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Building back better?

 Green New Deal

* European Union Horizon 2020
« Smart growth (better innovation)
 Sustainable growth (more green)
* Inclusive growth (less inequality)

« Sustainable Development Goals

« Return of ‘industrial strategy’
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Role of Business? shareholder vs stakeholder maximization

LARRY FINK'S 2018 LETTER TO CEOS

A Sen f Pur
se seo urpose Shareholder Value Is No Longer

“Without a sense of purpose, no company, either public or private, can achieve E @
’ Y ' verything, Top C.E.O.s Say

its full potential. It will ultimately lose the license to operate from key

stakeholders. It will succumb to short-term pressures to distribute earnings, and, Chief executives from the Business Roundtable, including the
in the process, sacrifice investments in employee development, innovation, and leaders of Apple and JPMorgan Chase, argued that

capital expenditures that are necessary for long-term growth. It will remain companies must also invest in employees and deliver value to
exposed to activist campaigns that articulate a clearer goal, even if that goal customers.
serves only the shortest and narrowest of objectives. And ultimately, that

company will provide subpar returns to the investors who depend on it to

finance their retirement, home purchases, or higher education.”

€he New Hork Eimes
Aug. 18, 2019

Purpose?



Role of policy? Just fixing markets?

Negative “Fixes” to market failures
externalities e.g.
ollution : . . qe
Public goods e.g. S information - Taxation and subsidies
knowledge, clean .
air &.0. SME - Market creation
inance .
(e.g. carbon credits)
- Information provision
Coordination failures Imperfect - Anti-trust (and anti-unionism)
e.g. pro-cyclical competition
investment e.g. monopolie<

Reality = “failure™? IPP




5 Big Global Problems



(1) The finance problem
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UK domestic bank composition of net lending by industrial sector

Source: Bank of England, series RPQT, amounts outstanding at end 1st quarter and NEF calculations
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House prices and mortgage credit over 130 years in (14) advanced economies
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(2) The industry problem

From 2008 to 2017, 466 S&P 500 companies distributed $4 trillion
to shareholders as buybacks, equal to 53 percent of profits, along

with $3.1 trillion as dividends. . I = 9%

I 93%

REINVEST REPURCHASE

(From: William Lazonick, Harvard Business Review, 2014---- Lazonick & Jocobson, NYT, 2018 )
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(3) The inequality problem

Average wages & labour productivity in 36 developed economies, 1999-2013
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(4) The climate problem

o [PCC: 11 yrs left for global warming to be kept to max 1.5C. Even
half a degree will worsen risks of drought, floods, extreme heat and
poverty for hundreds of millions of people.

* Current investment in GREEN ENERGY only 20% of what 1t
should be! (and energy transition 1s not enough)

* In 2019, subsidies to fossil fuel companies were estimated at $20
billion a year 1n the US and an enormous €55 billion a year 1n the
European Union.



(5) The State’s problem

(just patching things up?)

@, Negative
’ externalities

.- Public goods e.g. pollution
e.g. knowledge, clean air l

7 Coordination failures
e.g. pro-cyclical investment

Information failures ; G
e.g. SME finance & #=

s Imperfect competition

e.g. monopolies




Rethinking the State, Value & Public Purpose

THE
ENTREPRENEURIAL
STATE
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THE STATE



Stupid assumptions get stupid answers




e Romneyomics explained
l h C - The euro crisis: back after its siesta
EcCOnOmist  ageovassoigas
The science of guerrilla warfare
America’s bagel king

'I'he thlrd mdustr" I

"Governments have always been
lousy at picking winners... As
the revolution rages,
governments should stick to
the basics: better schools for a
skilled workforce, clear rules and
a level playing field for enterprises
of all kinds... Leave the rest to

the revolutionaries.”

(“The Third Industrial Revolution’, The
Economist, April 21, 2012).




Market failure policies didn’t get us ....

* ‘mass production’ system THE
ENTREPRENEURIAL
.. . STATE
* aviation and space technologies
Y)Y
| (=)
= |T and internet A7 2
NS
O
= nuclear power (/%\\
V5 AN
/AN
* nanotechnology and Al 08
Sector Myths
= green technology MARIANA MAZZUCATO
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For more Information, please visit the book’s website:



What made the iPhone so ‘smart’? The tax payer!

DRAM cache

DARPA

Click-wheel
RRE, CERN,

’

Lithium-ion batteries
Dok

Signal Compression

Army Research Office

/
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Liquid-crystal display
NIH, NSF, DoD

\

’
Multi-touch screen NAVSTAR-GPS
Dok, CIA/NSF DaD DoD/NAVY
\
SIRI
DARPA

First generation iPod
(2001)

iPod Touch and iPhone (2007)

1

[/

Micro hard drive

DokE/DARPA

Microprocessor
DARPA

iPad (2010)
HTTP/
HTML
CERN
Cellular technology Internet
US military DARPA

rn"_

Source: Mazzucato (2013), p. 109, Fig. 13



Co-creating markets not (only) fixing them

“Creating breakthrough technologies for national security is the mission of the Defense Advanced
Research Projects Agency (DARPA).”

“The ARPA-E mission is to catalyze the development of transformational, high-impact energy
technologies.”

“NIH’s mission is to seek fundamental knowledge about the nature and behavior of living systems and
the application of that knowledge to enhance health, lengthen life, and reduce iliness and disability.”

“The mission of the KfW Group is to support change and encourage forward-looking ideas — in
Germany, Europe and throughout the world.”

“BNDES mission is to foster sustainable and competitive development in the Brazilian economy,
generating employment while reducing social and regional inequalities.”

“The mission of the Palestinian Investment Fund (PIF) is to invest in and mobilize partnerships in
strategic projects in vital, underserved sectors of the Palestinian economy.”



Co-creating along entire innovation chain

3. early stage\
1. research 2 conpept/ technology 4. Product 5. production/
invention Development development marketing

.
v,
‘e
Yo

NSF, NIH, Angel investors, VC, SBIR,

Corporate venture
DARPA corporations, InQtel, NIH, funds, equity,
Corporate technology labs, ARPA-E, commercial debt
research SBIR, NASA Yozma, KfW,

PIF



A new vocabulary (and curriculum) for governments
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If language Is not correct, then what is said is not what iIs meant;
If what is said Is not what is meant, then what must be done
remains undone,; if this remains undone, morals and art will
deteriorate; If justice goes astray, the people will stand about In
helpless confusion.

Confucius, Chinese philosopher & reformer (551 BC - 479 BC)



VALUE



“Story-tellers rule the world”

Plato ancient Greek philosopher (approx. 424 BC - 327 BC)

Stories about ‘who is productive? who creates value?’



Where does Value come from?

= 1600s Mercantilists: TRADE!
» 1700s Physiocrats: FARMING!
= 1800s Classicals: LABOUR!

= 1900s/now Neoclassicals: PREFERENCES!
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Francois Quesnay
1694-1774
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Productive class Proprietors Sterile class




Adam Smith
1723-1790

1 s b .
Bt

. /f/:l/u//l(/

Plate on pin-making, from Diderot's Encyclopédie (1762)



Rent Is robbery

“Landlords’ right has its origin in robbery. The landlords,
like all other men, love to reap where they never
sowed, and demand a rent even for the natural produce

of the earth.” (Adam Smith)



Implications from Classicals

Relationships between value, prices and income tied to objective
conditions of (changing) production.

Relationship between production and income mediated through
power issues: who owns the means of production.

Reproduction of the system is the focus.

Rent Is about unearned income.



What happens when value debate disappears?

Price - Value




Why value theory matters
* Inequality (who earns what and why?)

* GDP (what Is counted?)

» Governance of organisations (how is it produced?)
* Pricing of medicines (Is it accessible?)

= Digital/platform capitalism (who owns 1t?)

* Role of the state (how Is it governed?)



Unproductive government?

GDP sees government only as ‘spender’ not producer.
Policy is only about ‘fixing’ market failures.

Public Choice theory trains civil servants to think that
government failure even worse than market failure.

Private sector creates value public sector only
redistributes It.



Bloomberg Figp—
Businessweek

Rxfor savmgallfe
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$40 bn/year

Big Pharma Pricing

National Institutes
of Health

Value based pricing (perceived value)
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PUBLIC PURPOSE



Bouroe: oo by Toe serce, i Ty . oot It




From challenges (SDGs), through missions, across sectors, to

projects

MISSIONS

A problem-solving approach to fuel innovation-led growth

Sy Movono MAZZLXCATO

Political agenda setting
and civic engagement GRAND CHALLENGES
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SDG 13 SDG 14

CLIMATE CHANGE

. Grand
Grand CLEAN OCEANS - Challenge
Challenge — (B
Lo 4 4 | kol
A4 v + .
- ; | ] 1 | '
v v i v
i A PLASTIC-FREE OCEAN e 100 CARBON NEUTRAL CITIES BY 2030
Mission : ' | | |
: Reduction of 90% of plastics entering the marine environment i Mission
i - and collection of more than half of plastics present in our oceans, . Reach net zero greenhouse gas emnissions balance of 100
: .:s seas and coastall areas by 2025 : i ' European cities by 2030
Y v £ 4 : ) x
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Chemical Social Human v » P 4 \
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5 criteria for missions

* Be bold, inspirational, with wide societal relevance

= Have a clear direction: targeted, measurable, and
time-bound

= Be ambitious but realistic research and innovation
actions

» Be cross-disciplinary, cross-sectoral, and cross-actor
Innovation

= Drive multiple, bottom-up solutions.

MISSIONS

a » 7\ vk o aonds o oo
IISSION-uriented

"I ion
F A LI\

prepen O -
| \ A
AT O UV ER

in the European Union

A problem-solving approach to fuel innovation-led growth
by Moviono MAZZUXCATO




How to Implement missions

Selection (who decides?)

* Impact-driven targets / milestones
* Pro-active portfolio management
 Flexibility and adaptability

« Accountabillity

« Connecting and engaging citizens
* Financing and ‘crowding-in’
 Public sector capabilities

GOVERNING MISSIONS

Governing Missions
in the European Union

by Mariana MAZZUCATO




Guiding the UK industrial strategy

g5 Al & Data Economy Clean Growth
°x> We will put the UK at the forefront % We will maximise the advantages

of the artificial intelligence and for UK industry from the global
data revolution shift to clean growth

Future of Mobility 50 Ageing Society

We will become a world Q@i We will harness the power of
leader in the way people, goods innovation to help meet the needs

and services move of an ageing society

A Mission-Oriented
UK Industrial Strategy

UCL Commission for Mission-Oriented
"We have seen throughout our history ‘ = Innovation and Indusirial Strategy (MONS)

that setting ambitious and clearly-
defined missions motivates human
endeavour. There is huge potential in a
missions-based approach to drive
faster solutions - and it is an approach

being pioneered here in the UK, by

University College London’s METEIN e e

PP
Commission on Mission-Oriented Industrial Strategy." P I I P P



FUTURE OF MOBILITY

Commission for
Mission-Oriented
Innovation and
Industrial Strategy
(MOIIS)

Tech and digital Transport Inclusive Robotics Creative
services systems design and Al industries
Health and Financial and Energy and battery Urban planning
wellbeing legal services infrastructure and design

a—szriﬁzl:;z_Zi;ms 100% accessible Low carbon Public data
Y public transport mobility-related .
for urban practices for

(equal access
across all modes)

energy storage

mobility services
systems

and exurban
environments

Behaviour
change and
social movement
principles for
mobility-as-

a-service

Validated
systematic risk
model for
autonomous
vehicle insurance
and financing

Urban design
and planning
approaches for
21st century
mobility cities

Clean design
and manufacturing
infrastructure for
autonomous electric
vehicles

Sustainable and
safe logistics
systems for urban
and exurban
environments

Large scale

demonstrator of multi-

modal mobility-as-a-
service systems

Total value
capture models
for mobility-as-
a-service




a new mission-oriented public bank for Scotland

FINANCIAL TIMES

) UK COMPANIES MARKETS OPINION WORK & CAREERS LIFE & ARTS

Scottish economy
Scotland plans £2bn national investment bank

Sturgeon welcomes proposal that would help fund SMEs and strategic projects

Scottish first minister Nicola Sturgeon: ‘The time for debating whether or not this is 3 good idea has passed, it is now time to get
on with making it happen' @ EPA

Mure Dickie in Edinburgh FEBRUARY 28, 2018 P&

Scotland has announced plans for a £2bn national investment bank to support
smaller businesses and strategic projects with “patient” long-term funding.

Nicola Sturgeon, first minister, welcomed proposals on Wednesday for a
government-owned bank to be in operation by 2020.

“The time for debating whether or not this is a good idea has passed, it is now
time to get on with making it happen,” Ms Sturgeon said. “We are determined
now to move at pace.”

Institute for Innovation and Public Purpose

A mission-oriented
framework for the
Scottish National
Investment Bank

and Laurie M

Figure 2: Scotland’s National Performance Framework
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The European Investment Bank

Patient long term risk finance. Missions take directionality of
innovation head on and consider how to govern the process so as to
develop dynamic capabilities of public institutions. This means
redesigning instruments like grants, loans and procurement policy to
fuel bottom-up innovation to target challenge-oriented missions,
across a multitude of economic sectors and firm sizes. Missions
require patient, long-term finance, willing to take on higher risks for
the public interest.

'WWM\MW | &%&WM&MM@MWM MM%MHW&%MMWW linstitte for lnovation and llubiic lupose, Il laiicy leport

The EIB and the new EU
missions framework

Opportunities and lessons from
the EIB’s advisory support to the
circular economy

By Mariana Mazzucato and Olga Mikheeva

November 2020



https://www.ucl.ac.uk/bartlett/public-purpose/wp2020-17
https://www.ucl.ac.uk/bartlett/public-purpose/wp2020-17
https://www.ucl.ac.uk/bartlett/public-purpose/wp2020-17
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Missioni ltalia

Digital transormation

MISSIONI ==
ITALIA

Investimenti, innovazione
e immaginazione

Materials
(plastics, glass)

Infrastructure Education - | B % '\f MARIANA MAZZUCATO

Bank sector Energy ‘Telecommunications| | Digital services

Development Involvement

of a supply of applied Public sector
chain linked to recaarch digitalisation
Uinid centres and (citizen focus)

of bandwidth
catapults

/ Broadband

coverage of the
% within each
~ region of the
country -

computing
The Digital Economy and Society Index (DESI) is a composite index that summarises relevant indicators on
Europe’s digital performance and tracks the evolution of EU Member States in digital competitiveness.



Cross-cutting themes in Mission ltalia

5.1. Industrial transformation and systems of innovation

5.2. A strategic use of public procurement

Mission-oriented

public procurement:

5.3. A dynamic public administration esempi intemazionall

5.4. The strategic role of state-owned enterprises

5.5. Conditionalities, risks and opportunities




Evaluating dynamic public investments

Market fixing Market shaping
Justification Market or coordination failures: All markets and institutions are co-created by public, private
for the role of e Public goods and third sectors. Role of government is to ensure markets
government e Negative externalities support public purpose, also by involving users in co-
e Imperfect competition/information creation of policy
Business case Ex-ante cost benefit analysis (CBA) — Focused on systemic change to achieve mission-dynamic
appraisal allocative efficiency assuming static efficiency (including innovation, spillover effects and
general relationships, prices etc. systemic change)
Underlying Possible to estimate reliable future value Future is uncertain because of potential for novelty and
assumptions  using discounting. System is structural change; system is characterised by complex
characterised by equilibrium behaviour  behaviour
Evaluation Focus on whether specific policy solves  Ongoing and reflexive evaluation of whether system is
market failure and whether government  moving in direction of mission via achievement of
failure avoided (Pareto efficient) intermediate milestones and user engagement. Focus on
portfolio of policies and interventions, and their interaction
Approach to  Highly risk averse; optimism bias Failure is accepted and encouraged as a learning device
risk assumed

Source: Kattel, R, Mazzucato, M, Ryan-Collins, J., and Sharpe, S. (2018), “The economics of change: Policy and appraisal for missions,
market shaping and public purpose”, (Institute for Innovation and Public Purpose WP- 2018-06)



New questions for a market shaping approach

How to overcome the fear of ‘picking What are the enablers for the type of
winners’, focussing the question not public sector institutions that welcome the
on whether to ‘pick’ but on how to make uncertainty — and hence risk-taking —
strategic choices around societal and inherent in the innovation process,
technological missions, which can ‘ilt’ the becoming learning institutions. Viewing
playing field around transformative ‘policy as process’ and building learning
change. organisations.

(' ;‘.
‘Gr‘]\“‘ Assessment Risk and Reward
-~ -

Q ' G)"

Z

/( -V - \\ How to develop new tools to measure and
RN assess the dynamic impact of different How to develop mechanisms so that the
types of public policies that aim to create public and private sectors share the risks
markets, not only fix them. A dynamic and also the rewards. Ways to allow smart,
approach to the assessment of policies to innovation-led growth to also be inclusive
replace, or at times complement, the growth.

more static cost-benefit approaches.

*For details on the ROAR framework see Mazzucato, M. (2016) "From Market Fixing to Market-Creating: A new framework for innovation
policy", Industry and Innovation, and IIPP first working paper Mission-Oriented Innovation Policy: Challenges and Opportunities
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Policy as Process

Organizational Experimentation

“The design of a good policy is, to a considerable extent, the
design of an organizational structure capable of learning and of
adjusting behavior in response to what is learned”

Dick Nelson and Sydney Winter, 1982

Policy as Process

“shift from total confidence in the existence of a fundamental
solution for social and economic problems to a more guestioning,
pragmatic attitude —from ideological certainty to more open-
ended, eclectic, skeptical inquiry”

Albert Hirschman, 1987

The Hiding Hand (Serendipity)
history’s generous tricks, silver linings and “felicitous and
surprising escapes from disaster”



Sharing both risks and rewards

Reinvesting profits

Retaining golden share of IPR
= Capping prices (Bayh Dole act allows it)

Negotiating conditions (generics)

Income contingent loans
= Equity

% of payback into an ‘innovation fund’
» State investment banks and portfolio methods

(discussed in Mazzucato, 2013;2018)



“l expect to see the State...taking an ever greater
responsibility for directly organizing investment’
and ‘I conceive, therefore, that a somewhat
comprehensive socialization of investment will
prove the only means of securing an
approximation to full employment”

JM Keynes, 1936



The COVID19 moment

‘Government has the upper hand for the first time in a
generation. It must seize the moment to build a new
public-private partnership that is symbiotic’



Putting public VALUE
at the heart of health innovation
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A ] Warren, Schakowsky Introduce Bicameral Legislation to Radically
Reduce Drug Prices Through Public Manufacturing of Prescription
Drugs

Warren, Schakowsky Introduce Bicameral Legislation to Radically Reduce Drug Prices Through Public Manufacturing of Prescription Drugs

would address market failures and increase competition in the generic drug market by establishing new Office of Drug Manufacturing
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Alexandra Ocasio-Cortez takes on greedy drug companies: Taxpayers
fund drug research, Big Pharma takes all the profits
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The COVID19 moment for bold conditionalities

American Airlines, United, and other carriers have agreed to
bailout terms with the US Treasury that will avoid layoffs
until October
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Scotland bans Covid-19 support to firms
based in tax havens



How to govern the data commons?
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Just Transition in Mondragon, Spain: a ‘cooperative’ approach

CLIMATE BUSINESS MODEL DISRUPTION

,
MONDRAGON [ secit”

SOCIAL MEANING

AND VALUES

MONDRAGON

TRILEMMA DEMOGRAPHIC AND

LABOUR SHIFTS




([N T hronrent to do capitalismdifferentlyt

e [ltart with the lllS! llum the talk into ared walk
 [Indllengellied mission oriented thinking

 [lifferent approach tofiscal stinulus (and budgeting)

tronger state capaaity and longliterm patient finance
ewsoda contract between state, business and atizens
relldistribution to share bath rnisks and renards

* [lover innovation for the contmon good



MARIANA
MAZZUCATO

..and stay tunedl . .....

ECO NO MY

A Moonshot Guide to
“

Changing Capitalism

|||||||||||||||

January 2020

Mariana Mazzucato

Professor of Economics of Innovation and Public Value

Founder and Director, UCL Institute for Innovation and Public Purpose
@MazzucatoM @UCL_IIPP




