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“We foreign bankers are in favor of free markets when we’re out to make a buck and believe
in the state when we are about to lose a buck.” (Anonymous foreign banker(1)) 

The Success of Mixed Economies 

A full discussion of how rich countries developed would require a whole book, so I shall
simply highlight a few basic principles. The world’s advanced nations have achieved their
current level of development using what is known as a mixed economy. This has three main
parts.  First, huge investment by the government in public services, such as education,
healthcare and social safety nets. Second, a system of trade, where private businesses sell
goods and services  to  each other,  the public  and the government.  Third,  government
support for big business. This post will focus on this third part. The mainstream media tend
to focus on the role of private businesses in creating wealth, whilst downplaying the other
two parts. This is propaganda. As we shall see, the role of government is crucial. 

There is an additional reason for the success of advanced nations. That is, their role in
‘stealing’ from poor countries. I will not discuss that in this post.

The Biggest Welfare Scroungers are Big Business 

A subsidy is when a government provides some assistance to a business. This can take
many forms. Giving a company a tax-break is a subsidy. If a government does not charge
tax on aviation fuel, this is a subsidy to the airline industry. Purchases of weapons by the
government  subsidise  many  high-tech  industries.  Sending  your  soldiers  to  protect  oil
pipelines is a subsidy to the oil industry. When the US and British governments lend money
to poor countries and insist that it has to be spent on exports from US or British companies,
this is a subsidy to those companies. Government spending on research which leads to
profitable  products  sold  by  private  companies  is  a  huge  subsidy.  Governments  in  rich
countries  have  subsidised  almost  every  major  corporation  at  some  point.(2)

It is estimated that the US government spends at least $800 billion dollars subsidising the
biggest  US  corporations  each  year.(3)  It  has  helped  to  finance  the  development  of  the
aerospace,  biotech,  nuclear,  electronics,  synthetics,  space  communications,  mineral
exploration,  computing and many other  industries.  The government,  and therefore the
taxpayer, covers much of the costs and takes many of the risks, then hands the profits to
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private companies. Many of the recipients of these subsidies dominate their industries,
make big  profits  and pay large amounts  to  shareholders  and senior  executives.  America’s
oil,  gas  and  mining  corporations  are  among  the  most  profitable  in  the  world,  yet  they
receive  tax  breaks  and  other  subsidies  worth  billions  of  dollars.  The  big  agricultural
companies, particularly rice, wheat, corn, cotton and soybeans, receive some of the biggest
subsidies, totaling approximately $30 billion each year in the US. One-tenth of the farms,
usually  the biggest,  get  three-quarters  of  the subsidies.  Similarly,  studies  of  European
farming show that most of the subsidies go to a small number of the biggest farms.(4)

In Britain, a 2013 report entitled ‘The Great Train Robbery’(5) showed how private rail
companies  took  big  subsidies  from  the  government  and  paid  substantial  amounts  to
executives and shareholders. The billionaire, Richard Branson, received almost £3billion in
subsidies for the West Coast Line between 1997 and 2012. Shareholders took over £500
million in dividends. Without the subsidies, the companies would have lost money. In fact
there  are  additional,  hidden  subsidies,  that  amount  to  £30  billion  for  all  of  the  train
companies.

Most advanced nations have similar systems of government support for big business. We
saw this in banking, where banks in many countries were bailed out by their governments in
2008  because  the  financial  system  was  in  danger  of  collapsing,  and  some  of  the  biggest
companies were in danger of going bust due to their gambling and fraudulent activities in
the previous few years. This is like an insurance policy valued at over $40 billion per year in
the US (maybe much more), which allows the banks to take extreme risks, knowing that
someone else will pay for it when it all goes wrong. Many of the world’s biggest businesses
would have gone bust at some point in the past if they had not been bailed out by their
government.  The  academic,  Noam  Chomsky,  uses  the  expression  ‘really  existing
capitalism’(6) to describe this system based on government support for big business. Others
use the term ‘crony capitalism’.

Business as an Extension of Government 

The connection between governments and some of the biggest corporations is so strong
that it can sometimes be hard to know where one ends and the other begins. We have
already  seen  in  earlier  posts  that  personnel  move  seamlessly  between  business  and
government. The software that enables Google to search through trillions of items on the
internet is  the same technology that enables the US spy agency, the NSA, to illegally
analyse trillions of items of electronic communications.(7) The US government provides
huge assistance with research to help make US companies dominant, and government-to-
government  lobbying  to  enable  them to  gain  a  foothold  in  other  countries.  Many big
companies obtain guaranteed contracts with the government. Noam Chomsky has explained
that these contracts are yet another form of government subsidy.(8) This even involves
funding things for which there is initially no demand, such as early electronic components,
like transistors after world war 2. This is particularly noticeable with military contracts,
aeroplanes,  and technology companies.  As we saw in earlier  posts about the weapons
industry, governments often overpay for these contracts by large amounts.

Chomsky has been writing and speaking about the role of government in supporting big
business for many years, but has been mostly ignored by the mainstream media. However,
Mariana Mazzucato wrote a book in 2013 called ‘The Entrepreneurial State’,(9) which has
attracted mainstream attention. In it, she debunks the myth that private business is the
source of most innovation, pointing out, for example, that in the US, 75% of new drugs come
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from state-funded investment and research.

Neoliberalism – Crony Capitalism is being used to destroy the US, Britain and many other
countries 

The close relationship  between government  and corporations  can take many forms.  If
governments  choose to  use their  power to  limit  the worst  excesses of  business,  then
business can be forced to operate in a way that primarily benefits society. This has been the
case for many years in some European countries, and perhaps Britain and the US were
closer to this system during the years 1945-1970.

At the other extreme, government can be ‘captured’ by business. We have seen in earlier
posts, about corruption and lobbying, that big companies bribe governments, particularly in
the US, to manipulate policy. The extreme system that has developed is usually known as
neoliberalism. The key aspects of neoliberalism are as follows:

Huge global companies pursue their own profits, irrespective of the downsides to
society.
They  have  too  much  influence  over  politics,  so  the  government  helps  them
extract ever more wealth from the economy.
They have the power to exploit customers, suppliers, staff, governments and the
environment.
They  effectively  operate  outside  the  law.  They  are  able  to  commit  crime  after
crime with no punishment worse than a fine.

The US and Britain in the 21st Century are examples of this type of extreme system, and
some other  advanced  nations  are  heading  in  this  direction.  President  Trump and  his
corporate  cronies  were  openly  rigging  the  economy  to  benefit  themselves.  In  Britain  in
2020, there was widespread evidence of corruption in the awarding of contracts for personal
protective equipment in hospitals. The more neoliberal Britain and the US become, the more
wealth the rich are able to extract, and the more problems we see. For example, millions of
people were already using food banks before 2020, and that number has increased hugely
during the Coronavirus lockdowns.(10) More and more people are finding it difficult to make
ends meet, whilst the wealth of the world’s richest people is increasing dramatically.   

Even the most ardent supporters of capitalism, such as Milton Friedman, believed that
companies had to operate without deception or fraud, and should conform to the basic rules
of society according to the law and to ethical custom.(11) Mainstream commentators, such
as the former governor of the Bank of England, Mark Carney, have commented on how the
relationship between the government and big business has changed for the worse.(12) The
extreme  focus  on  profit  (which  some  people  call  the  ‘greed  economy’)  is  destroying  our
societies.

Extreme economic systems do not work 

All  over the world,  those countries that have neglected government provision of  basic
services have fared badly. Governments in South America and Africa were ‘encouraged’ to
spend very little on basic services (discussed in later posts) with disastrous consequences
for the poorest parts of their populations. The same is true in Greece, where the government
has been forced to cut basic services (this is known as austerity) since 2010.(13)
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Other countries that focused too much on the government control of the economy, whilst
neglecting  private  businesses  (sometimes  described  as  communist)  were  only  partly
successful. Russia before 1989 is a good example. It provided education, healthcare, homes
and jobs for almost everyone, but the variety of consumer goods available in Russia was
much less  than in  Western nations.  British and American television frequently  showed
Russians queuing for bread, but people in Russia in the 1980s were surprised to discover
that there were homeless people in New York. They were so surprised that they thought it
must be propaganda by their government.(14)

It was recognised many years ago that extreme economic systems do not work very well. In
1953 an influential  report  stated “Both capitalism and communism in  their  raw forms had
failed.”(15) The evidence suggests that there is no single, best economic system. Each
country’s  economy is  different  from every  other  country,  and  any  one  country’s  economy
needs to evolve and adapt over time as circumstances change.

Benign Government and Industrialisation Is The Key 

Real wealth begins when governments ensure that everyone has food, a home, healthcare,
education, energy, clean water and sanitation, social safety nets, a fire service, the rule of
law and equal rights for everyone. There are then two main ideas that have enabled nations
to become extremely prosperous in the last few hundred years. The first is industrialisation.
This means replacing human and animal labour with machines. The second is specialisation.
This means getting each worker to do a single task over and over again very efficiently, and
is associated with production lines in factories.  These ideas are not directly related to
capitalism. They have all been used in communist countries. Private companies are very
good at providing lots of consumer goods, and allow people to experiment with products
and business ideas, but they are not the most important ingredient in the functioning of an
advanced nation. As we will see in later posts, they have a poor track record in getting
people out of poverty.

Mainstream  Journalists  and  Economics  Lecturers  Don’t  Understand  that  the  Economic
System in Britain and the US is Crony Capitalism 

When  people  use  the  term  ‘capitalism’,  they  give  the  impression  that  it  is  a  well-defined
system. In  fact  it  is  a  general  term meaning the private (as opposed to government)
ownership of business, and the right of those with money to make profits. There have been
big debates about whether private businesses should be able to own essential industries
such  as  the  water  supply,  or  whether  those  industries  should  be  controlled  by  the
government. There have also been debates about what the laws should be concerning how
those businesses operate.

However, those debates tend to present private companies as separate from government,
and to ignore the real-world role of governments helping those companies to make profits.
Executives and shareholders of the biggest companies do not want you to understand how
really existing capitalism works. They want you to believe that big companies are dynamic
risk-takers  who  deserve  immense  rewards  if  they  are  successful.  Most  mainstream
journalists (and many economics lecturers) writing about capitalism have fallen for this
propaganda, and repeat it themselves with little questioning. They are aware that crony
capitalism exists in other countries, but they fail to understand how widespread it is in the
US and Britain.
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