the Great Safety Net of the age of the automobile and mass
production was also a result of the widespread geo-political violence that swept away the decrepit
institutions of the nineteenth-century age of steel and heavy engineering. The war effort in the US as well
as the post-war tabula rasa in Europe and Japan freed the leaders of those countries from the dilemma of
dealing with legacy policies and institutions. In the wake of two world wars, it was simply impossible to
hold to the illusions of the past.

I certainly don’t wish for people to die as a price to pay in designing and implementing the Great Safety
Net 2.0. But the importance of starting at the bottom when addressing elementary problems and completely
redefining the status quo is the reason why I think imagining this Great Safety Net 2.0 is a challenge that
entrepreneurs should tackle. They know what it’s like to start from zero and move up, fast. They need to
find ways to reverse the “tech backlash” that puts their businesses at risk. They can maximize the fast
spread of knowledge, which makes it easier to design and implement large-scale solutions to today’s many
problems. They intuitively understand the mighty multitude, always the entrepreneurs’ best ally when it
comes to radical innovation and delivering quality at scale.

The needed Western version of the Greater Safety Net for the Entrepreneurial Age won’t rise from a
magic-bullet mechanism such as universal basic income. It won’t emerge from the murky depths of
exhausted neoliberal or libertarian thinking. It won’t be born from the top-down technocratic approach of
most progressive government officials. In this new age, entrepreneurs look like the ones best positioned to
do the hard, dirty work with levers such as technology and the multitude rather than weapons and
propaganda.

If we only look at how history has progressed to this point, one would be forgiven for coming to the
conclusion that a new World War is needed before we can radically upgrade the Great Safety Net from 1.0
to 2.0. But if we also look at the new tools furnished by today’s technology, one could decide that another
path is possible. I, for one, believe we should all bet on the latter, and hope this book serves as a
contribution that tilts the odds in our favor.
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